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DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


THURSDAY, MAY 17, 1951 


Unrrtep States Senate, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10: 30 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Robertson, Benton, Moody, Bricker, 
Schoeppel, and Dirksen. 

Also present: Senators Hunt and Thye. 

The CuHairman. The committee will come to order. 

I might say that the American Meat Institute requests that their 
appearance be postponed. 

Senator Dirksen. Until Monday, because of illness. 

The CuHarrman. We will be glad to do that, except that Monday will 
be rather a full day, which they will, of course, understand. 

I have a statement here which the Secretary of Agriculture called 
me up about. Ido not know whether they arrived or not. Yesterday 
they suggested at the conclusion of his testimony if he desired to file 
anything more for the record to do so, so that those statements will be 
placed in the record from the Department, without objection. 

(The statement referred to will be found on p. 682.) 

The Cuarmman. The first witness today is the National Independent 
Meat Packers Association. 

Will you have a seat, sir, and will you identify yourself for the 
record ¢ 


STATEMENT OF WILBUR LaROE, JR., GENERAL COUNSEL, 
NATIONAL INDEPENDENT MEAT PACKERS ASSOCIATION 


Mr. LaRor. Yes, sir. If the committee please, my name is Wilbur 
LaRoe, Jr., general counsel for the National Independent Meat Pack- 
ers Association, 743 Investment Building, Washington, D. C. 

Ours is, I think, the largest association of independent meat 
packers. 

I believe the time of the committee will be conserved if, instead of 
reading my prepared statement, I go over the high lights of this green 
booklet. 

The Cuatrman. The committee will be happy to have you present 
your testimony in any way you desire, and without objection we will 
make a part of the record the meat’ price-control statement by the 
Independent Packers, and you might enlarge or expand or detail any 
portion of it you wish. 

(The material referred to follows :) 

1081 
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Tue NATIONAL INDEPENDENT MEAT PACKERS ASSOCIATION, 
Washington 1, D. C., May 17, 1951. 


MEAT PRICE CONTROL WILL NOT WORK 


It has been proved that meat and animal prices cannot be controlled. 

Meat price control is not required by the Defense Production Act. 

People are getting more meat than before the war, and at relatively fair prices. 

Meat price regulations cause gross unfairness. 

There is keen competition in the industry, which assures fair prices. 

The black market cannot be policed. 

The best protection to the public lies in a centlideling increase in livestock pro- 
duction and feeding and in keeping meat in legitimate channels from farm to 
table. 

Price control of meat defeats its own purpose by discouraging production and 
encouraging the black market. 


MEAT PRICE CONTROL IS UNWORKABLE 


1. Uniform grading is impossible. Even Government experts often cannot 
agree on the grade of a beef animal. 

2. Uniformity in cuts is unattainable, and if attainable cannot be policed. 

3. There are hundreds of different sausage formulas, most of them secret and 
constituting part of the good will of business. How can uniform prices be 
imposed ? 

4. Packers are unable to buy animals in compliance with the regulations 
because there are always mysterious forces in the market bidding higher. Experi- 
ence proves that these myterious forces cannot be successfully dealt with. 

This is a seasonal industry, with many factors, including demand, changing 
eomn month to month. It is impossible to devise regulations which reflect all 
the economic changes. 

6. The very existence of regulation discourages production and distorts the 
channels of distribution, some of them drying up. 


PRICE CONTROL OF MEAT IS NOT REQUIRED ACCORDING TO THE STANDARDS OF THE ACT 


1. One of the main purposes of the Defense Production Act was to increase 
production. The effect of price roll-backs is to reduce production and to block 
channels of distribution. Senator Maybank correctly says: “‘The effect of the 
beef order will be to cut back production, thus defeating the primary purpose 
of the Defense Production Act.” 

2. It was intended that price control should apply if prices have risen unrea- 
sonably. With an average hourly wage of $1.57 in all industries, as compared 
with 56.6 cents in 1929, 1 hour of work will today buy much more meat. In his 
recent testimony before the House Committee on Agriculture (April 24, 1951), 
Secretary Brannan gave the following figures as to the quantity of meat that 
could be purchased with 1 hour of labor, as follows 


Quantity of meat purchased with 1 hour of labor 


Round 





Year steak Bacon | Year oy | Bacon 

Pounds Pounds || Pounds Pounds 
1914 i = 0.9 0.8 || 1939.__.. 1.8 2.0 
1919 12 9 1949 1.6 2.1 
1929... Ee 1.2 | 13 February 1951. ; 1,5 2% 


Note.—The above figures were supplied to Secretary Brannan by the Bureau of Labor Statistics. 


9 


3. Another criterion laid down by Congress was that it is practicable and feasi- 
ble to impose price ceilings. It is neither practicable nor feasible to impose price 
ceilings on meat and live animals, as abundantly proved by experience, for the 
reasons shown on page 1 of this statement. 

4. Another criterion is that the prices shall be generally fair and equitable to 
sellers and buyers. Meat price control has proved itself to be grossly unfair and 
inequitable, as will be demonstrated herein. 


-— Zea A 
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5. A main purpose of the statute was to strengthen the economy of the Nation 
against possible war threats. Price control on meat and meat animals will 
weaken the national economy by discouraging farmers, discouraging feeding, 
and in addition it is bringing the threat of insolvency to hundreds and hundreds 
of slaughterers. This is not strengthening the national economy. 


Pounds of meat that 1 hour of factory labor will buy 


February 

















































1951 1929 
SG hci ce aebccdbgddanmiosetucanes Lldst a ahieitsthocteids j 5 1.2 
Ps Aneicbaiied eiseaaen 5 8 i a latte de ali 2.3 1.3 
Figures furnished by Department of Agriculture 
Retail price 6 

Average 

Year per pound, factory 

F round steak, . ge 

51 cities , 

1920... $0. 46 $0. 566 
1949 7 85 1.40 
1951 (February) --- 1.00 11.56 
Increase over 1929_._...........--- s percent 117 175 
1 As reported by Department of Agriculture. The current figure is $1.57. Other figures above are from 


President’s Economic Report, July 1950, and Statistical Abstract, U.S. Department of Commerce. 


THE UNFAIRNESS OF OPS 


OPS caused a very serious beef price squeeze by freezing the price of beef 
while letting the price of beef animals rise without limit. 

A similar price squeeze is now beginning on pork, and will grow more acute 
during the next few weeks with the normal summer rise in hog prices. 

To our knowledge the pork and hog ceiling prices have been practically ready 
for issuance for more than a month, but they have not yet been issued although 
we continue to suffer under a very unfair and one-sided price freeze. 

The sausage price situation is dangerously bad, with losses to independent 
packers running as high as 5 cents per pound. One of our strongest and finest 
members phoned on May 10 that he is worried about the serious threat to the 
solvency of his excellent business. Yet OPS will not act, and Congress has closed 
the door to relief by injunction. 

As regimentation increases, unfairness increases. With compulsory grading 
of beef comes a rule that if the local plant cannot get a grader, it may grade its 
own beef provided it grades nothing above commercial. This forces a small 
country slaughterer to grade Good, Prime, and Choice beef as Commercial 
simply because the Government cannot supply a Federal grader. This is noth- 
ing less than confiscation. 

The very severe and unfair roll-back in the prices of hides and tallow was 
made without any consultation with independent meat packers in violation of 
section 404 of the act which provides for consultation with committees of those 
affected by regulations. 

Many members, especially in the Southwest, are suffering for lack of veal 
ceilings which OPS has been earnestly asked to announce but which it has not 
announced in spite of the pleas, 


THE PUBLIC IS ENTITLED TO MORE MEAT 


There is no sound reason why the per capita consumption of meat should be 
only 148 pounds when it has been as high as 155 pounds. 
We have had as high as 104 billion pounds of beef slaughtered (1947), as 
compared with only 9.5 billion in 1950. 
We have had as high as 13.6 billion pounds of pork slaughtered as compared 
with only 10.8 billion pounds in 1950, 
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Our Government should lay its emphasis on getting larger production and 
not on roll-backs and other restrictive measures which curtail production. 

Almost contemporaneously with beef price control the newspapers reported 
beef shortages in many cities. The Washington Post had a leading article on 
May 10, 1951, entitled, “Beef Supply Off 25 Percent to 75 Percent Here as Ceil- 
ings Take Effect.” 

Why these shortages resulting from restrictive measures when what we need 
is more meat animals and more meat? How can price roll-backs be expected 
to encourage production? 


THE REAL CAUSES OF INFLATION REMAIN UNTOUCHED 


Price roll-backs on meat and meat animals leave the great causes of inflation 
untouched. 

The real causes of inflation are the volume of money and credit, increased 
purchasing power, and commodity shortages. 

To roll back the price of live animals and meat not only leaves these basic 
causes of inflation untouched but contributes to them by discouraging production, 

The best weapon with which to fight inflation is abundant production. The 
worst policy in dealing with inflation is to discourage production. 


THERE IS KEEN COMPETITION IN THE MEAT PACKING INDUSTRY 


Ten big packers compete with each other in the greater part of the Nation. 

There are approximately 3,100 smaller packers — in local areas and 
competing also with the national packers in every local area 

In addition there are 15,000 local butchers. 

Monopoly is unknown as to our products. Supply and demand determine 
price levels in the absence of Government restrictions. 

The keen competition assures protection to the consumer and maximum prices 
to livestock producers. 

The housewife is the best price regulator. 


THE RUINOUS BLACK MARKET 


There was a shameful black market during the last period of price control. 

The Government contributed to this by the careless licensing of 27,000 new 
slaughterers. 

Animals were slaughtered under trees and in dirty barns, with grave danger 
to public health, while established plants stood idle and meat counters were bare. 

Enormous supplies of therapeutic glands, hides (needed for shoes), and other 
valuable products were wasted. 

OPS is now encouraging the black market by making the meat animal price 
ceilings mandatory only upon slaughterers, with the producers free to sell 
to any other buyers at any price whatsoever. This is an engraved invitation 
to the black market. 


GOVERNMENT ADMISSION THAT BLACK MARKET COULD NOT BE CONTROLLED 


On April 10, 1945, the Chief of OPA’s Enforcement Division said to the Senate 
Committee on Agriculture: 

“We have requested the assistance of the FBI at various points. In fact, 
directly in connection with the black market in meat. They refused to take any 
cases because they already had more work than they could do with their present 
available manpower. We would be glad to have the FBI work with us. But 
they do not have the staff to do it. Neither do we.” 


PRICE CONTROL BEING IMPRACTICAL, HOW CAN THE PUBLIC BE PROTECTED? 


We start with the proposition proved on sheet 2 that the average worker can 
buy more meat with his hourly wage today than ever before. Increasing pro- 
duction of live animals, made possible by the play of economic forces in a free 
system, has prevented meat prices from rising nearly as much as wages have 
risen. 

The best protection to the public lies in a continuing increase in livestock pro- 
duction and in keeping meat in legitimate channels from farm to table. 

If this is done, the price level will be kept under control by the law of supply 
and demand and by the extensive competition within the industry shown on 
sheet 6. 


Pater 
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Price control, even if it were practicable, would not produce a single addi- 
tional steer or a single additional hog, but on the contrary experience proves 
eloquently and tragically that price control discourages production. 

What we need is maximum production and assurance that the entire supply 
is kept in legitimate channels. 

Mr. LaRor. If you will look at page 1, the principal argument 
against meat price control is that it will not work. That ought to be a 
good argument against anything. 

Uniform grading is impossible. Even Government experts often cannot agree 
on the grade of a beef animal. 

This matter of grading, trying to grade this beef makes the whole 
control program messy and we do not know of any way to avoid that 
mess in trying to grade these animals. 


Uniformity in cuts is unattainable, and if attainable cannot be policed. 


Just suppose that one packer wants to be dishonest and leave a little 
more fat on a cut than he is supposed to do under the regulations. 
Who is going tocatch him? It is just impractical. 

Third: 

There are hundreds of different sausage formulas, most of them secret and 
constituting part of the good will of business. How can uniform prices be 
imposed on sausage? 

I do-not think I am telling tales out of school when I say that sau- 
sage is what many meat packers depend upon for their principal 
revenue, and also for their good will. They take great pride in their 
sausage, the quality of it, just as a chef does in the quality of what he 
prepares. 

If the formula is secret, as it usually is, how are you going to make 
prices on that sausage? Are you going to require uniform sausage 
to be made by Government fiat, and thereby deprive the sausage 
maker of his good will? 

The Cuarrman. Did you call that to the attention of the Price Ad- 
ministrator ¢ ? 

Mr. LaRor. We have. 

The CuatrMan. How can they have an answer? 

Mr. LaRor. They have not made their sausage regulations. We 
have been pleading for them, and we do not know what they are going 
to be, but we now, Mr. Chairman, are losing 5 cents a pound on sau- 
sage, because our beef has gone up that goes into sausage, our pork 
has gone up that goes into sausage, and we have been pleading for 
sausage prices, or temporary relief, and we cannot get either one. We 
are caught in a squeeze on pork and sausage, and cannot get the 
administrator to act. To our knowledge these pork regulations have 
been practically ready for distribution for 6 or 7 weeks, and we cannot 
get them. 

Senator Dirksen. Mr. LaRoe, are you familiar with the number of 
prices and classifications they had under the old OPA? 

Mr. LaRor. Yes; in a general way. 

The CuHatrMan. How many were there; have you any idea? 

Mr. LaRog. Of course, if you take those regulations, it makes a 
book as big as Webster’s Dictionary. I cannot answer the question 
in just that way. 

I will put it this way, Senator Dirksen, that I, as a lawyer, am sup- 
posed to try to understand these regulations, and my clients are sup- 
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' posed to understand them, but they are so massive, and so difficult, 
that I, as a lawyer, cannot understand them, and I do not think I am 
unusually dumb, but I just cannot understand them. 

Now, how can my clients comply with them ? 

The Cuatrman. As I understand it, they have a ceiling on sausage? 

Mr. LaRog. We have no ceiling on sausage, except for the price 
freeze. 

The CHarrMan. Well, the price freeze is on meat. 

Mr. LaRor. The freeze applies to everything that we produce, and 
we are frozen there with our prices, and cannot get them to give us 
dollars and cents’ tailored ceilings to relieve us from the squeeze. 

The CuatrrMan. Then sausage is frozen? 

Mr. LaRor. That is right; it is frozen. 

The Cuatrman. And in the meantime, beef has gone up 5 cents a 
pound? 

Mr. LaRor. Yes. 

The Cuarrman. And pork has gone up? 

Mr. LaRor. P1 sls everything that goes into sausage has gone 
up, but we cannot get any relief. 

The CHarrMan. So sausage is frozen, and everything else that goes 
into sausage has gone up? 

Mr. LaRor. That is right. 

I would like to emphasize the number 5 on page 1: 

This is a seasonal industry, with many factors, including demand, changing 
from month to month. It is impossible to devise regulations which reflect all 
the economic changes. 

May I just give you one illustration of the last 2 weeks? There has 
been for some reason unknown to us a very pronounced shift in de- 
mand to the higher cuts of pork, pork loins, for ex cample. 

Now, ordinar rily when that thing happens, and there is a correspond- 
ing decline in the demand for the lower kinds of pork, we can raise the 
price on the pork loins, and cut the price on the lower kinds of pork 
in order to get rid of the lower kind. 

Now, today, with this heavy increase in demand on the pork loins, 
we cannot raise the price. That price is frozen, and we cannot get 

rid of the lower types readily because the demand has fallen off, so 
we are just stuck with a loss, and price control does not reflect those 
seasonal conditions, and cannot do it. 

On page 2, if the committee please, I show that “Price control of 
meat is not required according to the standards of the act.” The 
main purpose of the act was to increase production. The effect of 
price roll-backs is to reduce production and to block channels of dis- 
tribution. Senator Maybank correctly says: “The effect of the beef 
order will be to cut back production, thus defeating the primary pur- 
pose of the Defense Production Act.” 

The Crarrman. Well, that is only my opinion of what happened 
last time, referring particularly to the roll-back I think they should 
have put a price on beef, and not say in the month of May, “We are 
going to put a price on in September and October.” That is what 
concerns me, when the feeders in between have bought the animals 
at prices then existent, and are told that when they fatten them up 
they will get less for them in September and October. 

Mr. LaRor. In order to show that Senator M: aybank is right about 
that, I would like to have the privilege of incorporating in the record 
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some figures from the Washington Times-Herald editorial of May 14, 
which show that in 1946, the last year of price control, the production 
in federally inspected houses went down from 1,000,000 in January, 
to 360,000 in September, the shelves were almost bare. Compare that 
with 1947, when price control was taken off, and in September 1947 
the figure was 1,407,000 instead of 360,000 under price control. 

There is something about price control that has a deadening re- 
strictive effect on our industry, and I want to tell you it is serious 
when production is reduced from 1,000,000 to 360,000 at a time when 
people want meat. 

Senator Moony. Mr. Chairman, may I ask a question ? 

The CHatrmMan. Certainly. 

Senator Moopy. Mr. LaRoe, do you believe in wage controls? 

Mr. LaRor. Now you are getting me out of my field. I can only 
say that the less Government control there is, the better. We believe 
in a free economy. We believe that we have such a great Nation, 
with such tremendous potential powers of production, that supply 
and demand will take care of the situation, including wages, and if 
you can defer your question for just a moment, Senator, I am going 
to take up the question of inflation, and the relation of meat-price 
control to it, and I believe that your question will be answered under 
that. 

Senator Moopy. I agree with you, that under normal economy in- 
flation can be best taken care of by production. But at a time when 
we are about to take $50 billion worth of consumer goods out of the 
market, and leave that much of an inflationary gap in the economy, 
I am wondering whether you think that inflation can be avoided in 
the United States without some control over it ? 

Mr. LaRoer. I believe that inflation can be avoided if you will strike 
at the roots of inflation instead of the symptons of it. I will deal 
with that in just a few moments, if you do not mind my deferring the 
answer. It is discussed on page 6. 

I would like to say this, however, on that point that I have heard 
the argument made that if you have wages and other commodities 
controlled you must have meat prices controlled. The answer to that 
is that meat is so different, meat and live animals are so different from 
other commodities that it is absolutely impracticable to have success- 
ful meat price controls, and simply because meat price control is un- 
workable is a good reason for making it an exception, no matter what 
you do to other parts of the economy. 

Senator Moopy. Do you think it is fair to the other farmers to have 
a situation where prices have increased for other agricultural products 
by 15 percent over January 1950, when the price of meat has increased 
52 percent in the same period? Is that fair to either the consumers, 
or to the other farmers ? 

Mr. LaRor. May I answer your question by calling your attention 
to page 3 of my statement ? | 

Senator Moopy. Yes; please go ahead. Perhaps I was a little bit 
premature. 

Mr. LaRor. I do not mind interruption. I will answer your ques- 
tions as best asI can. There will be a lot I cannot answer. — 

Your last question is partly answered on page 3. Because the price 
has not kept pace with the general economy, I believe the public is 
under the impression, honestly, that meat prices have spiraled out 
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of all relation to the economy. As a matter of fact, the increase in 
the price of meat is far less than the increase in the factory wages, 
117 percent against 175 percent. Secretary Brannan is responsible for 
those figures, and not we. 

Senator Benton. Which part is that, for those percentages? 

Mr. LaRor. Those shown in the table on page 3 of the statement. 
In 1939, retail price of round steak in 51 cities was 46 cents. The 
1951 figure, from Secretary Brannan’s calculation of the other day, 
shows the increase has been 117 percent... 

Now, wages in the same period have gone up 175 percent. 

We do not like these high meat prices. They discourage our busi- 
ness. We would like to see them lower, but I want to dissipate the 
idea that they are out of line with the economy of the Nation. 

Senator Moopy. Do you think the economy was sound in 1929 just 
before the crash ? 

Mr. LaRor. Of course it was very prosperous just before the crash. 

Senator Moopy. But it was not very sound. 

Mr. LaRor. If it had been entirely sound, there would not have been 
the crash. 

Senator Moopy. And asa result, we went through the worst depres- 
sion in our history. 

Mr. LaRog. That is right. 

On page 2, I show how many pounds of meat can be bought with an 
hour of labor, and I call attention to the fact that generally speaking 
it is possible for labor to buy as much meat with an hour’s wages as 
ever before. 

Another criterion laid down by Congress—No. 3 on page 2 was that 
it is practicable and feasible to impose price ceilings. It is neither 
practicable nor feasible to impose price ceilings on meat and live ani- 
mals. Experience has proved that, and I will show it is proving it 
again today. 

Another criterion is that the prices shall be generally fair and 
equitable. 

I do not know why it is that when we have price control we cannot 
get fair prices on meat. We just cannot get them. 

What can be more unfair than to establish prices on meat without 
prices on live animals? . That is what the OPS has done, and they 
have caused one of the worst price squeezes in history. 

Now if you will turn, please, to page 4, “The unfairness of OPS,” 
which is a title that I hesitated to put down, because I do not want to 
be unfair myself, but OPS has caused a very serious beef price squeeze 
by freezing the price of beef while letting the price of beef animals 
rise without limit. A similar squeeze is beginning to grow on pork, 
and will grow more critical in the future weeks. To our knowledge 
the pork and hog ceilings have been ready for issuance for more than 
a month, but they have not been issued although we continue to suffer 
under an unfair and one-sided price freeze. 

Would you not think they would give temporary relief of some 
kind? They will not give temporary relief, or permanent relief, and 
are therefore unfair. 

The sausage price situation is dangerously bad, with losses to inde- 
pendent packers running as high as 5 cents per pound. One of our 
strongest and finest members phoned on May 10 that he is worried 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1089 


about the serious threat to the solvency of his excellent business. Yet 
OPS will not act, and Congress has closed the door to relief by in- 
junction. ; ; 

As regimentation increases, unfairness increases. 

May I explain this paragraph in a little bit of detail, because I 
think it must impress you. 

I have spoken about the difficulty of grading beef. Federal graders, 
under this new set-up, are mandatory. If you are a country slaugh- 
terer of beef, you probably never had a Federal grader near your plant. 
You have done your own grading. But today you must have that 
Federal grader come in. ' 

The CHamMan. Have you got enough Federal graders to do it? 

Mr. LaRor. No. 

The Cuatrman. The reason I asked that was because in the last war 
we had appropriations amendments we had put in on the floor, I be- 
lieve, because we didn’t have enough money to provide them; that is 
just my memory. Am [I right about that? 

You know something about meat. I don’t know much about it, 
frankly, but I went through this all in the last war on this committee. 

Mr. LaRoe. I would like to give you the experience of a Texas 
member last week, because it is bound to impress you: 

This man has never had a Federal grader. He called up the Depart- 
ment of Agriculture to get a Federal grader, and none was available 
anywhere near his plant. The regulations provide—now get this, 
please—that if you can’t get a Federal grader, you may grade your 
own beef, provided you do not grade it better than Commercial. 

Now, take your Prime, your Choice, your Good, your Commercial, 
and your canners and cutters, and bulls down at the bottom, this man, 
it so happens, specialized in slaughtering good feed beef, good quality 
beef. This regulation says if you don’t have a Federal grader you 
may grade yourself, but you must stamp it Commercial. He is re- 
quired to tell a lie. 

The CuairmMan. Well, now, will you explain that to me? I don’t 
quite understand. 

Mr. LaRor. I want to make that clear. You picture a country 
slaughterer who has his beef fed, specializes in good beef cattle. He 
slaughters in a given period 300 Choice cattle, 200 Good cattle, and 
100 Commercial cattle. The regulations provide that if he can’t get a 
Federal grader and must grade the beef himself, he must grade it 
Commercial or lower. He had to take his Good and Prime beef, 200 
or 300 animals, stamp them as Commercial, sell them at the Com- 
mercial price, lose money heavily on them, tell a falsehood as to their 
quality, calling them Commercial when they were Prime or Good, be- 
cause the OPS regulations provide that if you do your own grading 
because you can’t get a Federal grader—and as you have indicated, 
they are scarce—— 

The Cuarrman, I don’t know, I am asking you. 

Mr. LaRor. I am telling you. 

The CHairman. I can remember in 1943 and 1944, I think, and you 
may correct me if I am wrong because you were here then; they 
didn’t have enough graders, and they didn’t have enough money to 
pay the graders that they had, so all I know about it is on the Senate 
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floor we had to add additional graders, and if I am not mistaken I 
think Senator Brooks introduced the amendment on the floor. 

Is that correct; that you didn’t have enough in 1943 and 1944? 

Mr. LaRor. In fairness to OPS, I should say when this shocking 
condition was called to their attention, they postponed the effective 
date of this terrible thing until next Monday, but it goes into effect 
next Monday, unless they “change it again. 

Now, what is fair about telling a man who produces Prime beef and 
Good beef that he must sell it and stamp. it as “Commercial,” which 
is required by the regulation ? 

The Cuamman. How mich less would he get for Commercial beef 
than the Prime beef? 

Mr. LaRor. Very much less. He will lose 15 or 20 percent on his 
operation. 

The Cuatrman. Then what incentive would there be to make Prime 
beef if he is going to get Commercial prices ? 

Mr. LaRor. None whatever; he will have to go out of business, or 
else stop making that kind of beef, and go to making Commercial 
beef, if he can’t get a Federal grader. 

The Cuarrman. You mentioned graders, and I am curious because 
I hadn’t thought about it since 1944 or 1945, whenever it was. 

Are Federal graders generally short ? 

Mr. LaRor. Yes; under this new 1 regulation it becomes necessary to 
put these Federal graders in many, many plants where they have 
never been before.: 

The CuarrMan. But I mean are there enough of them to go around? 

Mr. LaRor. No. 

The Cuarrman. Is there going to be a great shortage ? 

Mr. LaRor. I don’t know how great the shortage will be. 

The CHarrMan. I can understand one or two cases, but I was curious 
to know. 

Mr. LaRor. In fairness to the Department:of Agriculture—— 

The Cuarrman. Can you find that out? 

Mr. LaRor. They are making a fever ish attempt to find graders now, 
and are raising the salary from $3 an hour to $3.60 an hour in order 
to get the graders, and we hope they will get enough, but it takes time 
to fill all these gaps. 

The CuatrmMan. You say you think they will get enough ? 

Mr. LaRor. I think they will, if we give them time. 

The Cuarrman. How long will it take ? 

Mr. LaRor. I don’t know. They will have to answer that one. 

May I give you one other illustration of the unfairness of OPS? 
. am a slaughterer, we will say, in eastern Pennsylvania. I have al- 

rays had my peddler truck routes. In other words, in addition to 
dumuitidlnie and selling at wholesale, I had my peddler routes, which 
are primar ily for the benefit of the little stores in the outlying sections. 

The CuarrMan. Let me ask you this question, Mr. LaRoe: 

You haven’t been getting the graders in some places, and a man who 
has prime beef and has got to slaughter, as you suggest, this man 
slaughtered 300 head of attle, and all that has to be sold on a Com- 
mercial base and he loses 20 percent. 

Is there any solution that the OPS can arrive at to permit him to 
grade it as Prime beef? 
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Mr. LaRoe. Yes; there is a very obvious solution to that, and that is 
you grade your beef honestly according to what it is until we can get 
a Federal grader there. That is the answer to it. 

The Cuarrman. Have you people put it up to OPS? 

Mr. LaRor. Yes; but their answer to us is that they have to assume 
that the man is dishonest and will grade his beef higher. I don’t be- 
lieve in assuming people to be dishonest. 

The CuarrMan. I just wondered what the answer was. 

Mr. LaRoe. The reason for making him stamp it “Commercial” 
they fear some Commercial grade will be sti umped “Prime’ ‘diahoaeatly. 
and I suppose there would be cases of that kind, but is that any worse 
than telling a man to lie and call his Prime beef Commercial when it 
isn’t ? 

That is dishonest, too. 

The Carman. Goahead, sir. I was just curious to know. 

Mr. LaRog. Take a man in eastern Pennsylvania, who has peddler 
truck routes which serve the small stores. That is quite customary. 
You have a big slaughtering operation, you can serve your chain 
stores easily enough Tight nearby, but you nena peddler routes to 
go out and serve ‘the outlying stores. They have practically pro- 
hibited that. 

The CHarrman. Has that got to do with this frozen meat that 
is sold in West Virginia, Senator Kilgore was telling me about 
yesterday ? 

Mr. LaRor. It isn’t directly related to that, although that is involved 
in it. 

The Cuatrman. Is that a bad situation in Pennsylvania, too, or do 
you know? 

Mr. LaRoe. Iam not well enough informed to know, but why should 
I, as a slaughterer of meat in eastern P ennsylvania, be told that I can’t 
operate my peddler trucks any more, and send them out to these small 
stores in the country? 

I have a letter from one of our very best members, complaining 
that his peddler-route business is going to be killed by these regula- 
tions. Why does price control on meat have to have an unfair and 
restrictive effect every time? Why does it have t 
normal operations? 

OPS is very unfair about all those things. 

Then another thing that they are unfair about. You were very 

careful when you passed this Defense Production Act to say that 
they should consult with committees of the industry in promulgating 
these regulations. They rolled back the prices of hides and tallow 
without any consultation with independent meat packers, in viole- 
tion of section 404 of the act, and that roll-back of hides and tallow 
prices at a time when we are squeezed on beef, and about to be squeezed 
on sausage, is ruinous, and it is unfair. 

The Cuarrman. Now, Mr. LaRoe, would you explain for my bene- 
fit a little brt more about the peddler situation, because I am not 
familiar with that. 

In my State, of course, a lot of fellows kill their beef and sell it 
around the neighborhood to other farmers, or to tenants, but I don’t 
know that they have a peddler system. I just don’t exactly understand. 
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Mr. LaRog. Most of these packers in addition to selling meat at 
their door, meat packers, in addition to selling meat at the packing 
plant and to the chain stores, will operate their little truck routes 
to go out and reach the outlying areas, like Bethesda, Md., Rock- 
ville, Md., send trucks out to serve those areas, and they charge a little 
more because the man wants only 40 or 50 pounds; the gone is a 
little bit higher, and now comes along OPS and says, “You can’t 
do that any more. We will give you your plant price, plus a delivery 
charge, but we will let independent peddlers take that work and give 
them a higher price, but we won’t give it to you.” 

The CHatrMan. What isthe independent man? Just for the record. 
What is an independent peddler ? 

Mr. LaRor. I mean independent peddler having no relationship to 
the plant. 

The Cramman. He can get more than the plant man ? 

Mr. LaRoer. That is right. 

The CHatrman. And would that be a farmer who killed his own 
beef and wanted to sell it? 

Mr. LaRor. No; that would be an independent dealer operating a 
trucking service of his own. In other words, through all the years 
we have been permited to do that in competition with these independ- 
ent peddlers, but now we can’t do it, in spite of the following provision 
in the act. 

The Cuarrman. Was that in the last regulation in 1942? 

Mr. LaRor. No. 

The Cuarrman. This is something new; you didn’t have it? 

Mr. LaRor. This is something new. 

The powers granted in this title shall not be used or made to operate to compel 
changes in business practices. 

Now, if for 40 years we have operated our peddler routes out of 
our own plant 

The Cuarrman. You did it in the last war? 

Mr. LaRor. Yes; we did it during the last war. 

The Cuarrman. I hadn’t heard of it before. 

Mr. LaRog. This peddler system of delivery is old as the hills. 

The Cuatrman. I wish you would make it clear for the record, be- 
cause there will be a lot of Senators reading the record—I wouldn’t 
say they will be as ignorant as I am, I know some would understand 
it. It has never been an issue in the Congress before. It wasn’t in 
the regulation, you say, in 1942, so if you will make it clear, I would 
appreciate it. 1 don’t understand it. 

Mr. LaRor. I am making this statement based on several letters I 
have received from responsible people who have been operating these 
peddler truck routes out of their plant for many years, and now they 
can’t do it because OPS has made the prices in such a way that they 
can’t successfully do it any more. 

Senator Moopy. Do you believe, Mr. LaRoe, that if some adjust- 
ment were made in the system OPS has that you could have an effec- 
tive control of meat? 

Is your criticism of the way the job is being done, or are you against 
the job being done? 

Mr. LaRor. It runs to both. I don’t think that a man, however 
capable, could devise regulations that would work. I honestly believe, 
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in answer to your question, that if you took a dozen experts out of our 
industry, who know the business from stem to stern, and said “Now, 
you promulgate regulations that will make the grading fair, that will 
prevent cheating, prevent the black market, prepare a volume that 
will work,” I don’t believe it will work, even if made by experts in 
the industry. 

Senator Moopy. This is a difficult problem, but we have had some 
very distinguished witnesses in the last 2 or 3 days who have testi- 
fied that if the United States gets in the grip of a sharper inflationary 
spiral, we will be serving Mr. Stalin’s ends. 

Eric Johnston and others have testified that the survival of the 
United States as a free economy, under the free-enterprise system, 
may depend on the proper control of the inflationary spiral during 
this period. 

Of course, meat is a difficult product to control; there is no doubt 
about that. I am wondering whether you share in the apprehension 
with these other men, who are highly qualified in the economy, as to 
the danger of inflation in the United States? 

Mr. LaRor. If anything can be done to help defeat Mr. Stalin, I 
am for it. I think it is necessary to control inflation. I think, how- 
ever, that the main causes of inflation—there are several prominent 
‘auses of inflation that should be controlled before you deal with the 
symptoms. The real cause of inflation is the abundance of money; 
the abundance of Government borrowing; the supply of credit avail- 
able; the rediscount rate—all of those things have, in my judgment, 
a hundred times as much effect on inflation as meat prices. 

Senator Moopy. Well, Mr. LaRoe, on that point, did you know as 
a matter of actual fact the Government has been $2 or $3 billion in 
the black over the last 5 years rather than in the red ? 

Mr. LaRor. I have so heard; yes. 

Senator Moopy. It is perfectly true, as you say, that there are other 
factors to controlling inflation besides meat control, and besides con- 
trols in general. But in a period when you have an enlarged dis- 
parity between the goods on the market and the income created in 
manufacturing or producing those goods, when there is an inflation- 
ary gap, don’t you feel that if inflation is a danger, extraordinary 
measures have to be taken by the Government in the emergency ? 

Mr. LaRor. I certainly do. 

Senator Moopy. Would you subscribe to this: That the average 
housewife who goes to the store and pays over a dollar a pound for 
ground round is likely to come home and tell her husband. Is she 
not going to feel that he ought to seek a wage increase ? 

That is one reason I asked you whether you thought wages ought 
to be controlled. 

Mr. LaRor. If her husband is honest he will say that that round 
steak at $1 is 117 percent of 1929, and my wage of $1.56 is 175 percent. 

May L ask this question, not personal 

Senator Moopy. Wouldn’t it be more sound for him to take some 
other base than 1929? In 1929 was the country not in such imbalance 
that it fell off a cliff into a depression ? 

Wouldn’t it be equally honest for the gentleman to take another 
basis for his calculation 


Mr. LaRor. I don’t care what base year you use, you will get the 
same result. 
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Senator Moopy. Let’s take January 1950. That is a base we had 
reached in a period of rising prosperity for both farmers and wages. 
Since January 1950, meat has gone up 52 percent, and wages 10 per- 
cent. 

Mr. LaRoe. Still with that increase, they haven’t reached parity 
with the wage increase. In other words, if you take a temporary 
period of a year, you can reach that conclusion, yes; but in order to 
be fair, I should think you ought to take a period of years. 

Senator Moopy. I don’t agree that you have.to take 1929——— 

Mr. LaRor. No; but take 1930, 1925, take 1940, take 1945. 

Senator Benron. As you look ahead, if our wage earners are going 
to be increasingly unable to buy other goods because manufacturers 
have converted their factories to war industr y, they can’t continue to 
buy automobiles, as their production is being cut back, too. Doesn’t 
the background history show that this will accelerate and step up the 
demand for meat ? 

Mr. LaRor. I think that one of the real troubles, answering your 
question, is the inadequate supply of meat. 

If you will look at page 5 

Senator Benton. I am just wondering how we can possibly keep 
up with it, because Mr. Brannan testified yesterday that the highest 
consumption of meat was in 1946, was it 

Mr. LaRor. Yes; at 155 pounds in 1946. 

Senator Benton. And he pointed out that that was true, because in 
1946 there was this great scarcity of other goods. 

Now, we can definitely look forward to increasing scarcities of other 
goods. 

Mr. LaRoe. That is right. ; 

Senator Benton. According to that record, we can therefore, with 
reasonable certainty, look forward to a greatly increasing demand 
for meat ? 

Mr. LaRog. Yes. 

Senator Benton. Well, do you think we should now, in our effort 
to gear ourselves up to war economy, make some effort to meet this 

rapidly increasing demand for meat ? 

Mr. LaRor. I think that every 

Senator Benton. That would be the conclusion implicit in your 
testimony. 

Mr. LaRor. That is correct; and that is precisely what I say on 
page 5, if you don’t mind looking at it. 

There is no sound reason why the per capita consumption of meat 
should be only 148 pounds, when it has been as high as 155 I under- 
stand Australia is 200. We have had as high as 10.4 billion pounds 
of meat slaughtered in 1947 as compared with 9.5 billion last year. 
We had as high as 13.6 billion pounds of pork slaughtered with 10.8 
in 1950. Our Government should lay its emphasis on getting larger 
production and not on roll-backs and other restrictive measures which 

curtail production. . 

Senator Benton. May I suggest again 

Mr. LaRor. Almost contemporaneously with beef price control the 
newspapers reported beef shortages in many cities. The Washington 
Post had a leading article on May 10, 1951, entitled: “Beef Supply 
Off 25 Percent to 75 Percent Here as Ceilings Take Effect.’ 
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Why these shortages resulting from restrictive measures when what 
‘we need is more meat animals and more meat? How can price roll- 
backs be expected to encourage production / 

What this country needs is more meat produced and consumed. Our 
success, our margin of profit is so small independent packers on hogs 
don’t make over a cent. They tell me that is an outside figure. T hey 
don’t make over a cent per pound of live animal for their whole 
processing operation. On beef it is a little more than that. Our mar- 
gin for slaughter is so small that it can’t profoundly affect the final 

result. 

Senator Benton. Could we stick to this subject for just a moment? 
It is the only major question I want to clear up. 

If Secretary Brannan is right that the 155 pounds was the result 
of shortages throughout the economy, and if you were ripe on the 
goal, ‘perhaps, being the 200 pounds of the Australian, I don’t see 
where you get to the end of the road of continuing to divert America’s 
productive resources to the increasing production of meat. If what 
we do is to take part of the economy : and convert it to tanks, air planes, 
and so forth, in line with our own testimony, the result would be in- 
creasingly to more and more of America’s remaining productive re- 
sources, or a major portion of them, into the production of meat. 
What we are trying to do is not to produce considerably more meat. 
What we are trying to do in this country is gear ourselves up for the 
possibility of a war for survival. 

Mr. LaRor. I quite get your point. I am fully aware of the diffi- 
culty of a very great increase in the production of meat by diverting 
goods from other parts of an already strained economy. 

Senator Benron. Where do you shut off? You have to shut off 
at 145 pounds, 155 pounds, 160 pounds, 170 pounds—there must be a 
shut-off point. The minute you reach that shut-off point, you have 
to have controls. ; 

Mr. LaRor. My point is that price control makes the shut-off point 
worse, because experience has proved conclusively that under price 
control the production of meat and animals goes down instead of up. 

If you could hold the line at 148 pounds—— 

Senator Benton. Perhaps it should be 138 or 127 pounds. Some- 
body has to decide, in line with this historical record at what point you 
shut off. The minute you make that decision you are going to have 
controls, and your contention is we should let meat expand “and shut 
off at 148 plus -X. 

In most lines of American industry, and productivity, the decision 
is being made that in order to gear ourselves for war production, we 
have to shut off at 148 pounds minus X. This seems to be the center 
of the difference between you and OPS. 

Mr. LaRor. I think it is a central point, but my main proposition 
is this, and I feel confident of my position: Experience proves that 
when you take such a step as was recently taken in imposing meat- 
price control, it has a wet-blanket effect on the whole industry all the 
way back to the farm, and therefore produces an artificial shortage 
which otherwise would not exist, and may I make it clear this w ay: 

We today don’t have an unusual shortage of beef animals. We have 
84,000,000 beef animals on the farms, and the consumers are not 
getting them. 
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Senator Benton. How could you persuade the people to eat less: 
meat? If you would launch a great campaign to persuade the people 
to eat less meat as a great objective to serve the interests of the Amer- 
ican people, and if that campaign were successful, perhaps we could 
do without price controls, but you can’t have, simultaneously, pres- 
sures to eat more and more meat, and leave meat almost isolated and 
alone as an uncontrolled commodity. 

Mr. LaRor. We would differ with you in that, Senator, because we 
believe that meat is as important to the war effort as gunpowder, and 
we think that people must have a reasonable supply of meat, and the 
148 pounds is a low figure rather than high, and if you impose control 
on the 148 pounds, it is going to become something less than that. 

Senator Benton. What is your plan; to hold production or to hold 
consumption at 148 pounds instead of 200 pounds? It seems manifest 
that there is a point beyond which it becomes not only uneconomic, 
but highly restrictive to the war effort to throw our resources into the 
production of meat. 

Mr. LaRoer. I think, Senator, you have answered your own ques- 
tion; that there are factors in the economy which make it absolutely 
impossible to greatly increase the consumption of meat. As a matter 
of fact, it is going down for that very reason. 

Senator Benton. If you don’t greatly increase the production of 
meat when its price is not controlled and more and more money is: 
avaliable for the purchase of meat, you are going to get higher and 
higher prices. 

Mr. LaRor. All I am pleading for is not having an artificial re- 
striction blocking the channels of distribution for such meat as we 
have. 

Senator Moopy. We all recognize this is a difficult industry to con- 
trol properly. But aren’t you looking at the problem, perhaps quite 
naturally, from the viewpoint of your industry, but overlooking the 
fact that there is a larger problem? That is the problem of control- 
ling this inflation, which must be controlled. As Senator Benton has 
pointed out it is scarcely sound or scarcely fair to have one com- 
modity as important as meat is running out of line with others. 

Now, it does seem to me that Mr. DiSalle established the point in 
his testimony here yesterday that meat prices have moved ahead much 
more rapidly than other prices have in the last year and a half. They 
have moved ahead rapidly since the Government gave notice that 
prices were going to be controlled. In my judgment meat is a pecu- 
liarly important item in the family budget, and in this whole com- 

lex fabric of attempting to keep inflation under control. You may 
rave heard Mr. Johnston’s testimony to the effect that our purchase 
of war equipment is going to cost us billions more for the same 
number of guns and tanks and so on, because of the rising prices, 
because of inflation in the recent period. 

Nobody likes controls. I don’t like them any better than you do. 
But I don’t see how Congress can attempt to check this thing, or the 
President can name a man to handle it, and let one commodity, how- 
ever difficult it may be to control, run away and disrupt the whole 
balance that is so difficult to achieve at best. 

Mr. LaRor. Have you given consideration, Senator, if it is a fair 
question, to a thought that was given to us recently, of an overriding 
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ceiling on beef? Our industry has never taken a stand for that, but 
if you had an overriding ceiling on beef, it would overcome the diffi- 
adiy. perhaps, that was stated by the Iowa cattle raisers yesterday, 
which impressed us very much, namely, that this price control is 
discouraging the feeding of animals. 

I can’t lay too much emphasis on the feeding of animals, because 
if you take a 600-pound steer and feed him up to 900 pounds, you 
have increased your beef supply by 50 percent. 

Senator Moopy. That is the nub of the problem from your indus- 
try’s standpoint. 

Mr. LaRor. These Iowa people yesterday, who are very sincere, 
and I know made a deep impression on the House Agriculture Com- 
mittee, said that price control as it is shaping up now will cause the 
feeders to have an actual loss, and they gave cost figures, and proved 
that feeding can’t be done. 

Now, I am not arguing against the control of inflation. 

The CHarrman. Will you go on and explain the over-all thing 
you are talking about? I would like to know what that means. 

Senator Scuorrrent. Mr. Chairman, might I ask this gentleman 
a question at this point in relation to what Senator Moody said a 
while ago? 

I understood you know quite a bit about the Chicago market, don’t 

ou? 
- Mr. LaRor. Not too much. Iam only a lawyer. I have to absorb 
what meat knowledge I get. 

Senator ScnHorrret. You know Chicago is probably tlie top cattle 
market of the country. We can start with that premise. 

Mr. LaRor. That is right. 

Senator Scnorpret. I think if you check the records, you will find 
that in 1948 the top for cattle in Chicago for that year averaged about 
$35. I think you will find I am substantially correct on that. 

Senator Benton. What year? 

Senator ScHorrre.. 1948. The top price in Chicago during 
April—that is just the month before we are sitting right in this room 
in the city of Washington today—was approximately $40. 

Now, let’s go back to this wage situation. I think the country and 
a lot of these gentlemen are losing sight of that relationship. 

In 1948, according to the labor statistics, the average wage per hour 
was $1.35. The average in April 1951, or in May, was $1.56 per hour. 

Mr. LaRoer. It is now $1.57. 

Senator Scnorrren. I wanted to be on the conservative side; I will 
give them a cent one way or the’other. 

Now, if you will look at the price of top choice meat in Chicago for 
1948, the average for that year, and your figure for May or April 1951 
in Chicago, you will see that the relationship of the meat, the price of 
cattle, let’s say, in Chicago at $35 back in 1948, and in May or April 
of this year is almost in direct proportion and relationship. 

Now, that certainly isn’t accidental, so that shows there is a degree 
of relationship here that has kept pace one with the other. 

I want to say that, because I think it dispels completely the picture 
sought to be presented ; that this is one-sided ; that the purchase power 
isn’t here; that we haven’t kept pace with that purchasing power; that 
is the point I want to make, and I want somebody to start refuting 
that to me. 
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Mr. LaRoe. Well, the plain truth is that the price of meat is not 
abnormally high. Now, I should think, answering Senator Moody 
about the inflationary aspect, I should think that abnormal increases 
in prices ought to be checked, but I don’t think you ought to take 
such an important item, which is already within the framework of 
your economy, and which hasn’t been inflated, but which is sub- 
normal compared to the rest of the economy, and drive that back 
still further. 

Senator Moopy. If I may interrupt, I think’a great many people 
in the country would be amazed to have you say that the price of meat 
is subnormal. 

Mr. LaRor. The price of meat is subnormal today, I repeat, com- 
pared with the increases in the price of labor. 

Senator Moopy. As compared to what period ? 

Mr. LaRor. Any period that you want to take from 1920 down to 
date. A recent period was just stated here—since 1948. 

Senator Moopy. There are a great many people in this country who 
live on virtually fixed incomes, too. You are speaking, I assume, of 
the cost of industrial labor? 

Mr. LaRor. The Bureau of Labor figure as to the hourly average 
industrial wage. 

Senator Benron. May I read from this table that has just been 
shown me, which bears out Senator Moody’s point very well? 

An hour of labor, according to the table, 1 hour of factory labor in 
1929, it took 1 hour of factory labor. The quantity of various meat 
items thatecould be purchased with 1 hour of factory labor, selected 
period 1929 to 1951, in 1929, 1.2; 1939, 1.8; 1947, 1.6; 1948, 1.5; and 
as Senator Schoeppel has just brought out, in March of 1951, it is 1.5, 

The ratio today is just what it was in 1948, but the ratio today 
shows you can buy less meat than in 1949—1.6; 1951, 1.6; and 1939, 
1.8; which bears out Senator Moody’s point that you prove your 
case according to the base period you pick. By picking 1929, you 
picked the best possible base period. 

Mr. LaRor. You have given the round-steak figures. 

Senator Benton. It says various items. 

Mr. LaRor. May I give the bacon figures? 

Senator Benton. This must be a weighted list of various meat 
items. 

Senator Scuorrre.. Will the Senator yield at that point? 

Senator Benton. Certainly. 

Senator ScnorrreL, Is the Senator aware that in 1939 the agri- 
cultural products were only 85 percent of parity ? 

Senator Benton. Yes; I accept that; 1939, I think, was a bad year. 

Senator Moopy. Does the Senator from Kansas feel that parity is 
the fair standard for balance between wages, industrial prices, and 
the prices of agricultural products in the United States ? 

Senator Scnoerren. I don’t know too much about labor. I know 
what the statistics show, but I do know that 6 million farms in the 
United States under parity are finally coming into their own, and 
that is the reason I am for it. 

Senator Moopy. That is fine, I am for that, too, but I would like 
to point this out to you: 

I have always thought that the parity price was a price which 
should be sustained, should be supported. The agricultural economy, 
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as you and I were speaking of it yesterday at the Capitol, is a very 
essential part of the economy in American life. The agricultural 
depression of the 1920’s helped bring on the big depression. 

I would like to point out that most agricultural products now are 
selling at parity, or below parity, but meat is selling at 52 percent 
above parity. 

Senator Scuorrren. Let’s get this straight for the record, though: 
We are walkin on a floor here that supports us, that is what parity is 
Parity is the floor. 

Senator Moony. But there are a great many agricultural products 
selling below parity now. They ought to be up to parity. But it 
seems to me to be a dislocation when you have the consumer paying 
$1.10 a pound for ground round steak, and meat selling at 52 percent 
above parity, and a great many other farm products selling below 
parity. 

The Cuamrman. What I would like to find out is what these packers, 
and farmers from Iowa, thought would be the proper way to put a 
ceiling on meat, if you had to put a ceiling on meat. 

I understood you to say the feeder came in and told the difficulty 
of the feeders, and so on. I would like to understand what they 
recommended to the House committee, so that I may learn the full 
details. 

If something had to be done, what do they suggest ? 

I would like to find out something constructive. 

Mr. LaRor. You misunderstood me, Mr. Chairman, if you thought 
I said that the Iowa people suggested an overriding ceiling. They 
were here to fight price controls on meat and meat products, because 
it would kill their feeding industry, and the only point I was making 
there was they produced their cost figures, and showed that under 
this set-up of OPS they will actually lose money. 

The feeders just can't live. 

The Cuarrman. Didn’t you say there was some other type of ceiling 
could be put on 

Mr. LaRor. I said the suggestion had been made in some quarters, 
and our industry is not committed to it 

The Cuarrman. I didn’t suggest you be committed to it, but I 
would like to know what the suggestion is. 

Mr. LARor. That there might be : an overriding ceiling. 

The CHatrMan. How would that work? 

Mr. LaRor. It would simply be this: You wouldn't pay more than 
40 cents for any kind of beef, Chicago base, or 38 cents. whatever the 
figure was, and price control would be greatly simplified, because you 
eliminate the terrible grading aspect if you do that. The weakness 
in that proposal is that it might have a tendency to cause the lower 
grades of beef to come up nearer to the ceiling, but it would avoid the 
terrible complexities you have in the orading | proposition. 

Grading is messy, dishonest, unworkable. 

The Cuatrman. In other words, a pound of beef, no matter whether 
it was prime, commercial, or what it was, would all have a ceiling? 

Mr. LaRor. You couldn’t pay more than the overriding ceiling, 
whatever that was. 

Senator Bricker. There are two or three aspects of this that I am 
interested in. First, nobody wants to see a return to the black market 
with all the loss that is attendant to it, in our productive system. The 
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losses became very dangerous during the latter years of the war, the 
byproduct losses that came from the institution of black markets, and 
I don't know whether adequate provision has been taken or can be 
taken for the enforcement of these regulations to prevent the spread 
of the black-market practice, but I am interested in another section 
to which you referred a moment ago. That is on page 10 of the law, 
paragraph (f) of subsection (3) of section 402, that says that the 
powers granted in this title shall not be used to make or made to 
operate to compel changes in the business practicés, cost practices, or 
methods or other aids to distribution established in any industry 
except where such action is affirmatively found by the President to 
be necessary to prevent circumvention, or evasion of any order or 
requirement under this title. 

I think you mentioned a moment ago that certain business practices 
that had been developed over the years in your industry are Fatucbed 
by this regulation. Will you be a little more specific about that, and 
give us, if you can, any method by which you could protect the estab- 
lished business practices that have been determined to be practical 
throughout the years ? 

Mr. LaRor. I am not sure that you can operate price control in 
such a manner as to accomplish what the law says shall be accom- 
plished. It is not changing business methods in violation of that 
clear paragraph of the statute if you had a great feeding industry for 
yours—and I can’t overstress the importance of beef feeding, and 
beef feeders, they are just as important as the man who raises the 
animal from the start—to add 300 pounds to one animal, from 600 to 
900 pounds, is increasing your beef supply by more than 50 percent. 

Now, if your Iowa friends are right, and if this law is being admin- 
istered in a way to practically wipe that feeding industry out—they 
say they will sustain such heavy losses they can’t feed any more— 
isn’t that wiping out or changing a long-established business practice ? 

Senator Bricker. Will that just result to those who have bought at 
the high prices and will have to sell under the reduced prices? 

Mr. LaRor. I wish I had here with me that expert feeder who testi- 
fied so clearly yesterday before the House committee. He produced 
his figures, and he showed heavy losses from the feeding of animals. 
He gave his cost of feed, his cost of hay, his cost of veterinarian serv- 
ices, he had all the figures which showed a heavy loss. 

Now, I submit that a heavy loss from price control which wipes 
out or threatens to wipe out an industry violates a statute which says 
the powers granted in this title shall not be used or made to operate 
to compel changes in business practices. 

Wiping out an industry is worse than changing a practice, and the 
law doesn’t contemplate that sort of thing. 

The CHarrmMan. Tet me ask: these feeders are farmers, so to speak? 
Are they allied with the Farm Bureau, or what is the set-up ? 

Senator Scuorrre.t. In my State you will find them members of the 
livestock association. You will find them overwhelmingly members 
of the Farm Bureau, many of them are members of the Grange and 
many of them are members of the Farmers Union. They are all allied 
with the farm organizations. 

The Cuarrman. The same in your State, Senator Thye? 

Senator Tuyr. I am not a member of this committee, but I am 
vitally interested. 
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The Cuamman. I am interested, too. I might ask if the organiza- 
tion would give the answer that Mr. LaRoe said he couldn’t give—he 
wished the feeder who testified before the House were here. What I 
am trying to do is get information from that field as to the over-all 
ceiling price. 

Senator Torr. Mr. Chairman, I am not a member of this commit- 
tee, and I just came in here this morning because I am vitally inter- 
ested, and I do not intend to project myself into the discussion, I 
think that would be entirely unfair, but inasmuch as my name was 
mentioned, I don’t want the record to show I sat here as a mummy and 
made no remarks about it. 

If you want a remark from me, I will gladly give it, but I want to 
make clear that I came in here just as the press came here this morn- 
ing; to listen in and try to gain as much information as possible from 
the discussion, 

The Cnarrman. I want to learn, but the frank question was whether 
these feeder organizations belong to the Farm Bureau or Grange, 
all of whom will come here to testify. It would seem the members of 
those organizations when they appear they should give some attention 
to the question we are trying to find out about. 

Senator Turns. If I may be permitted to make one brief comment 
for the sake of trying to clarify the question of the feeder. 

The Cuarrman. Senator Moody, did you want to ask a question? 

Senator Moopy. On the point made a minute ago, about wiping out 
the industry. I believe during the last war you had criticism of the 
OPA and I would like to read into the record the fact that in 1943 and 
1944 the production of meat was far above the average. 

As a matter of fact, I believe it was the highest in industry, so that 
at the time the industry was apparently not wiped out by controls. 

Mr. LaRor. I don’t want to exaggerate. I was talking not about 
the whole industry, but about Mr. Hill and his testimony that the 
feeders can’t live under this regulation. 

Senator Ture. Senator, may I comment briefly on what Senator 
Moody has referred to? I know that Senator Moody, like all the rest 
of us, is endeavoring to get as much light on this very perplexing ques- 
tion as possible. 

Senator Moopy. That is certainly true. 

Senator Ture. This is what I think has happened since the OPS 
put out its order: 

If you were a feeder that had purchased thin cattle last fall, Sep- 
tember and October or November—that is the normal time that a feeder 
is apt to fill up his feed lot, that is the normal time when cattle come 
off the range in the northwest, like Montana, Colorado, and so forth; 
if you had been the purchaser, and you had paid a fixed price of, we 
will say 34 cents a pound—some feeder cattle were bought for less than 
34, some were bought for more than 34 cents a pound. If you had 
been feeding throughout these months and had normally fed out 
through June and July, and put your cattle on the market in the latter 
part of July or early August, and if you found that a roll-back had 
been ordered, effective May 20, again effective in September, and 
again effective in October, you, if you were a businessman, at all, I 
know you are, and the average cattleman must be or he would have 
long since been broke—you couldn’t continue to feed those cattle, 
knowing you were going to take a roll-back periodically. 
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What happened in that period between April 28, May 3, and May 5 
was that everybody tried to get into the market with their cattle. 

Take your figures of cattle ‘marketed in the week of April 28 through 
May 5, you had 34,444 head of cattle marketed in that week in excess of 
the number of cattle marketed the week prior. 

Now, if there were 34,000 head of cattle that came to market unfin- 
ished, and if those cattle normally had stayed in the feed lots another 
60 or 90 days with a gain of 2.25 to 2.5 pounds a day, if those cattle 
had been finished out, you would have had the increased amount of 
beef offered to the consumer when that animal was finished. 

If the animal came on unfinished, you deducted every day’s pound 
of meat that those cattle would have gained from the consumer, and 
that is what has happened. 

Now, you will not have a prudent feeder buy another animal until 
this market has shaken itself down in accordance with the OPS regu- 
lation. All light, unfinished cattle offered at the yards, the stock 
yards, between now and the last roll-back, will go into the slaughter 
pens rather than to go back out into the feed lots to be finished and put 
the additional pounds on them. You will have a standstill in meat 
production insofar as the finished animal is concerned, for the next 
90 days, until the OPS order of roll-back has taken its last roll-back 
upon the market, so what we are doing here is just simply curtailing 
millions of pounds of beef that would nor mally be available if these 
animal bodies had been finished out to a prime condition, and there is 
no one that is going to suffer that loss except the consumer who goes 
eventually to the retail market to buy it. 

Whatever you and I want to say about beef prices being 152 percent 
of parity, whatever we say is not going to correct the fact of whether 
yoli are going to get beef finished i in the feed lots, because while the 
roll-back is standing here in front of them, they are not going to put 
unfinished cattle in the feed lots. 

The Cuatrman. That is why I objected to the order when it came 
out, not arguing about the price being too high, or what a wage earner 
gets, but just common sense would tell me a man is not going to keep 
on feeding cattle when he knows the price is going down, down, down, 
and down. 

Senator Tuyr. It was the most inopportune time to put the order 
into effect that could have been conceived, because the cattle had just 
been nicely warmed up, just in condition to take the biggest gain from 
here on out. 

Senator Moopy. Senator Thye, I would like to ask you a couple of 
questions. I know you are familiar with this, and I have respect for 
your opinion, as you know: 

I would like to ask whether this is not part of a very broad pro- 
gram of controlling inflation in the United States. You were not 
here earlier, and I don’t believe you were here when Mr. Eric John- 
ston testified that the survival of the United States may depend on 
whether or not we can control inflation. 

Now, I do not have the technical knowledge that you do, and I very 
readily admit it, about the meat markets. But I do point this out to 
you: that everyone has been on notice, since January, that prices were 
tobe held. I think they should be have conducted their business oper- 
ations with that in mind. 
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Why is it, if extra cattle are coming into the market, that something 
doesn’t happen to retail prices to bring them down ¢ 

Senator Taye. Mr. Moody, that is a question that I am just as much 
concerned with as you are, for this simple reason—— 

Senator Moopy. I think every consumer in the United States is con- 
cerned with it. 

Senator Toye. Absolutely. The fact of the matter is, going back to 
the over-all question, and I say this in all due respect to Mr. Johnston, 
Mr. DiSalle, and Mr. Charles Wilson, there has been too much talk 
about the fact that we are going to put on ceilings, there has been too 
much talk about scarcity, and inflations and increased prices, and that 
had a tendency to drive the consumer to market to make purchases. It 
is unfortunate that we have had so much talk and so little action. I 
would say this, Senator Moody: that this is the most inopportune time 
to put these ceilings on, because it is not the range cattle coming in 
that is being affected; it is the man that was doing his utmost to help 
the consumer to get the best quality of beef and the maximum of beef 
on every hoof of livestock, and that man found himself faced with a 
roll-back in the next 3 months that he could not take without going 
broke. So he moleaded his cattle just as fast as he could, and that is 
why you had the increase of 34,000 head into the yards of the United 
States in a period of 5 days’ time. 

Senator Bricker. There is no question in my mind but what you 
are going to lessen the supply of beef. There is no question in my 
mind but what your feeders are going to take a loss, and they are not 
going to produce prime beef, you are not going to have it fed out to 
where it is best for the market or the consumer. 

I want to ask this question of Mr. LaRoe: 

Is that a temporary thing for this year’s market, or will it have a 
permanent, continuing effect if these price controls are continued into 
the next year and the y year following? 

Senator Ture. If I were a feeder, and I am sure Senator Moody 
would agree with me, I would not put feed cattle into the lots until 
I knew that the OPS had made its last roll-back, and had stabilized the 
market to this extent by announcing that not another roll-back will be 
put into effect for the next six months. 

The CuarrmMan. Will the Senator yield? 

Senator Ture. Yes. 

The Cuarrman. That is the reason I suggested to Mr. DiSalle, and 
I didn’t want to lecture because I know I know ver y little about meat. 
That is why I suggested that probably the May-June price figure in the 
present law should be changed to a January- February figure, which 
would insure the feeder that he would not be : again caught 1 in the posi- 
tion he is caught in now. 

That is why I asked that specific question. I don’t know what an- 
swer I am going to get on it, and I don’t know whether Mr. DiSalle 
caught the “full intent of my question, to change that June date to 
January and February, so the feeder will know, as Mr. DiSalle stated, 
that that is the end of the roll-backs. 

I don’t know whether or not Mr. DiSalle will be here next March 
or April. That is the reason I was trying to protect the consumer; 
so that we will get the quantity of meat for them. It will come down 
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of its own accord, if the feeders are guaranteed it won’t be rolled back 
again. 

Senator Moopy. I would like to read into the record a statement 
made today for the Department of Agriculture before the House Com- 
mittee by Secretary Brannan, who says: 


Feeders who purchase their stock— 


and this partially bears out Senator Thye’s point, and also explains 
what I have been trying to get at here— 
Feeders who purchased their stock during the main seasonal movement last fall 


should come out all right under the OPS ceilings for June through September. 


On the other hand, feeders who bought stock at high prices from February through 
April— 


and that is after they were on notice that prices were to be con- 
trolled— 


will be lucky to break even, even under the June ceiling, and many of those who 
sell under the August ceilings will probably lose nroney. 

Senator Ture. Senator Moody, if I might comment on that, a 
man that was fortunate to get into the yards last fall when there was 
a heavy run, and was able to buy a good feeder at 27 cents, 28 or 29 
cents, he could come out, as the Secretary stated, but if he came into 
the yards and happened to buy when he paid 32 or 33, and I know of 
men last fall that had been in the feeding business for 15 or more years 
that were buying their feeders, and they were good feeders, at about 34, 
and some paid 35 cents a pound. That man can’t come out, and I defy 
any man to sharpen all the pencils he would like to sit down and t 
to figure it, and he couldn't figure a profit for that man with the roll- 
back he is now faced with. 

Senator Moopy. This comment bears on the point which the Sen- 
ator from South Carolina, the distinguished Chairman, made. If 
you shift the base, Mr. Chairman, from last June to this year, that 
creates an entirely new problem, not only in the farm economy, but 
also in the industrial economy, because if you may remember in an 
effort to sustain— 

The CrHarrman. It doesn’t shift it as much as one might think, be- 
cause the only commodities of any consequence that are above the 
May-June level, are beef and cotton. 

Those are the only two. 

Senator Moopy. You may remember that in an effort to keep the 
free enterprise system as free as possible, and as strong as possible, 
an effort was made to get people to voluntarily decrease prices last 
fall. There were a great many patriotic people who held their prices 
down during that period. There were other people who ignored that 
order and charged everything the traffic would bear. 

If we shift the base date, Mr. Chairman—— 

The CuatrMaNn. The base date is only insofar as agricultural com- 
modities are concerned, in that section of the law. The law says 
between May 24 and June 25, or parity. 

Now, there are still a lot of things below parity, and the only two 
commodities that I know of any consequence that have advanced 
above that base period are beef, which is way over parity, and cotton, 
that is over parity, over the May-June level of 1950. 

There may be some others, but I don’t know of them, and my only 
desire in suggesting that was to get this production, please understand. 





sas Pace IR 


A Re ic neat RBS IOS OE ies Gi 





ei RSE PEO OM Rice TA ng Geeta PM 


os “Drier guseateaaeest 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1105 


Senator Moopy. Yes, indeed; but my point is that people who were 
atriotic enough to hold their prices down should not have been penal- 
ized now by having the base moved over. 

The CHarrman. This wouldn’t have anything to do with corpora- 
tions; it is only the parity figure in the law. 

Would you answer Senator Bricker’s question ? 

Mr. LaRog. Senator Bricker asked a question which has not been 
answered; to say whether this wet blanket restrictive effect on the 
industry is temporary or permanent. 

It was near the.end of the last price controlled period when the 
situation got worse from the standpoint of shortage and black market 
and restrictions. 

In other words, price control came to an end near the close of 1946. 

May I read you a few figures, Senator, to show that after several 
years of OPA operation, the restrictive wet-blanket effect was worse 
than at the beginning? 

The Cuairman. What about the roll-back? If the roll-back has 
ended, will that get the feeders back? 

Mr. LaRor. Of course the roll-back has a wet-blanket effect, but 
I would like to read these figures. 

January 1946—these are monthly figures showing cattle slaughter. 
January 1946, 1,012,000. 1947, after price control was removed, 
1,403,000. March 1946, 904,000. 1947, 1,229,000. 

June 1946, 451,000—getting worse. 1947, 1,207,000. 

September 1946, after years of price control, 360,000, and one year 
later, 1,407,000. 

Senator Bricker. From that do you conclude that there will be a 
permanent curb upon the production of beef? 

Mr. LaRoer. I certainly and confidently do say that price control 
will have a continuous and never ending wet blanket effect, largely 
because of the blacket market. 

Now, I am not going to tire you gentlemen with this—— 

Senator Bricker. One further question. 

Will that be true because of the present controlled prices, or will 
it be true because of the threat of further roll-backs in the future? 

Mr. LaRor. It will be due to two factors. First because the present 
set-up structure of pricing is grotesquely unfair, and second because 
you cannot devise a system of price control on meat that is workable. 

Senator Moopy. Mr. LaRoe, I do not believe you answered the ques- 
tion as to whether you felt inflation could be controlled, but is it going 
to be possible to control inflation, and at the same time leave open, 
without control, a commodity that you said a few minutes ago is as 
important to the war effort as gunpowder ? 

Mr. LaRog. That is right. 

Senator Moopy. I am trying to find out what the country should 
do here this morning, and I do not see how you can control inflation 
and leave meat without control. 

Mr. LaRogr. You cannot solve the problem by reducing production 
through price control from 1,403,000 cattle slaughtered to 360,000 
slaughters, and that is what control does. 

Senator Moopy. I have an article here from last Sunday’s Detroit 
News, written by one of the most reputable correspondents in Wash- 
ington, Mr. J. G. Hayden. The headline, “Little Hope Given for 
Beef Curb.” This I think was syndicated by the North American 
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Newspaper Alliance, and is a very revealing article, and I would like 
to read you a couple of paragraphs from it and ask your opinion of it. 

Mr. Hayden says that it is doubtful whether Mr. DiSalle will be 
able to succeed in controlling the price of meat, and here is what he 
says: 

Even so—despite the fact that he is licensing slaughterers and attempting to 
close up the loopholes—secarcely anyone in either the producing or marketing 
end of the meat business believes that the new beef price regulations will succeed. 

Now mark this: 


The principal reasons given for this skepticism are (1) the close organization 
of cattle raisers and their proven ability to either flood the market or starve the 
market as suits their purpose, and (2) the susceptibility of beef to black-market 
operations. 


I would like to read another paragraph further in his article: 

In the fall of 1946, although beef cattle were selling locally at 62 percent 
above parity, a very large percentage of raisers refused to ship. 

Now, you notice he does not say the cattle were not in the country. 
They refused to ship it to the packers: 

With famine increasing in the butcher shops and election just ahead, the 
President was forced to lift the controls. 


Now, that is something that has troubled me a good deal since 
then, and I would like to have you discuss that situation. 

Mr. LaRor. I will be very glad to discuss it, because it deals with 
two vital points. 

First, I would repudiate, without qualification, the idea of a monop- 
olistic conspiracy amongst the cattlemen. There is no monopoly 
amongst these cattle growers all over the United States, or any monop- 
olistic conspiracy, and anybody who suggests that they are conspiring 
with each other to hold animals off the market is absolutely unfair, 
and the statement is wholly unwarranted. 

Senator Moopy. May I ask a question ? 

Mr. LaRoe. Yes, sir. 

Senator Moopy. I did not use the word “monopoly” or “conspiracy.” 

Mr. LaRor. It says 

Senator Moony. But it does hit me as rather singular that at that 
period there was, as Mr. Hayden says in this article, a large supply 
of cattle which was not marketed. 

Mr. LaRor. That is right. 

Senator Moopy. And.suddenly, as soon as the controls were lifted, 
and prices shot upward; and a great many distinguished people came 
in here, I believe including yourself, and testified that the chances 
were that prices would adjust themselves downward as soon as the 
controls were lifted, the market was flooded with meat, and we 
had plenty of meat. I would like to know why, by what device, monop- 
olistic or otherwise, that meat was held off the market until the plug 
was pulled, and then there was plenty of meat for the American 
people? 

Mr. LaRoer. I think that the real answer to your question is that 
these cattle raisers are so concerned and fearful about the restrictive 
effect and the unfair effect of price regulations and roll-backs that 
they simply say, “I am not going to send my cattle to market until 
this situation clears up.” 
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I believe they are deeply concerned about the restrictive effect of 
these controls. It is not that they are conspiring. It is that they 
are discouraged by price controls. 

Senator Moony. I did not use the word “conspiracy,” and neither 
did Mr. Hayden. 

Mr. LaRor. It is implied in what you read. 

Senator Bricker. I think that was the time when the President 
threatened to go out and requisition cattle on the ranges. 

Mr. LaRor. Yes. 

Senator Moopy. As a newspaperman, I happened to be traveling in 
the West at that time, and happened to be in the State of Wyoming. 
Three days before the controls were lifted on meat I talked with a 
large cattle raiser there and he asked me, “When in the world is the 
: President going to lift this price control. The ranges are drying up, 
we have no place to send the cattle, and if he does not hurry up and 

pull the plug we are going to have to send the meat to market.” It 

looked very much to me as if that gentleman was holding this cattle 
off the market to get a higher price. 
Senator Scuorrren. Mr. Chairman, I am on the calendar cal] in the 

Senate in about 5 minutes, but I want to leave for the record here 

one thing from a practical standpoint. I think we are overlooking 

too much that is practical in these regulations. 
Now, something was said a while ago that these people in the cattle 
industry had the warning that they should not have gone out and 
purchased any cattle. They should have stood by. That would be 
poor business. 
Let me give you a concrete illustration from my State. My State 
has what is known as the blue-stem area. It grazes out of State, from 
* Oklahoma, Texas, New Mexico, and a lot of places, around 400,000 
and sometimes 500,000 head of cattle each year. 
Now, these farmers that are the owners of grazing range in those 
areas go down into Texas, New Mexico, Arizona, and buy ¢ attle. The 
old cattlemen of my day, their word was as good as their bond. What 

did hundreds of them do? They went down into those areas, con- 

tracted for cattle, contracted for them last fall at 500 pounds, with a 

choice pick. They were moving those cattle up into the blue-stem 

area. 
Now, here are some figures. I challenge anybody to refute them. 
For a 500-pound critter, under contract in Texas, or Arizona, or 

New Mexico, a lot of those fellows went down there and purchased 

them at 37 cents a pound. Now, what did that man have in them, 

before the roll-back, before this whole picture developed? He had 
to take delivery on them to keep his contract. He had $185 in each of 

those critters at 500 pounds. He had, when he ran them on pasture, a 

$20 pasture bill. Nobody will question that in my State. If he went 

to the bank and borrowed money, he paid the banker about $10 interest 
on that critter for the time he used the money. He has a death loss, 
and there are a lot of things the visionary boys do not figure, but 
from a practical standpoint we have to consider that. He will aver age 
on that critter about a $3 to $5 death loss. Then he has freight from 

Texas at about $5 a head. He has certainly got to fieure a marketing 

cost of $5, and that is a reasonable marketing cost. He has got $230 in 

that critter, and he is out there in the blue-stem area. He may have 

150, 250, or may have 500 of them. I know a lot of them that do. 
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Now, he has got a cost factor in that of $230, and along comes this 
roll-back; bang! He is hit. He is keeping his contracts. 

Now, if he moves those cattle into market how many pounds can 
he put on them in a season? Good cattlemen will tell you, the bankers 
and merchants in Kansas will tell you that an excellent gain is 200 
pounds per critter, and that is what we are after, poundage to put 
in the meat cases. If he markets those cattle, you know what those 
cattle will grade when they come off grass—we will grade commercial, 
and under this rule, and under this regulation, do you know what he 

can get a pound? If I read these régulations correctly, 26 to 27 
cents a pound. What is he going to make on that deal? He is going 
to say, “Wait a minute here. Somebody has finagled this thing. I 
am not going to go any longer.” That is the practical side of this 
thing, and the ver y thing Senator Thye, former Governor of the State 
of Minnesota, has said. It is these fellows who put the cattle in the 
feed lots anticipating a ceiling, yes, but not anticipating a roll-back 
in two or three stages. That is what has caused the gimmick in this 
thing, why the fellows are raising up in arms, and I would think they 
were poor American citizens if they did not rise up and come to the 
Congress of the United States. That is why I say, do not overlook the 
practical side of this thing, how the industry operates. You are not 
going to get the beef on the critter’s hoofs, you are not going to get the 
finished product unless clarification is made in this important picture. 

The CuatrmMan. That has been my argument, it is not a question 
of price or freeze. It is a question of roll-back. 

Senator Roserrson. Mr. LaRoe, will you briefly summarize the 
roll-back provision and then explain how that affects the farmer? 

Mr. L ex Well, I am less qualified to talk about the roll-back on 
the animals than I am about the meat. The effect of course of the 
price roll-back on the animals, they rolled them back way beyond 
January, and the effect of it is to cause these heavy losses on men 
who had already purchased their animals. If you pay 37 cents for 
your steer in Texas, in order to feed him, and the price is rolled back 
to 31 cents, or to 30 cents, you are just out that much money, that is 
all. That is the wet-blanket effect, but what I was going to mention, 
Mr. Chairman, in closing, if I may, I have only one more point to 
make. I have been here too long, I'am afraid I have worn you out. 

One point about the black market that is new. You have heard so 
much about black market, I will not talk about that; but do you all 
understand that under this new set-up the prices that are paid for 
animals apply only to us, and not to any other purchaser.: It is so 
unfair. If price control is fair it ought to apply to anybody. Mr. 
DiSalle has drawn these regulations, and he did so deliberately to 
apply only to my clients, and other slaughterers of beef, and anybody 

else representing the black market or anybody else can go to the farm 
gate and pay what he pleases for these animals, can pay 10 cents 
more, 15 cents more than we are permitted to pay without violating 
the law. That is what I call an engraved invitation to the black 
market. It will make es black market worse than it ever was. 

The other day one of my eastern members found in his town the 
stockyards where somebody was paying more for beef cattle than he 
could afford to pay. He found his cattle being bought right out from 
under his nose. 
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He went down to the stockyards to find out who it was that was 
buying these animals at prices above the lawful prices. He went to 
the stockyards’ office and was practically put out of the office. He 
had no right to the information. They would not tell him, and I 
am informed that there is a Department of Agriculture regulation 
to the effect that they shall not tell who is buying the animals, or 
what price is being paid. I am not sure of my ground on that point, 
but he was practically put out of that office. 

Now, we report that to OPS, things like that, and what do they 
say to us? They say, “You give us the names of who bought the 
rattle, and what they paid, and we will do something about the black 
market.” 

Senator Bricker. Do you know who was buying them? 

Mr. LaRor. No; we do not know. If you will look at the bottom 
of page 7, you have got the answer from OPA’s Chief of Enforcement 
Division, saying to the Senate Committee on Agriculture : 

We have requested the assistance of the FBI at various points. In fact, 
directly in connection with the black market in meat. They refused to take any 
cases because they already had more work than they could do with their present 
available manpower. We would be glad to have the FBI work with us. But 
they do not have the staff to do it. Neither do we— 
and the whole United States Army could not do it. 

Senator Rozertson. What is your recommendation ? 

Mr. LaRor. That there be no price control made on meat, that meat 
be made an exception, because it is unworkable. 

Senator Rosertrson. When you say “meat,” do you include poultry, 
turkeys, fish ? 

Mr. LaRor. I am not authorized to speak on those subjects. I am 
qualified only on meat and meat animals, and I say it is unworkable, 
it causes restrictions, it reduces the slaughter from 1,000,000 to 360,- 
000 in a few months, it drives the feeders out of business, it causes 
the black market, it is unworkable. 

Senator Roserrson. Let me ask you this question. 

There is a processing farm in Richmond which has been in busi- 
ness for 90 years. It sells primarily to the State purchasing agent, 
who buys for the State schools, hospitals, and State penal institu- 
tions. 

In the past it has gotten most of its carcasses from five of the na- 
tional packers. It is not a big firm. It sells from 35,000 to 50,000 
pounds a month. 

In recent weeks the big packers have practically cut them off, and 
they asked the OPS Administrator for permission to go out and buy 
enough cattle on the hoof to be slaughtered in inspected slaughter- 
houses in Richmond to meet the contracts they already have entered 
into to furnish meat to the State, and they were told if they wait long 
enough the packers would eventually increase the supplies to them. 

Do you know whether or not there are many independent processors, 
packers, who have been buying carcasses from the large packers that 
cannot get them now? 

Mr. LaRor. Yes; there was one in my office at 9 o'clock this morn- 
ing. All over the United States there are these independent packers 
whose channels of distribution have dried up. Any number of such 
instances have come to my attention recently. Men who have been 
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getting supplies from the big packers, formerly, now find the chan- 
nels dr ied up, they cannot get them any more, and this Monday down 
in Virginia, your own State went to OPS and said, “Won't you let 
me have an increased quota?” and thus far he has not gotten it. 
What the man is going to do when price control dries up his channels 
of supply, I do not know. 

Senator Ropertson. What can the independent processor do to 
get the big packers to continue to furnish him? Is there anything 
he can do? ba 

Mr. LaRoer. There is nothing in the present regulation that makes 
it mandatory for the pac ‘kers to continue to keep open their same 
channels of distribution as heretofore. I have been told by a rep- 
resentative of OPS that consideration is being given to making it 
mandatory that the channels of supply shall be kept open on the 1950 
basis, but nothing has been done about it. 

Senator Ropertson. What is this cut? How much is that going 
to be? 

Mr. LaRog. I do not have that figure. Do you mean in price? 

Senator Roperrson. Yes; I understand that all the roll-back has 
not become effective. 

Mr. LaRor. No, no; very little of it has become effective. It is 
progressive between now and October, and the maximum effect of 
it will take place several months hence. 

Senator Ropertson. If the farmer is facing a further cutback in 
what the packer is permitted to pay him, will he continue to feed out 
his steers until October, or will he be likely to put them te the market 
in an unfinished state between now and October 

Mr. LaRor. I do not see much encouragement to him to feed them. 

Senator Moopy. You know this is a somewhat reminiscent period 
of the time when there was a starvation of meat 5 years ago. 

Mr. LaRor. That is right. 

Senator Moopy. I am wondering why the channels should dry up 
before the roll-back ? 

Mr. LaRor. I believe—I grant you it is a little hard to figure out 
why, but I honestly believe that the mere announcement of price 
control or Government regulation discourages farmers, and dis- 
courages our people. I know that people are “not as willing to make 
new contracts, not as confident about going ahead and blazing new 
trails when they know the wet bl: anket of Government regulation 
is about to be imposed on them, because they do not know how the 
wet blanket is going to work, they only know it never has worked 
for them. 

Senator Moony. Nobody wants controls. I am sure that the manu- 
facturers of Detroit who are being cut back because of the shortage 
of materials are not anxious for controls. I am sure that during the 
war, when Detroit manufacturers, and manufacturers elsewhere, and 
labor everywhere cooperated in making war equipment, and were sub- 
jected to renegotiation of their profits, they did not like it. But I 
am wondering why it is that the meat industry thinks it should be ex- 
empt when other industries must be controlled in the national emer- 


gency, why it is that you have a psychological deterrent, in your case, 


- as soon as controls are lifted there is all the meat you need. 
I do not think you would like the record to stand, to the effect that 
there is a psychological deterrent, and that your people just will not 
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produce unless they can do it the way they want to without controls 
when other people in the country are producing and doing their part 
for the emergency. No one else likes controls, either, but they are 
necessary for the emergency. 

Mr. LaRor. Senator Moody, I have a profound respect for your 
viewpoint, and I think that you and I are not apart on the basic 
need for controlling this inflation. It must be controlled. 

Now, I lose my case in this court here if the meat industry is as 
easy to control as other industries are. Experience has proven that 
you cannot grade animals successfully, you cannot impose prices suc- 
cessfully, you cannot control the black market successfully. I do 
not think that any other industry can make the point that those con- 
ditions are the same for it. In other words, I am making a distine- 
tive case here for the meat-packing industry, and I am not doing it 
selfishly, I am doing it because I] honestly ‘believe the black market 
and other factors in meat are far more serious than in other commo- 
dities. 

Senator Moopy. If your job was to control this inflation—and 
seems to me quite clear that it must be controlled—how could you 
possibly enforce the law equitably and exempt one great segment of 
the economy here? How can the Government do it 

Senator Benton has a question he wishes to ask. 

Senator Benron. On whether price control is unworkable or not, 
I assume your reference just now to grading being impossible reminds 
me of your points on page 1. If I could just take the first three very 
briefly as examples, because it illustrates the difference between the 
viewpoint of the industry, and the viewpoint that prevails here among 
certain circumstances also of the Government, and perhaps it would 
be helpful to this record to get that more clear ly in the open. 

Now, on your statement that uniform grading is impossible. Of 
course the OPS contends that the Department of Agriculture grades 
meat on a uniform basis, has for a number of years, and it contends 
that they are going to utilize this system already set up by the Depart- 
ment of Agriculture, and that all grading of meat will be done by 
the Department of Agriculture by ‘graders under the supervision of 
the Department. These grades were in wide use, of course, long 
before OPS was created, and all meat sold to the Armed Forces of 
the United States Government is always graded this way. It is well 
known that during the OPA, whenever another industry opposed 
grade labeling, the meat industry asked Congress to continue uniform 
erading of meat, and of course leading chain stores, and many other 
quality purchasers will only accept fedet ‘ally graded meat, so you 
have this difference of opinion between your clients. 

May I interject and say that I am deeply sympathetic with the 
marketing problems of the meat industry. 

Senator Moopy. I am, too, Senator. 

Senator Benton, I think I am the only one in the room who has 
gotten up at 5 o'clock in the morning for 2 weeks running and per- 
sonally ridden on these meat trucks for 2 consecutive weeks until 7 
o'clock at night. I know the acute problems of these peddlers, and 
even the price changes in the day in line with the demand. 

Mr. LaRor. We thank you for that. 


Senator Benvon. And they are acute problems. 
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Mr. LaRor. I do not know of any other phase of our industry today 
in our relations with the Government that causes us more headaches 
than the graders. You can take one grader and bring him into the 
plant and he will grade a carcass as good. You can have another 
grader come in a few minutes later who will grade it either higher 
or lower. 

The Cuarrman. If there is any consolation, they do the same thing 
with tobacco and cotton. 

Mr. LaRor. Misery loves company. 

Senator Bricker. Mr. Chairman, I would like to stick to funda- 
mentals for just a minute here. There has been a lot of talk this morn- 
ing about inflation and the control of inflation 

Senator Benton. Could I finish this question first? I have asked 
very few questions this morning. I am sorry, but I did not give him 
a chance to answer the question, and if he could answer the question 
on the grading 

Mr. LaRor. May I answer it briefly this way, that if we have had 
se rible headaches all through the years with this grading by the Fed- 

‘al Government, and if now they are reaching out and. pulling in a 
levee number of new graders to take care of this emergency, is it not 
clear that our grading problems will be much worse than they were 
before ? 

Senator Benton. There is the evil choice here, I agree with you. 

Senator Bricker. When they get through riding the trucks I have a 
question to ask. 

Senuator Benton. I am sorry, I wanted to ask about these three 
points. 

Have you any further comment on the grading ? 

Mr. LaRor. No, except that we think that the experts themselves 
cannot agree on how to grade, that is all I have to say. 

Senator Benton. As for your point 2, uniformity of cuts, of course 
the OPS can point out that the definition for this style of cutting was 
worked out by an industry, the industry advisers to the OPA during 
the war. After all these uniform cuts were used for 3 years by the 
OPA without too much trouble and they were attainable and they 
were policed. 

Mr. LaRor. We had one of their own cutting experts come out to 
St. Louis to show us how to cut up an animal in compliance with their 
regulations and he could not do it himself. 

Senator Benton. How was it done during the war? 

Mr. LaRor. The cuts were of course made, but many of them were 
not in compliance with the regulations. How can you police it if 
John Jones out in Arkansas leaves a little too much fat on a cut, more 
than the regulations contemplate; who is going to catch him? 

Senator Brenton, I agree with you there it no perfection about it, 
and again it is an evil “choice, but it functioned for 3 years during 
the war, with some reasonable ‘effect. 

Mr. LaRor. Senator, if you were a meat packer, and for 30 years 
had made your cuts in a certain way, and then comes along a big book 
from OPS telling you to cut this rib instead of that, do it this way 
instead of that, you would have a terrible headache and you would not 
comply with the regulations, and I believe that even if it is a reflection 
on my industry, I believe that the violations were wholesale. 
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Senator Benton. I am sure there were violations. It would seem 
to me, however, that the retailers and householders, by and large, 
would now be accustomed to these uniform cuts. 

The third question is the sausage formulas. Now, the OPS reports 
that a committee of industry advisers to the OPS has requested that 
uniform prices for sausage be imposed. They say that this method 
of pricing was used during OPA and was found to be successful. 
There were few complaints filed by the industry with OPA, and it is 
contended that there was a plentiful supply of good sausage at ceiling 
prices. 

Here you have got a difference between your testimony and the OPS 
statement. 

Mr. LaRor. The difference is basic, because I cannot yield on the 
proposition first that our industry does not want any prices on sausage 
at all, and therefore it is unfair to say we have ourselves recommended 
sausage prices. 

The only reason 

Senator Benton. Who is this committee of advisers? 

Mr. LaRor. The only reason we are asking for ceiling prices today 
is because of the squeeze we are in. We say it is unfair to put a 
freeze price on our sausage, and to put no freeze price on the beef and 
pork that goes into sausage. I should not think I would have to argue 
that point. 

Senator Benton. You mean if they put a freeze price on the beef, 
then you must naturally put one on the sausage? 

Mr. LaRor. No, that is not my point. My point, Senator, is that 
it is unfair and un-American to put a freeze price on sausage, and 
then let the price of beef and pork go up until you are losing 
5 cents a pound, as we are today. 

Senator Benton. I would agree on that. Who is the committee of 
industry advisers to the OPS that requested uniform prices for 
sausage ¢ 

Mr. LaRor. Nobody ever requested that, that I know of. 

Senator Benton. Mr. Chairman, I requested this statement from 
the OPS, and with your permission I would like to ask them to 
answer that question. 

Mr. LaRor. I wish you would. I think I can answer it this way: 
The OPS called in a lot of advisers from the beef, from the pork, 
from the sausage, from others, to ask them questions as to how the 
thing could be made to work most successfully, and I assume they sat 
around the table and gave their best advice on how to do it, but believe 
me, when you have hundreds of different sausage formulas, many of 
them secret, it is very difficult to make prices, and it is unfair, and 
un-American to make price freezes on sausages and then not make any 
control on the pork or the beef. 

Senator Benton. I agree with that. 

I am sorry, Senator Bricker. 

Senator Moopy. Senator Bricker, could I ask one question on the 
point he was making? 

On your point, Mr. La Roe, that it is unfair to have a ceiling on 
your wholesale and retail, and not on the raw product, Mr. DiSalle 
testified here that the proportion of the consumer’s dollar which goes 
to the producer, to the cattle producer, has risen in the last few 
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months from 69 percent to 75 percent. I gather the gist of his testi- 
mony to be that the margins were fairly narrow, and that the roll- 


back would have to come, if at all, from the price of cattle on the 
hoof. 


Do you agree with that? 


Mr. LaRor. Well, I do not want to be unfr iendly to the producers 
of cattle, on whom we depend for our supplies of materi: * IT can 
only say, in frank answer to your question, thit my own studies have 
indicated to me that the producers of cittle are getting more of the 
consumer's dollar than they did before. I am not prepared to say 
that it is unfair that they should. 

Senator Moopy. That does coincide with what Mr. DiSalle testified. 


Che CuairmMan. That is the second call for a quorum, and we have 
got to go. 


Senator Bricker, you go ahead. 

Senator Bricker. No; I can ask the questions later of somebody 
else. 

The CHatrman. Go ahead. 

Senator Bricker. I wanted to talk of the fundamentals back of 
this. I know everybody wants to sell at the highest price and buy at 
the cheapest price that he can, and that has been the basis of the whole 
development of our economy. 

There has been a lot of talk about inflation here this morning, on 
the premise that the price of beef is inflationary. Inflation itself is 
a result of a shortage of materials and supplies and production, and 
an increase in the amount of money in credit disproportionate to the 
supply of goods available in the market places. 

Now, the OPS regulation that we are facing at the present time, 
and discussing, as I think we have sufliciently. shown at least for a 
temporary period, would amount to less production of meat. 

Mr. LaRor. Unquestionably. 

Senator Bricker. And it does not have anything to do at all with 
the amount of money, or credit that is available throughout the 
country at all, so that the effect upon what we call basic inflation in 
this country is practically negligible, and unimportant as far as the 
price of beef is concerned. 

Mr. LaRor. It has certainly been overstated. 

Senator Bricker. And if there is any inflationary effect at all of 
curbing production, and not changing the amount of money and 
supply, you add to the inflationary pressures rather than detract 
from them ¢ 

Mr. LaRor. You make it worse. 

Senator Bricker. That was my conclusion, you could not come to 
another conclusion, on the premise that you have more production 
and have not affected your credit-money supply. 

Mr. LaRor. You cannot get production by price roll-backs. Is 
that not apparent ¢ 

Senator Bricker. My question of a moment ago has not been an- 
swered satisfactorily, and that is whether this effect would be a per- 
manent one. You rely on the figures in 1946 and 1947, which may 
be pertinent, and it may result in ‘the same situation now, but I do not 
know wether they would prove that or disprove that, so far as that is 
concerned, but I am concerned about this temporary loss to the feeder, 
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after temporary loss of poundage in the market to the consumers over 
6 months or a year, whether the effect will be permanent, or whether 
you can effectively put controls on of this nature, then, that will not 
negligibly decrease the amount of beef available ? 

Mr. LaRor. I have only one comment to make on that. 

Our experience is, even if the thing looks nice on paper, we just 
eannot buy the animals in the market. Somebody else gets in there 
and buys them away from us. 

Senator Bricker. That is all. 

The Cuatrman. We want to thank you, Mr. LaRoe. 

The committee will stand in recess until 2:30, at which time we 
will have the Western States Meat Packers Association, and the 
National Lamb Feeders Association, Mr. Kruse and Mr. Peterson. 

I have a statement from Senator Hunt which, without objection, 
will be inserted in the record. 

(The matter referred to is as follows :) 


STATEMENT OF LESTER C. HUNT, A UNITED STATES SENATOR FROM. THE 
STATE OF WYOMING 


The ever-increasing demand throughout the last 10 years for beef has brought 
beef into a position of short supply and produced considerable increase in price. 
However, as the price of beef has steadily increased so has the cost of produc- 
tion steadily increased. 

To cope with this situation the Office of Price Stabilization has placed a ceiling 
on the price slaughterers, wholesalers, and retailers may pay for beef, indirectly 
establishing a ceiling price to the producer. We had a similar situation during 
World War II and the effort on the part of the Government to establish price 
ceilings on beef proved not only very ineffective but also proved to be unen- 
forceable and turned large amounts of beef into illegal channels—turned it over 
to black-market operators and illegal slaughterers with the result that both 
honest cattlemen and honest consumers were caused great hardship. The pres- 
ent regulations, patterned as they are on the old regulations, cannot be expected 
to result otherwise than in a return of the illegal slaughterer and the black- 
market operator to the under-counter dealing in beef. The experiment in World 
War II led to severe rationing and it is generally conceded that regulating of 
prices at this time will cause less beef to be produced and may again lead to 
the unsatisfactory rationing system. 

In my State we produce a great amount of beef and the OPS regulation as 
now written will cause needless hardship on the producers of perhaps our most 
vital food commodity. The cost to the cattle producer for labor, for com- 
inodities, for feed, and indeed, even for grazing, have risen and are continuing 
to rise. One constituent writes me as follows: 

“A new situation has arisen in the cattle business with this spring and it 
is this: Last summer the price of pasturing yearlings on grass was $2.50 per 
head per month. This spring it is $4.65 per head per month. Last summer 
pasture for a cow and calf was $3. This spring it is $6 to $8 per month, and is 
very hard to find. Leasing grass has risen accordingly.” 

It is my hope, Mr. Chairman, that your committee may find it advisable to 
exclude live beef from the regulations for controls under OPS. 


(Whereupon, at 12:25 p. m., a recess was taken until 2:30 p. m. of 
the same day.) 


AFTERNOON SESSION 


The Cuarrman. The committee will come to order. 
Mr. Kruse, will you come up and have a seat, sir? 


Do you wish to read your statement, or would you rather just high- 
light it ? 
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STATEMENT OF HENRY J. KRUSE, PRESIDENT OF THE SEATTLE 
PACKING CO., REPRESENTING THE WESTERN STATES MEAT 
PACKERS ASSOCIATION, INC., SAN FRANCISCO, CALIF. 


Mr. Kruse. If you don’t mind, Mr. Chairman, I would like to read 
the statement through, and then I would like to go back and refer to 
the statement and answer such questions as the committee would care 
to ask. 

The Cuarrman. All right, sir. * 

Suppose we wait until the statement is complete, and then question 
him, if that is agreeable. 

Mr. Kruse. Mr. C hairman, gentlemen of the committee, my name 
is Henry J. Kruse, president of the Seattle Packing Co., and a director 
of the Western States Meat Packers Association, Inc. 

The members of our association are independent meat packers. 
There are about 350 companies in the association. 

We appreciate this opportunity to appear before you to state our 
belief that price and wage controls are ineffectual, unworkable and 
contrary to the interest of the people, and that title IV seatelning the 
authority for price, wage, and rationing controls should be deleted 
from the Defense Production Act of 1950. 

The stated purpose of the Defense Production Act is to achieve all- 
out production of goods and to check inflation. With respect to the 
livestock and meat industry it has been demonstrated that price con- 
trols tend rather to reduce production instead of increasing it and do 
nothing toward remedying the real cause of inflation. 

The meat price situation is not so critical as it has been made to ap- 
pear. There is no shortage of meat. 1951 production will set a new 
peacetime high. 

Consumption during the 5 years before the war, 1935 through 1939, 
averaged 126 pounds | per person. According to the Department of 
Agriculture, consumption was at the rate of "145 pounds in 1950 and 
is expected to be 148 pounds in 1951. 

Livestock production in 1950 increased at a faster rate than in any 
year in our history. Farms and feed lots are loaded with cattle. Total 
United States cattle population on January 1, 1951, was 5 percent 
higher than in 1950 which is close to an all-time peak. Beef cow num- 
bers on farms and ranches were up 10 percent. The increase in beef 
prices has been the effective incentive to increase the cattle supply. 

Hog supplies are also large and increasing, making a big pork sup- 
ply available. About 40.7 million pigs were saved last autumn, 9 per- 
cent more than in the autumn of 1949. These pigs are coming to 
market now and in most cases they are heavier than last year’s pigs, 
further adding to the pork supply. 

The law of demand and supply has also resulted in a substantial in- 
crease in chickens, fish, turkeys, milk, and cheese. Eggs will be at 
least as plentiful as a year ago. These meat substitutes will ease the 
demand for meat. 

A very important factor in the present level of cattle prices is the 
fact that ranchers and farmers have for 2 years been holding back 
cows, heifers, and heifer calves for breeding purposes and have held 
steer calves and yearlings to heavier w eights. This of course results 
in shorter supplies for “immediate slaughter but in the end results 
in more production of beef. 
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Experience during World War II indicates that we may expect un- 
der controls a reversal of this expansion of the breeding cattle popu- 
lation, which can only result in less production of meat. In other 
words OPS policies which might have the immediate effect of more 
and cheaper meat could actually be the result of a determination by 
the majority of cattle raisers to liquidate breeding stock. 

When Paul Porter was Administrator of OPA he said that the pur- 
pose of price controls was to keep the law of demand and supply from 
operating. If controls reduce or hold down meat prices in the face 
of rising income, consumers demand more meat than before and a 
scarcity occurs. 

On the other hand, reduced ceilings on livestock means that farm- 
ers and feeders receive less compensation for their work and the in- 
centive to produce more animals and more meat is reduced. Fear of 
arbitrary action on the part of Government always throws a damper 
in farmers’ plans for growing and feeding livestock. The controls 
therefore encourage consumption, on the one hand, and discourage 
production, on the other. 

Our industry does not believe that full production can be achieved 
if controls stay in effect. The industry is so complex that man-made 
controls cannot do the job. OPS has an impossible task. —. 

One thing that is obvious to the meat packer, and to the consumer 
also, is that rationing and price controls cannot succeed in getting 
good distribution of meat and meat products to retail stores. In the 
absence of controls, however, that job is splendidly and automatically 
handled by industry. 

One of the great accomplishments of the meat industry is its ability 
to put fresh meat in all the butcher shops in the Nation and keep those 
shops constantly supplied. With no controls in effect you can walk 
into any butcher shop and make your purchases from a variety of 
freshly received cuts. If the industry is allowed to operate after 
June 30 unhampered by controls, there will be meat available in all 
the stores with grades and cuts for every pocketbook. 

The industry’s experience with price controls impels him to declare 
in the interest of the American people that controls must be discarded 
now as unnecessary and unworkable. If they are not discarded, there 
will be black markets, disregard for law, unsanitary practices, waste 
of meat and valuable byproducts, and maldistribution of meat to con- 
sumers. 

As soon as price controls start reducing the supply of meat, the 
functioning of the industry’s efficient distribution system begins to 
fail. The first effect is a decrease in supplies available in those areas 
most distant from the important areas of livestock production, such 
as Washington and New York. That refers to the shortage areas, not 
the areas of production. Consumers in these cities will be among the 
first to stand in line and see the empty meat cases. 

Severe meat shortages occurred during World War II. While the 
shortage was gener: al some areas were destitute for the reason that 
necessary additional costs, such as transportation, tended to prevent 
the flow from areas of production to deficit areas. Fixed prices do 
not allow for these variable costs. Conditions are ever changing. 
Some areas are in an export position at one season and import at an- 
other. Some areas import feeder cattle and export fat. Other area 
import fat cattle arid export feeders. Again, in the field of distrib 
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tion as in the field of price, the free play of economic forces make 
the necessary adjustments far more equitably for all concerned than 
could ever be done by edict. 

Price controls make meat rationing inevitable. As soon as the sup- 
ply of meat becomes critically scarce, as it will do if price control 
regulations remain in effect, the necessity for rationing will follow. 
Five years ago housewives threw away their ration books with the 
sincere hope that they would never have to. be used again. 

The certainty that ceiling prices willead to rattoning is pointed 
out in the May 12 issue of Business Week in the following example: 

Suppose a butcher can get or make just 500 pounds of hamburger a week, 
which he can sell at 69 cents a pound. He sells out by Saturday night. The 
roll-back will lower the price to 57 cents. At that price he will sell out before 
Saturday night. Those left without hamburger will insist upen rationing. 
Many OPS beef experts agree this is just what will happen. 


Full-scale production and removal of controls eliminate the need 
for rationing. 

As long as price controls are in effect the Administration will have 
to constantly ask for additional power to bolster up its failing pro- 
gram. We have seen how price controls will soon make rationing 
necessary. Scores of complicated amendments, rules, orders, decrees, 
interpfetations, and declarations will pour out from OPS. Greater 
enforcement power will be needed and finally an army of policemen 
and other OPS personnel, greatly exceeding the 60,000 employees 
of the OPA, will be demanded. 

Included in the request for extension of the act are a number of 
amendments, one of which empowers the President to apply subsidy 
payments as he deems necessary. Subsidy payments are a fraud in 
that the buyer does not know what the price of a product really is, and 
must in the end pay more in taxation than is saved by controlled 
prices. In addition they tend to obscure the real factors of demand 
and supply, leading to distortions and shortages. 

During OPA a slaughterer had to be familiar with over a hundred 
regulations. 

Price controls treat symptoms but don’t alter causes of high prices. 

Last month former Economic Stabilizer Dr. Alan Valentine stated 
that the price and wage controls as administrated now are a “futile, 
expensive, and even tra igic venture.” He said that the general freeze 
of prices was never intended to be more than a stopgap measure and 
asop to public pressure. He said further that “production is essential 
to the defeat of inflation and the short-term value of price control 
may already be more than offset by its impairment of production and 
production incentives.” He said that most Americans make a mistake 
in thinking of price controls as a primary weapon against inflation, 
but that this was natural since the Government had done little to 
educate the public to the contrary. 

Some people feel a certain sense of security in price controls. They 
erroneously believe that price controls can stop inflation. This false 
sense of security in price controls may prevent the taking of positive 
steps to correct the real causes of inflation. 

Price controls are like a narcotic that may give you a little lift 
but after it is over you will be worse than before. 

The law of demand and supply is the best price regulation. 
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Regardless of man-made controls the forces of demand and supply 
will continue in effect and all inequities will be corrected by the black 
market. Many countries throughout history have tried to control 
prices and ration supplies, but every attempt resulted in failure. We 
believe that we can outproduce our enemies, but we doubt the wisdom 
of trying to outcontrol them. 

In a free economy during a time of increasing demand and rising 
prices, marginal producers with higher-than-average costs of produc- 
tion are autorhatically encouraged to produce. When production has 
increased until it equals demand, competitive forces automatically 
check this marginal producer and balance is maintained. It is an 
utter impossibility for an administrator to anticipate all of the factors 
in our complex system and substitute arbitrary orders which will 
function. 

Because livestock prices cannot be fixed at all until slaughter results 
are known, the very nature of controls is such that the black-market 
buyer is not recognizable by the price he pays for livestock. 

Probably by far the greatest amount of violation occurs in the twi- 
light zone, or gray market. Complete enforcement of complicated 
price controls is an impossibility. 

Meat is perishable and impossible to define accurately in terms of 
grade, fat, tenderness, trim, content of bone, and so forth. These are 
just as important as the price in determining what the consumer gets 
for his money. Constant supervision at every point of sale is neces- 
sary to insure compliance. 

We should not place the livestock man, the slaughterer, or the meat 
dealer in the position of going gray or going out of business. 

High production and sound money is necessary. 

The livestock and meat industry in order to help meet the national 
emergency by making as much meat available as possible began several 
months ago to develop an effective program to increase livestock and 
meat production. Nineteen agricultural groups, including the leading 
farm and livestock organizations with the assistance of the Doane 
Agricultural Service, of St. Louis, has launched a comprehensive pro- 
gram which embraces every possible means of getting more meat. 

Meat available this year is estimated at 148 pounds per capita or 
3 pounds more than in 1950. The industry’s production program, 
if unhampered by controls, may very well increase per capita con- 
sumption in the next few vears to 160 to 170 pounds. 

This plan, entitled “A Common Sense Meat Program,” calls upon 
farmers to increase production of feed grains and livestock producers 
to boost animal numbers. It covers such goals as grassland improve- 
ment and better use of pastures, efficiency in feeding, reduction of 
death losses, and a host of other ways to increase output. 

The industry’s program also calls on Congress and the administra- 
tion to attack the causes of inflation through adoption of sound 
monetary and fiscal policies. You cannot have cheap meat and cheap 
dollars. We are convinced that the solution to the inflation problem 
is to restore the value to the dollar and not to concern ourselves with 
techniques such as price controls which are not even designed to deal 
with the problem. 

We should make sure that we handle the national debt in a way 
not to increase the money supply. And we must cut Federal ex- 
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penditures. We are going to support the Congress in cutting Federal 
expenditures. 

This positive program calls for making sure we get on a pay-as-you- 
go tax basis and stay there, and that we also tighten credit and en- 
courage savings so that purchasing power can be in balance with the 
production that can be made. 

The program we support has no place for price or wage controls. 
It is designed to get at the causes of inflation. It is an affirmative and 
workable program. Price controls deal with the symptoms, they do 
not deal with the causes. They do nothing to increase production. 
They are only able to decrease production. That is their only effect. 
We do not think there is any painless way to control inflation. 

Our industry believes firmly in the American way of life through 
which this country has achieved its progress. Our system respects 
individual initiative : and stimulates production and thrift. The other 
system, prominent in the world today, relies on the State and makes 
the Government master of the people. We have faith, as you do, in 
the American way and believe that the interests of our Nation will be 
served by guarding against encroachments on human liberty which 
inevitably come with planned economy, and excessive Government 
controls. 

The Cuarrman. Now, Mr. Kruse, I wasn’t glad to see it, but I note 
that. you say we ought to do away with title IV; that is all price control, 
so I presume from, your statement that you realize that the C ongress 
could not very well have price control on one thing and not on another 
thing. Is that your idea? 

Mr. Kruse. I think we would have to be consistent on that thing. 
However, I would like to confine my testimony to the meat business, 
with which I am familiar. 

The CHarrMan. But you said title IV. 

Mr. Kruse. Well, one thing that disturbed me, Mr. Chairman, if I 
may touch on this 

The Caarrman. I just thought—maybe I misunderstood—that you 
realized that the Congress, made up of Senators and Congressmen 
from every section of the country, couldn’t very well exempt one item 
and include the others. 

Mr. Kruse. I would like to point out one distinction, one thing that 
might clarify to you my thinking on this. This morning I was dis- 
turbed by questions that were asked here with regard to using re- 
sources for the production of meat. 

The CuHarrman. Using what? 

Mr. Kruse. Using our resources for the production of meat. The 
question tended to ‘infer that the production of meat might reduce 
efforts toward producing other things. The thing I would like to point 
out here is that production of cattle does not necessarily take away 
production from other things. There is quite a difference—— 

The CHarmrMan. Well, I never have been concerned about that, but 
you and I both know if you are going to raise beef cattle versus milk 
herds, one would take away from the other. 

Mr. Kruse. To some extent. 

The Cuarrman. And even in other animals you might feed to some 
extent. 
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Mr. Kruse. To some extent only. The thing that we are concerned 
with in the West—of course, we are closer to the initial steps of 
production. 

The Cuarrman. I appreciate that. 

Mr. Kruse. It is very difficult to generalize. 

The CHarrman. I appreciate the problems of the western people. 
I appreciate the problems they are up against, and I say in no uncer- 
tain words that the people who are going to feel this, as you say 
are in New York, Washington, or some eastern community far re- 
moved from the agricultural sections. 

You made that statement. 

I also mention another fact, Congress is made up from all the 
States, according to the population, which you know. and when you 
said strike out title [V, I meant to ask you this: 

What could we do now to help the meat producers get production ? 
That is what I think this committee wants to do. I don’t see how 
you are going to eliminate one thing—to be frank, I don’t know what 
the committee is going to do. ‘The committee wouldn't know what 
the Senate would do after it has been reported. I was hopeful you 
might suggest something to us to better what I believe to be a bad 
situation existing today, which we talked about this morning, in the 
way of production, that we change the date, or say there will be no 
more roll-backs ? 

I wished you might have a suggestion ; if we took out title [V, would 
that be the lesser of two evils? I don’t want to put words in your 
mouth. 

Mr. Kruse. Knowing these folks as we do, who raise these cattle, 
we know that each of these men who are out there on these ranches 
measure their possibilities for coming out in this venture, and among 
them are this matter of control. 

The CHarrMan. The same would be true, and I can realize that 
the meat situation could be worse than the other, but the same thing 
would be true to a lesser extent with the wheat farmer. Troubles 
with the weevil, short crops, and so on. Agricultural people have a 
hard time, and are dependent to an extent on the elements. If the 
elements are not productive for corn and feed, you in turn suffer. 

Mr. Kruse. That is right. 

The Cuairman. The only thing I wondered was if you could 
enlighten us any, if we did decide to keep title IV, and there should 
be presented an issue as to whether to exempt this or that, that a group 
of people representing all the United States, having appreciation for 
the West and so forth and so on, if you could suggest what we might 
do to alleviate the present situation without binding your organization. 

Mr. Krusg. Eliminate controls on meat. They are inoperative and 
impossible of enforcement. 

The CHatrman. But the cotton people would say the same thing. 

Mr. Kruse. That would be true, but I couldn’t testify as to it. 

The Cuamman. You speak of the types of beef, you have the same 
thing in cotton. You have a bale of cotton with so much leaf in it— 
I am merely thinking out loud. I am not going to state they will say 
the same thing when. they come in, but I will ask the same question : 
How can we better the mistakes that have been made if we retain 


title IV ? 
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I understand your organization feels that all of title IV should 
be done away with. 

Mr. Kruse. That is right. 

The Cuatran. In case it should be kept-and each segment of the 
agricultural industry believes that they have the same troubles and 
hazards—I wouldn’t say the same, but to a lesser extent they would 
suffer as you would. 

Mr. Kruse. We believe that the principles we are setting forth 
here as to inflation probably apply just the same in other agricultural 
segments and other industries as they do in Ours. 

The Cuamman. What I have been trying to find out, because I want 
to see production go wp—and you speak of it ably, that it has gotten 
up, your production has gotten up. On the farms today there are 
more hogs and cattle, as you say, than almost ever before—suppose 
title IV was renewed. What should this committee recommend to the 
Senate—I don’t know what the Senate will do—but what can we do 
to better the so-called meat roll-back or the unfortunate situation in 
which we find ourselves. I find myself in the situation that I believe 
it is going to cause a decrease in production, and I see on the front 
page of the afternoon paper—I haven’t got it with me—I notice on 
the ticker that Secretary Brannan came out with a statement in which 
he said this order would probably increase meat for a short time. 
We all know, because people will sell what they have if it is going 
down, but in the end, according to what I read on the front page of 
the Star, in the end it would decrease production. 

I wish somebody would get that copy of the Star so we can make 
that article a part of the record. 

Have you seen the Star? 

Mr. Kruse. No; I haven’t, sir. 

The Cuatrman. I read that just a while ago. 

(The article referred to follows :) 


[From the Washington Evening Star, May 17, 1951] 
BRANNAN FEARS LONG-RANGE CUT IN BEEF SUPPLY 
SEES BIGGER STOCKS ONLY FOR YEAR OR TWO UNDER ROLL-BACK 
(By the Associated Press) 


Secretary of Agriculture Brannan said today the Government’s recent price 
ceiling roll-back on cattle may put more beef on dinner tables over the next year 
or 2, but less 3 to 5 years hence. 

This forecast was given in a statement the Secretary prepared for the House 
Agriculture Committee. The committee had asked for information from the 
Department in connection with its study of the roll-back order. 

Mr. Brannan’s prediction that the price order might have a discouraging effect 
on the long-range production picture for cattle was a slight modification from 
testimony he gave before the Senate Banking Committee yesterday. He said then 
that the roll-back would not “jeopardize production.” 

In today’s statement, Mr. Brannan qualified his prediction with the words that 
“it is to oearly to be sure of the answer, and we shall have to watch developments 
in cattle marketing and production closely during the months ahead.” 


PRACTICES EXPLAINED 


The Secretary explained that when the long-range price prospects for cattle 
are favorable, farmers tend to hold back more cattle for breeding purposes and 
herd expansion. In other words, the number of cattle sold for beef is below the 
rate of production at any one time. 
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But when future prospects turn less favorable, cattlemen tend to sell off more 
than their current rate of production. This has the effect of swelling beef supplies 
above the actual rate of cattle production, with a consequent reduction of cattle 
numbers and smaller beef supplies later on. 

Under the roll-back, cattle prices by fall would be down about 19 percent from 
recent levels. 

Mr. Brannan emphasized, however, that there are other factors which help 
control meat production, including supplies and prices of livestock feed grains. 

The administration, meanwhile, plowed on in the economic-controls field while 
keeping one eye cocked at storm clouds gathering over Capitol Hill. 


NEW OUTPUT CUTS PLANNED 


With the present Defense Act due to expire June 30, and several Congressmen 
declaring they'll balk at the broader control powers asked by President Truman, 
defense agencies: 

1. Planned further cuts in production of 57 civilian goods, including passenger 
cars, starting July 1. 

2. Ruled that retail prices of automobiles must be reduced May 22 to allow 
for the absence of spare tires and tubes as standard equipment. 

3. Directed manufacturers of cotton yarns and textiles to compute new ceiling 
prices effective May 28. 

4, Ordered a Nation-wide inquiry into reports of illegal livestock slaughtering. 

5. Laid down a formula for figuring ceiling prices for soybeans at the farm 
level. 

TALK OF MERE EXTENSION 


In the meantime, talk grew in Congress in favor of a mere extension of the 
present Defense Act—under which controls are authorized—instead of the 
broader powers Mr. Truman requested. 

Hearings on these requests are being held by both the Senate and House Bank- 
ing Committees but many legislators fear they might not be able to finish the 
job before the June 30 deadline. 

Chairman Maybank of the Senate committee said yesterday the administra- 
tion had better start thinking of a temporary extension or run the chance of not 
having any controls. 

Two other Cabinet members, in addition to Secretary Brannan, had been 
pushing the administration’s viewpoints in the committee hearings. 

Secretary of Commerce Sawyer cautioned the House committee the United 
States is scraping bottom on some important defense materials, including copper 
and zinc. 


MEETING CALLED HERE 


And Secretary of Labor Tobin told the same committee the wage line simply 
cannot be held if living costs keep soaring. 

The National Production Authority telegraphed more than 600 company offi- 
cials to meet here tomorrow to discuss proposed cuts in usage of steel, copper, 
and aluminum for July, August and September. 

A total reduction of 30 percent or more from the 1950 base period usage of 
steel was expected, as against the present 20 percent limitation. 

The industries invited cover the consumer “hard goods” field from refrigerators 
and washing machines to venetian blinds. 

Automobile manufacturers, who already have had informal notice of the 30- 
percent cut, are uncertain whether a deeper slash is in prospect. 


SPARE TIRE RULING 


The new spare tire ruling issued today would require dealers to pass on to 
automobile buyers the cost reduction represented by the elimination of the fifth 
tire and tube. Manufacturers were barred April 1 from equipping new cars 
with spares, The regulation also bars transactions which OPS said may possibly 
be used for evading car-price limitations. These include loading a new or 
used auto with accessories as a condition of sale. 

The cotton yarn and textile order issued yesterday by OPA is expected to 
result in little, if any, change in the retail prices of yard goods and clothing 
such as underwear, shirts and dresses. 

UPS said the action is designed to restore pre-Korean profit margins to the 
textile industry. 
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Mr. Kruse. I would like to make that statement. 

The CHarrman. Please understand, I know you are against con- 
trols, and I am really trying to find out what we can do, if we have to 
do it, to increase production, and in turn permit the consumers of this 
country to increase their consumption. 

Senator Bricker this morning on several occasions asked the same 
question: whether or not we should put this so-called January- 
February period in here—and you heard me ask that question of Mr. 
LaRoe, or if we didn’t, would that help or wouldn't it ? 

Mr. Kruse. I believe so. I served—I was asked to come down and 
collaborate with other members of industry to assist in writing this 
order, and in a small way offered what I could to help solve this 
thing. 

We wracked our brains to find answers to some of these unanswer- 
able problems, because an answer that fits the job today, tomorrow is 
out of date, and needs correction, 

Amendments can simply not keep up with the changing factors that 
take place, and I am sure that as of the moment that order was eni- 
pleted it was written as well as people could write it who have full 
knowledge of the facts, and I believe those folks over at OPS are con- 
scientious and are trying very hard—and Lord knows, they worked 
hard; they worked into the night the week around over there to get 
those orders out. They are doing as well as anyone could be expected 
to do. 

Senator Dirksen. How well is that? 

Mr. Kruse. Well, we don’t think it is nearly adequate. We don’t 
think anyone can take care of all of these things. We think that the 
average decision on the part of the people out there at the grass roots 
is better than any single person can do the job. 

One of the dangerous things, it seems to me, in connection with this, 
is getting the industry to work in concert too much. Some of the 
gluts on the market and some of the shortages on the market are caused 
by a mass conclusion that is brought about sometimes by an inadver- 
tent statement, or by an OPA edict, or by some event, world event, that 
changes a lot of cattlemen’s minds at the samme time. 

Now, the thing we are interested in surely is a continuing and con- 
stant supply of meat. We believe that under a free economy we will 
get the Baal end results, and we will not injure ourselves in the Jong 
pull, and when it is all said and done we will really have cheaper 
meat, actually, for the consumer in the interim. 

I touched on subsidies; if we add subsidies to the cost of meat, it is 
a misleading thing. 

The Crarrman. Of course, the subsidies, frankly, were talked 
about at slaughter level, that is what Secretary Brannan testified to 
here yesterday; not to the farmer. 

Mr. Kruse. Nevertheless, any additional payment that gets into the 
stream 

The CuHarrman. There are no consumer subsidies. He made it spe- 
c a ully clear, and I think the committee will certainly make it specif- 

ally clear in the law, that any subsidy would not apply—well, have 
no right to say what the committee will do, but I believe, it is my judg: 
ment from what Mr. Brannan said yesterday, that would not be a su 
sidy to the consumer, nor would it be to the farmer. It would possi- 
bly be to the slaughterer, who wouldn’t have all of the parts of the 
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meat industry that perhaps a larger packer or slaughterer might 
have. That was the impression I got. 

Mr. Kruse. I would like to touch on this marginal producer a little 
more. I think that is a very important factor in the production of 
meat, 

The CHarrmMan. That is what the Secretary had reference to, I 
imagine. 

Mr. Kruse. The regular stabilized producer, the man who runs the 
cow herds out in the mountains, I am sure, is going to continue to run 
those cows, tend to his pasture, and have calves. But the e xpansion in 
the meat industry, the quick expansion in the industry, and the con- 
traction, is in the marginal producer, the man with a little higher cost, 
but when things get a little more profitable he can step in and produce, 
and when he is not needed longer, the competitive forces in the indus- 
try squeeze him out again. That isa very fine function, in my estima- 
tion, and I think serves wonderfully to level supply to dem: and, better 
than we can ever do by sitting down here and figuring it out. 

Senator Bricker. How do you class a marginal producer? What 
causes him to be a marginal producer; the kind of grass that he has? 

Mr. Kruse. The m: irginal producer steps in when needed. This 
marginal production, I think, needs a certain amount of clarification. 
The “original step in production, of course, is the man who runs the 
cows and raises the calf. Up until 85 percent of the carcass has been 
produced, it is produced from grass. Now, grass comes and goes with 
the seasons. Some pastures are reliable year in and year out. Other 
pastures are seasonal, and the problem of getting livestock to those 
pastures to use that grass has many varying ‘factors. 

In some cases it is too expensive. In some cases producers are not 
willing to take the risk involved, but when the risk is compensated for, 
and the economy is free, they step into the market and reach into what 
we call the stocker’s supply and put more weight on animals with that 
cheap feed, wherever it may be. A drought occurs inanarea. Under 
a free economy it is easy to move to another area. Under OPS, they 
could go to slaughter instead of going some place else for feed ; in other 
words, they take waste pasture and turn it into meat. 

Senator ScHorrPeL. May I ask you a question at that point? 

Mr. Kruse. Yes. 

Senator ScHoepre. Is it or is it not true that the bulk of the cattle 
is what is known as the Common grades, coming off the grass? 

Mr. Kruse. Yes; I would say all cattle, irrespective of their qual- 
ity, their breeding qualities, would grade common, or in the Utility 
class, if sl: aughtered. 

Senator Scuorrret. And that hits a lot of the west and south at 
the present time? 

Mr. Kruse. That is correct. 

Senator ScHorrre.. That Common grade, then, has a classification 
in this order as to price per hundred ? 

Mr. Kruse. Yes. 


Senator ScHorrre.. I want to stop at that point. I will question 


you later on as to that. 


Senator Bricker. One more question on that point; 

I talked to a farmer out home—we are not a great feeding State, 
but we do feed a lot of cattle in small lots—who had fed off for the 
past 6 or 8 years, say, four or five carloads of cattle a year, finished 
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them and sold them on the market. He said to me: “I am going out 
of the cattle business.” I asked him why, and he said there is too 
much Government red tape, no assurance of market, and there is 
no possibility of much profit in it any more. I said “What are you 
going to do with your farm?” “Well,” he said, “I am going to turn 
to grain, and continue to raise hogs.” 

Would that man be classed as what you designate here a marginal 
producer ? 

Mr. Kruse. No; I don’t believe so, Senater. The fact is that when 
you take the number of cattle feeders, and divide it into the number 
of cattle fed, you find that the average is about 19 per feeder. Those 
people are a very important part of our feeding program. Those 
people have have several purposes, one of them, and probably the 
main one, is that they buy these cattle in the fall, when they come 
off the ranges as a crop, they run them over the stubble, they go into 
the Corn Belt, into the stubble and clean up that feed. They often 
go for 60 to 90 days, but certainly on the average I would say 45 days 
an roughage, that would be lost if they didn’t have cattle. 

They supplement that, of course, with grain, and then as the winter 
comes on, and the stubble is gone, they go into the feed lot and are 
fed concentrated feed, and are finished out. 

Senator Bricker. This man happens to be a farmer who owns his 
own breeding stock, and he raises his own calves, and keeps them 
coming on step by step. I asked him what he was going to do 
with the breeding herd. He said he might keep them for a while, 
sell the calves, and ultimately might sell them if there isn’t stabiliza- 
tion in the market. 

That is one instance, but is that general ? 

Mr. Kruse. I would say it is quite general. 

Pursuing my explanation, I would like to go a little further. 

One other consideration, so far as the smaller feeders are concerned, 
is most of those are crop farmers, they raise corn, or small grain, and 
they have to feed a certain percentage of this over the long pull to 
maintain fertility in their farms. If they keep selling off cash crops, 
eventually they mine their land out, and they are through. Part of 
their rotation, and part of the fertility scheme comes in ‘this feeding 
operation. 

If that man has to make a high investment, and a bank is reluctant 
to go along with him, his chances are not too good. He doesn’t buy 
the cattle, and the danger is that these cattle that should go to feed, 
to add further weight, will be slaughtered at lighter weights, bring 
less money for all concerned, and certainly deliver less good, high- 
grade meat. 

Senator Bricker. I read this morning’s testimony of Secretary 
Brannan before the Agriculture Committee of the House with regard 
to beef cattle, and I want to quote two paragraphs: 

Cattle numbers have been increasing since 1948. Judging by past experience 
this trend could carry cattle numbers to as much as 95 or more million head 
within 4 or 5 years, at the end of which time beef marketings could be at least 
15 percent higher than at present. The previous record for total cattle numbers 
was 85.6 million head in 1945, and the level in January this year was only 
1.4 million below it. The beef-cattle-breeding herd this year is the largest of 
record. 

While cattle numbers are being built up, current slaughter can increase only 
gradually. Thus, beef production next year could be 2 to 5 percent higher than 
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in 1951 without arresting the uptrend in numbers. But greater slaughter than 
this in 1952 would mean less beef in subsequent years. Our human population 
has been increasing about 1.2 percent a year during the past decade, and a 
steady uptrend in beef production will be needed to maintain or increase our 
per capita supplies in the future. 

Now, evidently that is what was quoted in the Star. 

‘The Cuarrman. The statement I filed here this morning was a copy 
of what he sent down to the House Agriculture Committee. I asked 
for the full statement, and he sent it down here this morning, and 
when we started the meeting I filed it in the record. 

The reason I called attention to the afternoon paper was I won- 
dered if he had seen it, because I don’t think anybody but us had a 
chance to read the prepared statement. 

(The statement referred to will be found on p. 682.) 

Senator Bricker. Do you agree with that statement of the Sec- 
retary ? 

Mr. Kruse. Yes. 

Senator Bricker. That it would increase in the years that are ahead, 
possibly, the beef population in the country ? 

Mr. Kruse. I make that point in my testimony here. 

Senator Bricker. How will they in the years immediately ahead 
hold down the slaughtering and keep up the production of cattle on 
the present trend, and the inference that that can be done here ¢ 

Mr. Kruse. The inference there is, of course, that the original pro- 
ducer, the man who has the cow and the calf deal, will continue to 
hold back his cows. He holds his cows to an older age. He holds 
back some heifers that in other years he would not hold back, because 
they don’t quite measure up to standards of quality. He holds them 
back for production. That is another form of marginal production 
I haven’t touched on. 

And also calves, which in some years he might sell for slaughter as 
veal, he holds back—at least, the heifers. 

Senator Bricker. Now, what about the statement “while cattle num- 
bers are built up, current slaughter can increase only gradually” ? 

Does he mean because of limitation of facilities or because of quota 
allocations ? 

Mr. Kruse. I would like to point out one thing. Figures are often 
misleading. Numbers of head is one thing, and weight on the numbers 
of head is another. The quick expansion in meat is in putting more 
weight on the existing cattle population. It takes 2 or 3 years to get 
an initial step of production going, and show results. 

After a man has decided he is going to increase production, he still 
must buy the bulls and buy the cows and breed them and get the calves 
and grow the calves, and the calves must be grown to a certain size and 
fattened before it becomes meat. 

Senator Bricker. I want to get your estimate of the population 
trends in the next 2 or 3 years, under this present order. 

Do you think the cattle population will go down? 

Mr. Kruse. I think under a free economy the cattle population will 
go up. 

Senator Bricker. I mean with this restriction in the OPS order? 

Mr. Kruse. I believe it will go down. I think that our immediate 
meat supply might be increased by the slaughter of breeding herds, 
if the farmer decides that the chance is too great, and he is going to 
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cash in, he sends his breeding cows to market, and they come to the 
market as meat. 

Senator Bricker. The Secretary says here slaughtering can only 
increase a small percentage, about 2 to 5 percent, which will not keep 
up with the increased population of cattle. 

Mr. Kruse. I am not sure I understand just what your question is. 

Senator Bricker. After he states here that population of cattle will 
go up, then he says that while cattle numbers are oeing built up current 
sl: aughter can increase only gradually, this-beef production next year 
could be 2 to 5 percent higher than in 1951 without arresting to upward 
trend in numbers. 

What is the limitation on slaughter that he says can increase only 
gradually ? 

Mr. Kruse. W ell, of course, I am not an economist, and I don’t 
profess to under stand all of the Secretar y’s analyses, but I assume that 
what he is thinking about is that we can slaughter the steers, but 
we must withhold slaughter on the female stock or we will ev entually 
reduce production. He has calculated 

Senator Bricker. What effect does this control order have upon 
slaughtering? How is it to be controlled ? 

Mr. Kruse. How is slaughter to be controlled under the order? 

Senator BrickEr. How do you keep current slaughter from increas- 
ing rapidly ? 

Mr. Kruse. Allocation of quotas. 

Senator Bricker. So they will have to hold them some place? 

Mr. Kruse. That is correct. 

Senator Bricker. Do you think that will be the result of this order ? 

Mr. Kruse. What will be the result of this order? 

Senator Bricker. That there will be only a gradual increase in 
slaughtering, and a gradual income of the herds, the cattle population. 

Mr. Kruse. I just don’t know what will happen under the order, 
Senator; it is impossible to state. OPA itself issues a directive, and 
then wonders what. the reaction to the directive will be. 

No one knows what is going to happen. 

Senator Bricker. You are in the business; I wonder what your 
judgment is. If you can build up your herd generally and hold down 
slaughtering—— 

Mr. Kruse. Arbitrarily ; no. 

Senator Bricker. That is the only way you can do it, because if 
you send the cattle into market, if people are going to sell the cattle, 
they will be slaughtered ? 

Mr. Kruse. That is right. 

Senator Bricker. I am wondering what the working out of this 
order will be, first in your population results, and then, second, in your 
slaughtering. I don’t see how under the order you are going to hold 
up population, and hold down slaughtering: if you hold down 
slaughtering, those cattle have to stay some place e. Are they going to 
stay on ranges, in the feed lots, or where ¢ 

Mr. Kruse. Certainly you can control the existing inventory, but 
that. isn’t what disturbs us. What we are interested in is continuing 
production, replacing that inventory. We can influence the liquida- 
tion or holding back of existing cattle inventory, that is for sure, by 
edict, but what we can’t do is make that man out there determine to 
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take the chances to raise the cattle, fatten the cattle, put on the weight 
and make the meat. 

That is the thing we can’t do. 

Senator Bricker. The great loss would be in the increased weight 
or the fattening of cattle, “producing them for finer grades of market 
beef. 

Mr. Kruse. That is correct. 

Senator Bricker. And not in the population. 

Mr. Kruse. Both are factors, but the quickest gain, and the most 
important one, I should say, as far as meat is concerned, is the one 
of putting the weight on the cattle. 

Senator Bricker. You mean the greatest loss. 

Mr. Kruse. It applies both ways; yes. 

Senator Dirksen. Mr. Kruse, you say you are the president of the 
Seattle Packing Co. ? 

Mr. Kruse. Yes. 

Senator Dirksen. And you are also president of this packing asso- 
ciation ¢ 

Mr. Kruse. I am a member of the board of directors of that asso- 
ciation. 

Senator Dirksen. Generally, how small is the smallest member of 
your association of 350 in terms of head slaughtered per day, and 
how large is the largest ¢ 

Mr. Krust. They probably would average about 40 or 50 head of 
cattle a day; some as low as, shall we say, 15 or 15 head per day— 
as low as that—and up to 300 per day, a few. 

Senator Dirksen. Are you the active head of the Seattle Pack- 
ing Co. ? 

Mr. Kruse. Yes. 

Senator Dirksen. How many cattle do you slaughter a day? 

Mr. Kruse. About 150 a day. 

Senator Dirksen. Of all kinds? 

Mr. Kruse. All kinds of cattle. 

Senator Dirksen. Beef, calves, sheep, lambs, pigs, and so on? 

Mr. Kruse. Yes. We slaughter 150 cattle per day, about 500 hogs 
per day, and about 150 lambs per day, and very few calves at this time. 
We have slaughtered very few calves for the last 2 years. 

Senator Dirksen. Now, that is your normal slaughter / 

Mr. Kruse. That is a normal slaughter. 

Senator Dirksen. Tell us just a little something about this quota 
order., As I understand that, it is set up for periods beginning after 
July 29, or April 29, 1951? 

Mr. Kruse. Yes. 

Senator Dirksen. That is when it first took effect. 

Now, under that, you can slaughter only 90 percent of what you 
slaughtered before ? 

Mr. Kruse. Yes: that is correct. 

Senator Dirksen. So if you slaughtered 200 cattle a day before, 
you could slaughter only 180? 

Mr. Kruse. That is right. 

Senator Dirksen. And that will be uniform, then throughout the 
country ? 

Mr. Kruse. That is correct. 
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Senator Dirksen. And I suppose that is what the Secretary means 
by controlling the slaughter ? 

Mr. Kruse. That is correct. 

Senator Dirksen. Now, I would like to know just a little some- 
thing defiinte about this celebrated CPR-23. I suppose a perce 
ought to be equipped with a book of logarithms, and some lawyers 
the w ay it looks to me, but in order to control the price of beef, it is 
controlled at the slaughtering point; isn’t it¢ 

Mr. Kruse. Yes. 

Senator Dirksen. In other words, what the producer of a herd of 
livestock is going to get is what the lawyer permits you, as a slaugh- 
terer, to pay for? 

Mr. Kruse. That is right. 

Senator Dirksen. Is this correct ? 

Mr. Kruse. That is correct. 

Senator Dirksen. Then, that is the point of control ? 

Mr. Kruse. Yes. 

Senator Dirksen. If I drive up with a truck to your slaughtering 
house, with eight fine prime steers, and you say “Well, under the 
CPR-23 I can offer you so much, based upon what I think they are, 
whether they are prime or a lower grade,” that is as much as you can 
pay, Whatever law or the regulation provides. 

I don’t have to sell them to you, though, do I? 

Mr. Kruse. No. 

Senator Dirksen. In other words, I can find a fellow down the road 
who will offer me $2 per hundred more, perhaps; is that right ? 

Mr. Kruse. That is right. 

Senator Dirksen. That was the situation under OPA before; wasn’t 
it ? 

Mr. Kruse. Yes. 

Senator Dirksen. I have in mind a statement made by Representa- 
tive Wadsworth, who was one of our great buyers and feeders, back 
in 1946, when out of 10,000 head that hit the stockyards in Chicago, 
Armour & Co. got 400, Swift got 300, Wilson got 300, and the other 
9,000 were shipped away from the stockyards for slaughter, nobody 
knows where. 

Now, do you anticipate that under the situation under CPR-23 
there will be a diminution of slaughter in your and in other yards; 
that you fellows, because of your investment, have got to comply as 
against a man putting a ladder up behind his barn, and with a skinning 
knife go into the slaughter business ? 

Do you honestly apprehend that that is going to happen ? 

Mr. Kruse. I honestly do. 

May I amplify a little bit. Where there is an unsatisfied demand 
for meat, somebody meets it. The cattle people are very resourceful 
people, they couldn’t stay in business if they weren’t, and somebody 
who knows how to slaughter that steer, and knows how to get the job 
done, will satisfy that demand in one w ay or another, and we say that 
they couldn’t police this thing tight enough to prevent it. It will 
ti ake pl wee. 

The estimated supplies of livestock will dwindle, quotas will be cut 
down to fit that, and we will feed this black market in spite of anything 
we do. 
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In addition to that, we have this twilight zone, or the gray market, 
that I talk about. This man who is slaughtering 10 or 12 cattle out 
here some place in a small town in outlying districts is serving a meat 
market or two, a restaurant or two, he has some camps maybe that 
he is serving. He is not going to lose that business if he can possibly 
help it. He takes liberties about this thing. He perhaps have a very 
slipshod set of books, is not under complete supervision. He is not 
going out of business if he can possibly help it. He meets that demand. 
That demand will be met, and it is an unfair situation to put the meat 
industry into. 

Senator Dirksen. Were you in the packing business during World 
War II? 

Mr. Kruse. Yes. 

Senator Dirksen. Tell us briefly about your experience, then. 

Mr. Kruse. We were very fortunate in that we were in the hotel 
and restaurant supply business. We had a large restaurant and hotel 
supply business; and we were legally in that twilight zone. We hada 
higher schedule of prices to sell at, and we diverted as much of our 
slaughter through that as we needed to keep from losing money. 
Then we sent the rest of it through our regular channels, and kept as 
many of our customers as we could, but we still have enemies—people 
who used to be good customers of ours who are enemies because we 
did not sell the meat and diverted it through our hotel supply house. 
We can’t blame them, honestly, but after all, we had to stay in business. 

Senator Dirksen. Are there any other packing plants in Seattle / 

Mr. Kruse. There are two more in Seattle, smaller than ours, and 
then there are a number of smaller ones around the outside of Seattle. 

Senator Dirksen. Were you familiar with their operations during 
World War IT? 

Mr. Kruse. Well, I would say only casually. I wouldn’t be able 
to tell you as to how they managed the operation. I am anticipating 
your question. 

Senator Dirksen. Well, I am wondering whether or not there was 
a dry-up of supply in the yards of the slaughtering houses that 
operated legally ¢ 

M.. Kruse. Very definitely. I also operate the Seattle Union 
Stockyards. We have commission merchants there who sell livestock. 
We have a Monday market, which is the only market of any conse- 
quence; we get a run of cattle on Monday from four or five hundred 
to 1,200 cattle, which is about our normal run. 

During the OPA days, the commission merchants had phone orders 
in their pockets for these cattle irrespective of price, to go to various 
small slaughterers who were operating, and as I say, in the twilight 
zone, and it seemed that nothing could be done about it. The indus- 
try finds itself, as we were, with a moral violation, but legally not in 
violation, unable to conscientiously point its finger at someone you 
know is in violation. 

We don’t like to be put in that spot of testifying against our fellow 
people in an impossible situation. That is why it broke down before. 

Could industry conscientiously have supported it, and pointed out 
the violator without a moral twinge, I believe we could have kept 
within the law. 
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Senator Dirksen. When Congress enacted OPA in 1942, we had 
1,500 licensed slaughterers in this country. I kept abreast of it pretty 
well through contact with the Department of Agriculture, and as [ 
recall, we finally had 26,500 slaughterers; is that right ? 

Mr. Kruse. That is what they say the figures were. 

Senator Dirksen. When the Price Control Act was taken off the 
books, I just presume that a lot of them went out of business. How 
many did we have as of the beginning of Jariiary 1951; would you 
know ? 

Mr. Kruse. I wouldn’t know, Senator, for sure. We are estimated 
to be about 400 federally inspected, and 5,000 smaller slaughterers— 
I wouldn’t have those figures at my fingertips. 

Senator Dirksen. Now, I am curious as to how you get at this price. 
IT am glad you mentioned that you operate a stockyard. A man comes 
in with a truckload of cattle. If I read correctly the provisions of 
this CPR 23, the buyer for a packing house has to guess what they 
will dress out. 

Mr. Kruse. Yes. 

Senator Dirksen. He does have to guess? 

Mr. Kruse. Yes. 

Senator Dirksen. Now, then, how do you pay the man who brings 
in those cattle, at what point and on what basis do you pay ¢ 

Mr. Kruse. The livestock business is a haggling business. The 
price is arrived at between buyer and seller. You offer a price, he 
accepts it or rejects it, or makes a counteroffer. 

If, in the case of a counter offer, you think that it is all right, and 
accept it, that is one way, but usually that is haggling situation. You 
finally arrive at a price which in your judgment lets you out. 

Now, then, I would like to try to explain to you how this com- 
pliance—— 

Senator Dirksen. Let me lead you along a little bit. 

Mr. Krvuse. All right. 

Senator Dirksen. Your buyer is out there for your plant in the 
stockyards. 

Mr. Kruse. Right. 

Senator Dirksen. I come up with a flock of cattle. He has got to 
guess what they will dress out. 

Mr. Kruse. That is right. 

Senator Dirksen. In other words, you may lose money if he doesn’t 
guess right. 

Mr. Kruse. That is right. 

Senator Dirksen. I see by this regulation that they recognize six 
grades. Prime has to dress out 62 percent of the live carcass by 
weight. 

Mr. Kruse. That is right. 

Senator Dirksen. So that if your buyer guesses that the steers 
that I brought in are going to dress out 63 percent of live weight, you 
can pay $37 a hundred; is that correct ? 

Mr. Kruse. Yes. 

Senator Dirksen. Now, then, do you have to slaughter those cattle 
before you can tell whether I am going to get $37 a hundred ? 

Mr. Kruse. No; I pay you the $37. Then I take my chances from 
there. 
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Senator Dirksen. Now, suppose your buyer makes a bum guess, 
and instead of being prime, they are just choice, and they dress out 
only 59 percent of live weight; you would be—as an owner of the 

‘attle I would actually be entitled to only $24.20 a hundred? 

Mr. Kruse. That is correct. 

Senator Dirksen. But you paid me $37; you made a bum guess. 

Mr. Kruse. That is right. 

Senator Dirksen. Are you in compliance on this order? 

Mr. Kruse. On that particular lot, I would be out of compliance. 
However, compliance is Rocka on operations over an accounting period, 
in most cases a month, and the average is the determining factor. 

At the end of the month, you must have been in compliance on the 
average on all of the cattle. 

Senator Dirksen. All right; now, I want to get at that: 

In a 1-month period, just for round figuring, we will say, 6,000 
head of stock went through your plant; 1,000 head of Prime, 1,000 
head of Choice, 1,000 he ad of Good, 1.000 head of Commercial. and 
1,000 head of Utility, and 1,000 head of cutters and canners, so at 
the end of that month you have to average out those 6,000 head, draw 
a line, and then divide, and then if it averages up according to this 
you are in compliance ! 

Mr. Kruse. That is correct. 

Senator Dirksen. And if it doesn’t average out, you are not in 
compliance / 

Mr. Kruse. You are out of compliance. 

Senator Dirksen. Now, who tells whether or not you average out ? 

Mr. Kruse. Who tells whether we average out / 

Senator Dirksen. Yes: who determines / 

Mr. Kruse. Our own figures show that. In our case we have ade- 
quate bookkeeping systems, we carry a compliance b: ilance daily. As 
soon as the catle are slaughtered, the yield is known, the grade is ap- 
plied, then we calculate the permissible that that could have cost us, 
and we would be in compliance. 

We also calculate the totals, and that is a figure carried forward, 
computed, and that is our compliance balance. 

If we get to the last week of the period, and we fos had difficulty, 
we have made more bad guesses than good ones, or the situation has 
been so tight we could do nothing about it, al’ we are going out of 
compliance, we have to find somebody to sell us some catle ¢ heap e nough 
to do the job, and to get back into compliance, and that is where the 
difficulty comes in. Many subterfuges are resorted to. It is very diffi- 
cult of enforcement. 

Senator Dirksen. How, actually would it be enforced ? 

Mr. Kruse. Of course, your own figures, after slaughter, are re- 
ported. You have a form to file, and it is prety difficult to manipulate 
on the form unless you do it in some illegal manner. 

Senator Dirksen. Well, if they just accept the figures on your aver- 
age sheet at the end of an accounting period, that doesn’t constitute 
enforcement, because you may have been way out of line. 

I am wondering at what point somebody comes in and tries to meas- 
ure enforcement, and determine how it is to be enforced ? 

Mr. Kruse. Under OPA, of course, they had field auditers who came 
around to periodically make an investigation, and investigate your 
accounts. 
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Senator Dirksen. Of course, during World War II, when we had 
meat subsidies, you used to have a grader there, and the buyer had to 
be as good a guesser as the grader, otherwise he wouldn’t get his sub- 
sidy ¢ 

Mr. Kruse. That is correct. That is the largest margin of varia- 
tion, in the grade. I would like to touch on that. 

Mr. Laroe dealt with it very efficiently this morning, but I would 
like to touch on that. I would like to give meat grading in an exam- 
ple like this: . 

If you were to take the complete range of colors in a color spectrum, 
and divide it into six sections, corresponding to the six grades, you 
would have some colors on the borderline at each line. If. you pulled 
one of those colors out at the line, and separated it from the rest of the 
spectrum, and then tried to name which color it was, you would find 
it extremely difficult to do, and that is why grading is such a contro- 
versial thing. Livestock doesn’t fall definitely into one grade or an- 
other. One grade runs into the other progressively. There are many 
so-called liners, and your bad luck is if one day the grader is, shall we 
say, tough—grades them down—and the next day feels more lenient 
and grades them up. That has a terrific impact on your compliance 
figure. 

Senator Dirksen. Did you help to draft this wholesale ceiling 
order ¢ 

Mr. Kruse. I gave some assistance; yes. 

Senator Dirksen. I wish you would tell us a little something about 
this fabricated cut business. 

Mr. Kruse. I will try. I am sure I can’t answer all the questions, 
but I will try. 

Senator Dirksen. Well, I will just tell you why I am interested. 
There is a good, long piece in the New York Times this morning- 

Senator Rozerrson. The Senator from Michigan must leave short- 
ly, and would like to ask a few questions, if the Senator will yield? 

Senator Dirksen. Certainly. Go right ahead. 

Senator Moopy. As I understand it, Mr. Kruse, your opposition to 
controlling the price of meat is based on the fact that restrictions 
reduce production. 

Mr. Kruse. That is probably the main reason. It is one of the 
reasons. 

Senator Moopy. I wonder how you explain the fact that during 
the war, during the Second World War when the price of meat was 
controlled we had the greatest production in history ? 

Mr. Kruse. I think probably the thing that contributed mostly 
there was that the ceiling prices that we thought we were getting 
meat for were not in effect. There was a terrific black market. 
Everybody knew there was a black market. Every livestock pro- 
ducer knew it. It was a joke in the industry, really. 

Senator Moopy. Well, of course, there was a large black market. 
Do you feel that inflation is a danger? 

Mr. Kruse. I certainly do. 

Senator Moopy. Do you think that wages should be controlled ¢ 

Mr. Kruse. No; I don’t. 

Senator Moopy. You don’t? 

Mr. Kruse. No, sir. 
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Senator Moopy. How do you think inflation can be stopped. Mr. 
Johnson testified here yesterday, as I said this morning, that the tax- 
payers are paying billions of dollars more for the same numbers of 
guns and equipment than they would before this latest rise started. 

It seems to me that is pretty costly, and I am wondering how you 
would stop that rise ? 

Mr. Kruse. I feel, Senator, if we allowed production to proceed to 
full capacity, and did such things as we could, of course, there are 
going to have to be some tailored controls. 

1 would like to draw this distinction between the steel business 
and our business, the agricultural business. In the steel business we 
have a fixed rate of production, more or less, but much more fixed 
than the agricultural industry, and the impact on the steel business 
is very great because of the need for steel to fight a war, but certainly 
if we are going to win this war we must have food. We know that meat, 
plenty of meat, contributed immensely to morale in the last war, 
and certainly if we don’t keep the basic machinery for production 
of food healthy, and sound, and going, we won’t have the food. 

Now, in regard to inflation, I believe basically that inflationary pres- 
sure is there, whatever we do. We are involved in a defense effort 
which needs goods. The way to get goods is to pay the price. We 
are going to pay that pr ice in one w: ay or another. 

I think we should let the honest, real factors stand out as clearly 
as they can, and when the emergency is over, we will be conscious of 
those factors, and deal with them accordingly. 

I am afraid of covered-up inflation, if you understand me. 

Senator Moopy. Yes; 1 see what you mean. 

You would also agree, I assume, that we should have a good supply 
of milk and other dairy products during the emergency ¢ 

Mr. Kruse. Certainly. 

Senator Moopy. But if you go too far in producing meat, don’t you 
get into that feed rivalry there, cutting down on the production of 
milk ¢ 

Mr. Kruse. To some extent, but not to a very large extent, because 
basically livestock for beef comes from areas that are not usually 
adapted to dairying. 

Senator Moopy. You say that we have to pay the price to get pro- 
duction. That certainly is true in normal times, as a part of the 
system that has made our country what it is. But Mr. Wilson and 
Mr. Johnston, who I think are pretty sound economic heads, have re- 
peatedly pointed out that during this emergency we are taking such 
a large portion of our production out of the consumption market, in 
order to turn out military goods. You create so much more buying 
power, in making those things, than you have goods to soak up those 
dollars, that we must do something directly to hold prices in check 
until we can increase production nationally. Production not only of 
meat, but of other things, someday will increase to a point where 
those dollars will be absorbed. Until then, you are going to get a 
violent rise in prices. 

That rise in prices, of course, would translate itself not only in a 
very heavy tax bill—you know the cost of defense effort has gone up 
more just in inflated prices than the entire tax increase the Congress 
voted with some pain last year—but in the cost of things we buy every 
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day. I am wondering whether you don’t believe that some direct 
action must be taken to prevent that sort of a run-away price situation ? 

Mr. Kruse. I am sure that I am not qualified to deal with these 
questions as well as perhaps Mr. Johnston in other fields. In our 
field, however, I have to state again that whatever we do in the way 
of control will not be effectual, it won’t do what it sets out to do; if 

it would do that, of course there might be a different premise. 

Senator Moopy. Do you think it is possible far us to control infla- 
tion, and control wages, and control industrial prices, and control 
the products that go to make up parity, and leave out such an impor- 
tant item as meat is to run free? 

Mr. Kruse. Yes; I do. 

Senator Moony. Do you believe in the principle of parity prices? 
Do you think there ought to be a balance between agricultural and 
your urban economies? 

Mr. Kruse. I believe in the principle of parity prices, as a medium 
for getting at the facts. I do not believe—— 

The CuHarrman. Might I make a statement before Senator Robert- 
son leaves. I spoke to Senator Bricker. We have a long list of wit- 
nesses again tomorrow. Some of the Senators are out of the city, 
some won’t be here, having other engagements. I was going to sug- 
gest this: That we start the meeting at 10 o’clock instead of 10:30, 
and limit each witness and any questions asked as of each, so we 
will catch up tomorrow afternoon, rather than take up 2 or 3 hours, 
with all due respect to who the first might be, and then run along 
until late at night. If that meets with approval, the committee will 
meet at 10 o'clock, and the witness, plus any questions, will be limited 
to an hour. 

Senator Rozerrson. We have the NAM tomorrow. 

The CuarrmMan. And investment houses, a long list. 

Senator Ronertson. And we have regulation W, and our former 
colleague, Scott Lucas. 

The Cuarrman. And many others, too. 

Without objection, that will be done. 

Mr. Kruse. What I started to say, Senator, was that with regard 
to parity, parity is, of course, an informative figure, but I don’t believe 
that prices should arbitrarily be tied to those | figures. 

Senator Moopy. It is a pretty important part of our farm ec onomy. 

Mr. Kruse. Certainly it is, but I believe in the real demands for 
goods being expressed in the real prices people are willing to pay 
for them. That really transmits the information to where it belongs. 
The only answer it applies is if a price is too high for what people 
want is a rise in production of that particular thing, and allowing 
prices to express that demand is the quickest way to stimulate pro- 
duction to meet it. 

Senator Moony. Mr. Kruse, what would you think of a manufac- 
turer of antiaircraft guns who was given a price, say, 25 percent 
above what might be cs alled a parity price for his product, who would 
refuse to produce it for the Government in an emergency unless he 
got whatever the traffic would bear? 

What would you think about his attitude toward the country in 
the emergency 
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Mr. Kruse. The way you phrase the question, Senator, I am sure 
I wouldn’t think too much of him, and if you are leading to a ques- 
tion of why wouldn’t agriculture—— 

Senator Moopy. I am speaking not of agriculture generally, but 
specifically of your business, now; of the production of cattle. 

Mr. Kruse. Would sou frame your next question, then, so I won’t 
anticipate it wrongly ? 

Senator Moovy. All ri ght. 

The farm price of cattle vatiar the October 1 roll-back, as I understand 
it, is anticipated at $24.50, which is higher than the June 1950 price of 
$23.80, and considerably higher than the January 1950 price of $19.40. 
Assuming this roll-back system can be made to work and does go 
through—and I think undoubtedly there are things about the admin- 
istration of it that should be straightened out—assuming that meat 
will not be made the one exception in this matter of controlling infla- 
tion, you would still be 23 percent above parity on October 1, and that 
is 23 percent above what is generally considered to be the price that 
has been the measure of fair farm policy for most products. 

Mr. Kruse. One of the things that has contributed to this advancing 
price of meat is the very fact that we all have been convinced that 
controls were coming, which has contributed immensely. No one can 
say how much, but I would venture to say considerable. 

Senator Moopy. Does the fact that the meat industry admittedly 
is a difficult one to handle make people in the industry a little bit in- 
clined to feel that for that reason they have some sort of exemption 
from their duty to do their part in an emergency / 

You mentioned a while ago there was a great deal of production 
going to the black market. That was certainly true. But I would 
like to point out to you that in 1946 there was a great deal of meat held 
off the market, when the prices were controlled, held on the 1 ranges. 
As you know, as soon as price controls came off, the country was flooded 
with meat. That certainly demonstrates your point that they don’t 
like to sell at controlled prices. But I am wondering whether the 
consumers like to buy at controlled prices, manufacturers like to man- 
ufacture at controlled prices: and whether we shouldn’t ask a similar 
sacrifice from all segments of our economy. I would like to have your 
opinion on that. 

Mr. Kruse. I am sure, asked that way, there can be no other answer 
The meat industry and the cattlemen are fully willing to carry their 
share of this responsibility and burdens in connection with it. How- 
ever, I have tried to point out what we see to be the practical outcome 
of our attempt to do it by law, and we believe that we are much better 
off the other way, everything considered. 

Senator Moopy. When you say “we,” whom do you mean ? 

Mr. Kruse. The industry—cattlemen, farmer, feeders, slaughterers, 
meat dealers. 

Senator Moopy. That is undoubtedly true, and I am sure, if you take 
Detroit, the industries out there that produce the weapons of war, 
would feel much better off if they could sell at whatever price their 
products would bring. And labor might like to negotiate within 
those prices whatever wages they could get from their employers. As 
Senator Bricker pointed out a day or so ago, one of the recent prob- 
lems has been that in a number of cases Mr. Johnston has had to handle 





1138 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


cases where management and labor both came down and said “we want 
to give these raises and sell at higher prices.” In an effort to stop this 
inflation Mr. Johnston has had to say “No.” 

Now, I fully appreciate the difficulties Senator Thye, Senator 
Bricker, and Senator Schoeppel have brought out here. Perhaps the 
details of the control system have to be adjusted. But I am wonder- 
ing how you can possibly ask the country to go into an inflation, which 
would be stimulated by this very important product, and exempt meat 
only ? 

[ should think you would help them figure out something that will 
work, if you don’t think this will work. 

Mr. Kruse. We are just as interested in the problem as you are, 
and probably have pondered it a long, long time ourselves, and I am 
sure you are inadequate to supply a complete answer as to this matter 
of inflation. 

However, the inflation will be there, anyway. 

Senator Moony. What do you mean by that ? 

Mr. Krusr. The very fact we need the goods and have to produce 
the goods causes the inflation ; isn’t that so? 

Senator Moopy. The inflationary pressures are there. The infla- 
tionary gap is there, but the sort of inflation that the average farmer 
and the average consumer finds is the inflation of price. Can you 
prevent that, as it was prevented during the Second World War by a 
system of this sort in most commodities? The line was held pretty 
well as you remember. If that can be prevented, then the inflationary 
pressures never adequately translate themselves into a spiral. The 
danger, as I understand it, is that if you let the price of meat run 
away, the housewife comes home and tells her husband, “You have 
got to get more money,” and he goes to the union meeting and says, 
“We have got to demand higher wages.” Agricultural equipment 
costs more, parity moves up, and other farmers whose prices have not 
moved up as rapidly as meat prices are caught in the squeeze also. 

I would like also to have you tell me how you can justify the 
exemption of a single industry, and whether the problem here is not 
to exempt you, but to find the best way to make the whole program 
work. 

Mr. Kruse. Senator, if prices are left free, they will not run away, 
granting that they might rise, at a certain point the rise in prices 
will check the sale, and only a small reduction in purchase of meat 
will make quite an influence on the price. 

Now, this rate of production is coming. These cattle are in the 
feedlots, they are on the ranges, and so forth, and they will be slaugh- 
tered, whether they have controls or not. That particular inventory 
we are not particularly disturbed about. It is the continuing one. 

Now, then, if the price be allowed to rise on meat, according to the 
demand, to a point where consumption will be diminished, which it 
will, because we have fish, eggs, chickens, poultry, turkeys, and lots 
of food, at a certain point your wife will buy less meat, and only a 
small reduction in her purchases of meat will be reflected in the 
market. 

Senator Moony. Well, it is not fair to ration by price. Mr. Di- 

Salle told us yesterday we were not going to have rationing at least 
for a long time, and I hope he is right. Certainly it is not fair to ra- 
tion by price so that a family on a fixed income in our economy is 
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going to be unable to buy meat because it is so high-priced. I point 
out to you that in December, when voluntary price control was tried, 
prices went up, because everybody likes steak. 

Mr. Kruse. That is an important facet in this thing, the demand 
for better cuts, and these better cuts do find their way into price re- 
flections. What I mean by that, the statistics show that. Because 
meat goes up does not mean that someone is deprived of meat. They 
might | be deprived of the better cuts, but they still have meat. Every 
time you buy a carcass of beef, the butcher aie all of the choice cuts, 
but also gets the corresponding plain, less desirable cuts. He has to 
sell all of the cuts before he has realized his cost of operation, and a 
profit. 

Senator Moopy. You see, you have enunciated here the same eco- 
nomic approach that Mr. W ilson has put forth in the fact that eventu- 
ally prices are going to come down by a great increase in production. 
All of us subscribe to that, that is our ‘system, but the point I am 
making is that during the period when we have not reached a sufli- 
ciently high productive level so that you can have both war produc- 
tion and the same civilian consumption as we have had in the past, 
you are going to have this inflationary gap. Now, we were told, the 
last. time I was not here, of course, I was a newspaperman, but in 1946 
we were assured that if controls would be taken off that the production 
would be so much greater than prices would come down. As a mat- 
ter of fact, in the 4 months after OPA, I think if you will check, 
a will find that prices of all meats went up about 33 percent. In- 

ad of going down, prices went way up, and I fear that if we con- 
es to let the price of meat go up, we are not going to be able to 
hold this wage line, or the price line, and I think “that would be dis- 
astrous, not only for the taxpayer, but for the whole economy. 

Mr. Kruse. You say the price of meat went up. It did go up on 
ow The real price we do not know. The prices people paid be- 

came obvious after controls came off. They paid them over the coun- 
ter, and they become a part of statistics. 

Senator Moopy. That was the price on the hoof? 

Mr. Kruse. After it was off, of course, the impact on livestock 
prices are affected by many, many things, and are very often a re- 
flection of what the people in the industry think the price is going to 
be at some future time. 

Senator Moopy. They are supposed to be the experts in the cattle 
industry, and they said prices were going down, which is the same 
thing you are telling us now. 

Mr. Kruse. They did miss it, and that is another point I touched 
on. I think that no one can know all of the factors and make the 
right answer, but if we let a lot of people guess, the average guess 
is better than any individual guess, and that is one of the things we 
think is important about this economy being free. 

Senator Moony. Well, is it not true, Mr. Kruse, that after price 
controls were lifted, in 1946, that a great deal of meat came into the 
market? Is that not true? 

Mr. Kruse. I think it was true. I am not sure of the facts as they 
are reported, but I believe that is true. 

Senator Moopy. I am wondering if that does not imply that meat 
was held off the market 

Mr. Kruse. I am sure it was 
83762—51—pt. 2——5 
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Senator Moopy. Because of the psychology in the industry ? 

Mr. Kruse. I am sure it was; I am sure that was a contributing 
factor; yes. If the farmer thinks the price is going to be higher 
a month hence, he is certainly going to hold his stock until the rise 
in price comes forth. 

Senator Moopy. And they held it off the market at the time they 
were trying to have the controls lifted ; is that not true? 

Mr. Kruse. It could be. 

Senator Moopy. I am seriously concerned about the effect on the 
whole economy if you let this smgle very important war item run 
without control. I realized it is more difficult than some others, but 
I suggest to you that if Congress sees fit to renew these controls you 
might sit down with Mr. DiSalle and give what suggestions you 
have for improving the system, having in mind it is necessary, as you 
said yourself a while ago, to control inflation. There is no painless 
way to control inflation. 

Mr. Kruse. That is correct. 

Senator Moopy. You are having a little pain now, and I hope we 
can minimize the pain, but we have certainly got to control inflation. 

Mr. Kruse. That is not our purpose down here, Senator ; we want to 
do it intelligently. We can only come and testify from our point of 
view what we see, and we hope that you will accept our testimony 
in that spirit. 

Senator Moopy. I certainly do, and I do hope if Congress does 
approve this program you will sit down with the Price Stabilizer and 
give him the benefit of your assistance. 

Mr. Kruse. I have given time at my own expense, they will tell you 
that is the case, and I will continue so to do to the best of my ability, 
but I believe they will agree with me that this is a very difficult and 
complex task, one that will continue to emanate orders and directives 
and corrections, and so forth, which I say cannot possibly do the job 
as well, everything considered, as the job will be done by the economy, 
the livestock and cattle people themselves. 

Senator Moopy. I would agree if we only had livestock to consider, 
but we have the whole economy, the whole wage and price structure 
to consider, and therefore it does not seem possible to fairly and prac- 
tically control inflation, which is costing us so dearly as taxpayers, 
as well as consumers now, unless we get meat into this thing in some 
way that will keep down the price. 

The Carman. This has been very interesting. 

Are there any more questions ? 

We still have the Lamb Feeders Association. 

Senator Dirksen. I have only one question to ask. 

I notice in this New York Times article, which is rather interesting, 
and on the front page on the editor’s thought; it was interesting, 
too—— 

Mr. Kruse. “Meat Very Even” is on the front page, Senator. 

Senator Dirxsen. Now in this situation you run into a peculiar 
kind of grading and sale of fabricated cuts, for example, five grades 
of liver ranging in price from 58 cents to 70 cents. Now it all be- 
comes Choice liver, and it all brings the 70-cent price, and probably 
the same will be true of cheaper cuts of meat, because they are graded 
up, and as a result the consumer is actually paying more, is he not, 
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and I wonder if you are helping the inflation cause very much if that 
kind of deal takes place. We had lots of it during World War II 
as anyone who walked into a butcher shop knows. 

Mr. Kruse. Senator, I would like to point out along that line that 
I am convinced that these folks over here who are writing this meat 
order are doing the very best job they know how to do, but there are 
certain situations that can only be answered by a compromise. 

I would like to point out, for example, one thing, hamburger. How 
can we control what goes into hamburger? It has the same elements 
involved in it that we had with the sausage thing this morning. The 
price we pay for the hamburger, of course, can be fixed, but how can 
we stop the butcher from putting in fat or other ingredients that will 
dilute it, lower the quality of it? The meat business is very much like a 
profession. People that are in this meat business, have been asked 
many, many times by consumers, “How can I know I am going to get 
what I pay for?” Regardless of grading and regulations, and orders 
and laws and all the rest of it, the meat you buy is as good as the 
character of the man you buy it from, and one of the things that dis- 
turbs me most about this is that av hen we get this kind of a strait- 
jacket on, we are not able to apply our best selves to our business. We 
are brought down to an average. The thickest-skinned man, the most 
reckless man, the man who cares the least about his responsibility to 
this job, sets the pace for our industry. I have to compete with him. 
I have spent all my life working in this business. I grew up on an 
Iowa farm, my father and gr andfather were meat men before me. 
I came into this business to make the most out of it, and I am proud of 
the fact that I have come a long way in it. Ido not want to lose that. 
I want to maintain my good character, I want to run my business in 
the best way I know how, I want to keep the good will of my customers, 
and I want to take care of their interests. I cannot do that as well 
under a controlled economy under these controlled regulations, and all 
of the necessary compromises that have to be invoked. 

Senator Dirksen. I suspect you could tell Eric Johnston and 
Charlie Wilson a lot about the meat business they never dreamed of as 
they speculate about these things with words on paper. 

Mr. Kruse. That is true. 

Senator Dirksen. That is all for me, Mr. Chairman. 

The Cuarrman. We certainly appreciate your presence, sir. 

Senator Scuorrren. I would like to ask the witness one question, sir. 
I do not want to repeat certain positions or certain questions that I 
asked of the witness this morning. I will stand on those, those are in 
the record. 

You are a small slaughterer, are you not ? 

Mr. Kruse. Yes, sir. 

Senator Scuorrret. Do you perchance operate as a slaughterer and 
then as a distributor as well ? 

Mr. Kruse. We do still have this hotel and restaurant supply house, 
and we distribute to hotels and restaurants and institutions only, in 
addition to retail meat dealers. 

Senator Scnorrret. Now, under this fancy regulation, CPR-23, 
and all the related things about it, can you operate in that same ca- 
pacity now? To make my specific point, can you slaughter and then 
can you cut up the meat and then can you distribute those meats to 
some of your customers besides doing a wholesale business ? 
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Mr. Kruse. Up to this point I have not been affected in that way. 

Senator ScHorrren. Well, have you checked article 24, section 5, sec- 
tion 50 (u) under this? 

Mr. Kruse. I do not believe I have, Senator. I do not recognize it. 

Senator Scuorrre.. I will give you a little memorandum on it, be- 
cause it has hit the New England conscience, that is of Senator Flan- 
ders. Senator Flanders brought to me a letter under date of May 11 
from Burlington, from John McKensy Packing Co. of Burlington, 
Vt., a small packing concern, of which we have several in the same 
type of business in the Midwest, and in my State. 

He points out that under the OPS definition of a wholesaler, it 
excludes any company that might be affiliated with a slaughtering 
plant. Under OPA there were no such restrictions, he says. He 
says, “Our company has always operated a slaughterhouse in con- 
junction with its business. During the OPA, the only way that we 
were able to exist was to enlarge our slaughtering activities to give us 
sufficient meat to process in our plant.” 

Now what they are up against, under these regulations, if they are 
slaughterers, they cannot operate # business, a wholesale business on 
the side as they have been heretofore accustomed to doing, cut up and 
package meat to their various and sundry customers. There is a 
prohibition on that. 

This little slaughtering plant, of which there are several up in the 
New England area, so Senator Flanders tells me, would be precluded 
from that, therefore excluding them from their regular channeled 
market they have enjoyed for years and years, legitim: ately, too. 

Now I understand that the large packers, that is the big integrated 
packers, have cold-storage units, freezing units, they cut up their meat 
and can package it, which these small folks in these small areas in these 
small businesses are precluded from doing. Now, if that actually is 
the case, and it must be because complaints are coming in from all 
a the country, do you not think that is one of the things that must 
be taken into consider ‘ation and corrected immediately, if it is legiti- 
mate, and Iamstire itis? It is happening thousands of times all over 
this country. 

Mr. Kruse. I certainly agree with you, Senator, but I will admit 
that I have racked my brain to try and classify these businesses so that 
injury will not be done to any. 

The practice in the meat industry is for some areas to have a slaugh- 
terer who might be a jobber, a wholesaler, an intermediate distributor, 
and a retailer in certain areas. These various slaughtering units are 
tailored to the needs of the cautielar community, the supply of live- 
stock is there, the kind of labor he finds available, and the kind of 
customers he has that are conditions of the locality. 

Now, under a set formula, OPA necessarily must classify each busi- 
nessman into one of a number of different classifications. For the 
purpose of enforcement, they must be as few in number as possible, 
but of course the classifications must be numerous enough to cover the 
field. 

The difficulty then becomes one of determining which classification 
does a business fit into. 

Now, in our particular case, an affiliated, nonattached fully owned 
restaurant supply house has one schedule of market up different from 
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that from the independently owned supply house. It could be con- 
tended that the ownership has nothing to do with the cost of doing 
business, but there again is one of those compromise situations, and 
unavoidably some people are caught in that squeeze, and in the at- 
tempt to eliminate those squeezes ‘and make adjustments, we get this 
never ending stream. 

Senator SCHOEFFEL. Now, on that basis, here is a rigid restriction 
that is just going by one fell swoop to eliminate thousands of busi- 
ness institutions and their practice legitimate,-from operating in that 
field, and those are some of the dislocations that must be looked to 
very carefully, do you not agree ? 

Mr. Kruse. That is a very, very good point, Senator, an important 
one, but it is only one of the many inequities and adjustments that are 
taken care of automatically, and cannot be taken care of by edict. 

Senator Scnorrret. I am going to ask this next question because 
you have indicated that you were down here and helped write or at 
least offered suggestions for the writing of these regulations. 

Six classifications here are set up, Prime, Choice, Good, Common, 
Utility, Cutters and Canners—I wonder why the big distinction 
was made here—and I am particularly inter ested because it hits you 
folks in the South as well as some of us in the Midwest, now 

The CHatrmMan. Most everything hits us down there, Senator. 

Senator ScHoeFre.. On this utility classification, from common 
classification, we jump from $26 or $27 to somewhere around $21. 
Now, the great bulk of the cattle coming off of the pasture areas fall 
into that classification, and if you will check that schedule, you will 
see that wide gap in there, when as a matter of fact in the legitimate 
business of purchasing cattle at the stockyards for slaughter, whether 
the big packer or small packer, frequently we turn on the basis of 25 
cents to 50 cents, do we not? 

Mr. Kruse. Certainly. 

Senator Scuorrren. It is that fine, and here we have got dollar 
classifications between them, and on this one one particular classifica- 
tion we get a big gap. 

Now, there is something peculiarly strange, to my way of looking 
at it, why that one gap is so large, because it hits such a big segment 
of the cattle-producing areas, and I am going to —_ into that 

The CuHarrmMan. You mean the producing | area 

Senator ScHorrre.. That is correct. 

The Caatrman. And I know very little about cattle compared with 
what you gentlemen know, but a gentleman here this morning from 
Kansas talked to me who is going down South to buy cattle. 

Mr. Kruse. Let me explain one very important point here, gen- 
tlemen. The price of cattle is not fixed until they are slaughtered. 
We may go out and buy feeders—and ~— ally I also operated 
a feed jot, feed about 1,000 cattle a year. The slaughterers have to 
do their feeding, because we are on an Wished basis, and we have 
to step in and help the job out. 

Senator Scuorrer. Let us get our thinking straight now. 

You say that price is fixed from a standpoint of when they are 
slaughtered, if I understood you correctly. 


Mr. Kruse. The price of cattle is not at all fixed until they go 
to slaughter. 
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Senator Scnorrre.. But suppose that thousands of my people all 
over the Midwest have to sell them off the grass; under these regu- 
lations somebody has fixed that figure here in a hurry. 

Mr. Kruse. I would like to complete this, and it will clear up some 
of the things I know you are after. 

The attempt there was to keep the slaughterer from competing 
with the feeder, the stocker, and the grass man for those particular 
kinds of cattle so that they would not go to slaughter and would stay 
in the country and continue to put on weight. 

The reasoning is sound. I am not saying that the end result will 
be as good as we might hope for, but the reasoning is sound, because 
until those cattle go to slaughter, they are not priced, and we probably 
will be paying more for feeder cattle than the slaughter price would 
represent, but unfortunately we do have a lot of cattle in those lower 
grades that do have to go to slaughter. 

I think an important thing we must all remember is that every 
single animal raised, whether raised on purpose or by accident, eventu- 
ally does go to slaughter, and that means the residue dairy cow, the 
calf, and everything else. 

Senator Scnorrre.. But that particular grade of cattle that comes 
at a particular time of the season, has this big gap in there that looks 
strangely peculiar to me. I do not know whether it is an attempt to 
force it into the feeder class so the packer may benefit—certainly I 
know when you take $4 or $5 or $6 the man who raises that type 
of a critter, I am going to say frankly I do not see any justification 
for him being happy about it when somebody sets that big gap in 
there. 

Mr. Kruse. Senator, these cattle that have to go to slaughter as 
commercial, many of them never could be raised above it no matter 
how much you feed them. You know that. 

Senator Scuorre.. That is correct. 

Mr. Kruse. Those cattle unfortunately are caught in the find of 
one of those compromises. 

Senator Scuorrret. But people will eat that meat and like it when 
it gets in short supply, and that group in there is mitigated against, 
and I am afraid somebody did not take a good look at the equity 
side of this thing. 

Mr. Kruse. I think we were aware of the problem, but did not know 
how to answer it. There are many problems in connection with it 
we do. not know how to answer. 

Senator Scuorrret. That is all I have, Mr. Chairman. 

The CHatrman. A statement of Mr. Smith, of Swift & Co. will be 
inserted in the record, without objection. 

(The statement referred to follows :) 


STATEMENT OF AMERICAN MEAT INSTITUTE, PAUL C. SMITH, VICE PRESIDENT OF 
Swirt & Co., IN CHARGE OF BEEF, VEAL, AND LAMB OPERATIONS 


My name is Paul C. Smith. I am a vice president of Swift & Co. in charge 
of beef, veal, and lamb operations. I am here to speak for the American Meat 
Institute, the trade, educational and research organization with about 700 mem- 
bers producing about 80 percent of the commercially-produced meat in the 
country. 

I am here to discuss the question of the advisability of the United States 
Government attempting to continue the establishment of legal prices above which 
meat shall not be sold. 
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The general philosophical considerations regarding this problem are well known 
to you. Other people who are better qualified than I, have made clear to you 
the reasons why economic controls, in general, are not desirable. I agree with 
that sentiment. 

Apart from the question of the economic, moral, or political justification for 
controls; regardless of whether controls as a matter of principle, are desirable 
in this situation; irrespective of the injury to the American people that might 
result from inflation; regardless of whether or not the use of controls is an 
appropriate device for controlling inflation, it is our opinion that price controls 
on meat simply will not work. When I say thut controls won't work I mean that 
whatever control system is set up will finally break down to the point where prices 
on the average, that is, the cost of meat to the consumer, will be practically the 
same as under a free market system. ss 

It seems to us almost beyond dispute that if our conviction can be substan- 
tiated there would be no basis for argument as to the advisability of attempting 
meat price controls. Because we honestly believe that, and because we are 
in a position to know more about what happens to the marketing system for 
meat under control conditions than almost anyone else, are electing to spend 
our entire time here with you today trying to make clear to you why we believe 
controls will not work. One of the most convincing pieces of evidence to support 
the view that controls on meat will not work is to review very briefly the history 
of OPA. You will remember that the OPA during World War II froze beef prices, 
issued dollars and cents ceilings, issued new dollars and cents ceilings, attempted 
to ration meat, rolled back prices, controlled slaughter, paid subsidies to packers, 
paid subsidies to get feeders to feed cattle, and after hundreds of amendments 
to these orders, by 1945 the entire system was beginning to fall apart. As proof 
of the latter statement I offer: on January 8 of 1945 in the Eleventh Report of the 
Office of Price Administration, Seventy-ninth Congress, first session, the OPA it- 
self reported : “Upgrading of meat has long been prevalent also at the retail level, 
frequently resulting in over charges of 50 percent or more.’ On March 6 of 1945 
Mr. Chester Bowles, OPA Administrator, issued a statement reading in part: 
“We estimate above ceiling prices on food cost American families $1 billion a 
year,” and later studies showed that an important segment of this cost was on 
meat. 

In May of 1946 a Special Subcommittee of the Senate Committee on Agriculture 
and Forestry, in its Interim Report No. 1295 stated in part as follows: “Surveys 
made by independent marketing research agencies whom the committee believes 
to be competent and reliable, showed that in late February, 1946, 5 out of 6 re- 
tail stores in 11 representative cities from coast to coast were charging in excess 
of ceiling prices for meat and that two-thirds of the meat cuts sold by these stores 
were sold at over ceiling prices. The average overcharge for all meats, as shown 
by these reports was 20 percent and in the case of beef was 26 percent. These 
surveys were conservative in that reports could not be obtained covering sales to 
hotels, restaurants, clubs, and others of the more flagrant kinds of black market 
meat operations.” 

Let me make it perfectly clear that the inability of the leaders of OPA to 
develop an effective meat price control program is, in our opinion, not attributable 
to any incompetence or lack of knowledge on their part. These men sincerely 
and valiantly attempted to develop a workable price control. I also want to 
make it clear that we in the meat industry are in no sense contemptuous of the 
efforts of those who have attempted to make meat price controls work. They 
did the best they could. Furthermore, if we had known of better ways of doing 
it we would have so advised them but we knew of no better way. It should be 
perfectly obvious from past history that the methods used in times past did in 
fact lead to a complete breakdown of the controls system and it is a highly 
significant fact that the program now being developed is almost an exact dupli- 
cation of that which was tried before, including most of the recognized errors 
that were made in the previous programs. That too is understandable. The 
same personnel at the working level that developed the previous program is 
now largely responsible for the development of the current one. We are not 
critical of their efforts and we do not mean to imply that they are incompetent 
or inefficient. They simply do not know how to do it any better; neither do we. 

In a sense the meat packing industry has been seriously at fault because we 
have so constantly reiterated the point of view that meat price controls will not 
work so that the opinion has got abroad that the meat packing industry is serv- 
ing its own best interests by opposing these controls. 
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If it is self-serving interest to oppose a regulation which will rob the public 
of meat and which will prevent legitimate packers from making an equitable 
distribution of that meat, then we plead guilty. 

The purpose of price controls on meat is to assure the lower-income groups 
of this Nation a supply of meat at reasonable prices. The record of OPA shows 
clearly that it is these low-income groups in our country who suffer most from 
the resultant black markets. The rich housewife can better afford the black- 
market prices than the housewife who is trying to make ends meet on a low 
income. 

Of course I will concede that what I have just, said assumes that black markets 
will develop under OPS regulations. But, I believe that the lessons learned 
from recent history under the OPA of World War II will support my view that 
black markets spring up upder price controls. We speak from our experience 
with OPA that these controls lead to a complete destruction of the standards of 
business morals and ethics which have governed the industry for many years. 
Let me see if I can briefly state some of the reasons why price control did not 
and will not work on meats. I should like to confine my remarks to beef and live 
cattle. 

OPS in its live cattle Ceiling Price Regulation No. 23 states in effect that there 
is no known way of accurately grading live cattle for quality nor is there any 
way of accurately estimating the number of pounds of meat that a steer will 
yield per 1,000 pounds live weight. Nevertheless, the packer is directed not to 
pay over a given price for slaughter cattle based on a dressed grade and the 
slaughter yield obtained. You can appreciate that the two factors in that prob- 
lem are (1) an accurate live weight should be obtained, and (2) beef all over 
the United States must be graded similarly. On the first point, there is not a 
barn on any farm in the United States that could not bear witness to cattle 
trades. Cattle are sold every day of the year on a weight basis, a weight-less-a- 
shrinkage basis, or sold on a per head basis as well as a dozen different varieties 
of these bases. 

Last week, on my own farm, I sold to a local butcher a few cattle that we 
agreed on a price of 34 cents a pound. I estimated they would weigh 1,020 
pounds. The butcher thought they would weigh 1,000 pounds. We agreed to 
settle the transaction by multiplying 34 cents by 1,000 pounds. That is common 
practice. I have no scale on my place and did not happen to know of a scale 
close by that I knew to be accurate. If we overestimated or underestimated 
those cattle, the compliance feature of the live cattle ceiling is effected. But 
that is just the beginning of the compliance angle. Some packers weight their 
beef immediately after slaughter, and of course to figure a yield on cattle it is 
necessary to have the weight immediately after slaughter. Other packers don’t. 
Many butchers do not weigh their carcasses after slaughter. You have these as 
well as many other variations of regular practices that must be completely regi- 
mented if live price cattle ceilings are to mean anything. Next, the carcasses 
must be graded by Federal beef graders. Let me say right now that I think the 
Department of Agriculture, in the main and on an average, has a most capable 
staff of graders. Nevertheless, the grading of beef is no exact science. It is 
entirely .a question of judgment. Even though in the main two coolers filled 
with beef may be graded similarly, still there are many carcasses right on the 
line between say the U. S. Good and the U. S. Commercial grades. If one grader 
would place these liners in the Good grade while another grader placed them 
in the Commercial grade, and please understand competent authorities could 
find no fault with the work of either grader, the first packer would gain from 
$20 to $40 per head on the selling value of the cattle, and, in addition, he would 
gain a similar amount when he figured his compliance on the price that he is 
allowed to pay for live cattle. 

The second point on live cattle that must be considered is the question of alloca- 
tion of kill. For the month of Mav we are allowed to slaughter at each of 
our plants 90 percent of the live weight that we slaughtered during May of 1950. 
Some plants located in areas where for any one of a dozen reasons producers 
do not want to sell cattle this month, have no chance to slaughter 90 percent of 
their last May’s volume. We have many other plants where producers are 
calling us because they want to sell cattle and we cannot even make a bid 
because of number limitations. In the final analysis 1 believe this will tend 
to reduce production for the long pull. After the carcass is graded it becomes 
absolutely necessary, if prices are to be controlled, that all carcasses be cut 
according to standing instructions. These instructions are covered in great 
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tc detail in ceiling prices of beef sold at wholesale Regulation No. 24 plus amend- 
le a ments. I do not believe that I can offer any suggestions to improve the descrip- 
‘ tions they make of the cuts that may be made from carcasses of beef. The 
8 4 instructions, however, are very technical and from necessity they must be. They 
vs 4 are so technical that I question if the average butcher can understand them. 
in E I do not want to take the time to read any of these specifications to you but 
k- if you are interested in the subject I believe you will find it most enlightening 
Ww a to read some of the descriptions of how to make wholesale cuts. Do bear in 
4 mind that if the regulation is to be enforced it is necessary that on beef alone 
ts 4 an enforcement agent of OPS must know beef well enough to first of all judg» 
od whether or not the carcass has been properly dressed according to th» stand rl 
at specifications they issue. He must recognize how each of 17 differcnt whole- 
ce sale cuts should be made; must be able in addition to recognize most o/ the cuts 
of on 16 additional boneless beef cuts and then in addition must understand and 
rs. recognize 37 fabricated beef cuts from a total of about 70 different pieces of 
Lot meat that may come out of each carcass in each quality grade. People in the 
ve meat business who have spent their lifetime in that business, in order to follow 
the definition, must lay the instructions down on the cutting block and work 
re from those different instructions until such time as they become proficient. 
ny At the end of OPA we had few in our organization who knew beef well enough 
ill that they could recognize every miscut that one of our butchers might make. 
to Please bear in mind that in cutting beef according to OPS regulations the width 
he of a knife decides whether certain meat shall be sold at 2 or 3 cents an ounce 
ob- or 6 to 8 cents an ounce. The OPA people found that they could not control 
ver cutting practices and I am certain that those in control of OPA meant to do 
ta the job right. Please understand I have rfot pointed up these problems of com- 
tle pliance or the complicated method of cutting from the standpoint of being critical. 
-A- I know of no better way of handling them. I merely call them to your attention 
ies to illustrate how highly complicated the enforcement problem will be and again 
I remember our experience under OPA. Bear in mind that right now, today, 
we : eattle are being sold in this country in thousands of places. Beef carcasses are 
020 being cut up in tens of thousands of plices and unless these transactions can 
. to all be standardized, controls will not work. I well remember a statement made 
non by Mr. Thomas Q. Emerson, OPA Deputy Administrator for Enforcement, on 
-ale April 10, 1945, before a subcommittee of the Senate Committee on Agriculture. 
ted He said there are “some 300,000 stores selling meat at retail and about 350,000 
But restaurants. Obviously no enforcement staff available to OPA could attempt to 
heir maintain regular checks at these levels.” I believe that you and I must agree 
t is with such an honest, forthright statement. 
yn’t. Let me make just one more point that in my opinion is probably more serious 
> as in its long-time implications than anything I have mentioned to date. At the 
egi- beginning of OPA prices of meat were rolled back. I have been under the im- 
sses pression that since World War II most economists have agreed that the first 
the mistake made by OPA was the roll-back in meat prices, and it seems to me that 
able such a conclusion is justified in the light of sound economics. Nevertheless, the 
It is Office of Price Stabilization have chosen to roll back cattle prices as of May 20, 
led 1951, have indicated a roll-back in beef and cattle prices on August 1, with an- 
the other to be spelled out later but effective October 1, 1951. 
ader : What will be the effect of these roll-hacks? Unfortunately, while the roll- 
hem % back of prices stimulates the demand, it has the opposite effect on production. 
ould 3 Please understand I am not saying at the moment that as prices are rolled back 
‘rom z producers start producing less. The history of World War II shows that re- 
ould & gardless of whether prices were roiled back, all livestock in the process of being 
1e is ‘ finished into meat animals completed that process. Very many producers, 
v knowing that Washington had the power to roll back prices, started eliminating 
lora- % long-time risks and the result was that in a few months production came down. 
h of s For me to state that a roll-back in price must be accompanied by a rationing pro- 
O50. a gram is stating only a half truth. When you roll back beef prices below the 
cers 3 level that consumers are willing to pay for the total quantity produced, you im- 
it of a mediately bring into focus the need to ration or each consumed will not have the 
are 3 opportnuity to buy his share of the total available supply. The fact that many 
bid 3 do not like to face up to is nevertheless true, that if through price control you 
tend 5 hold prices below the level that they would reach without controls, you must 
ymes 3 have rationing if you mean to divide the total supply equally. 
. cut 2 It sums up this wayff If there is no need for rationing of meat there is 
rreat 4 no need for price control. Rationing brings with it thousands of problems. 
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People of different national origins demand different quantities of various 
varieties of meat. One section of our country will not consume the same kind 
of meat as another, nor the same quality. The man who does hard manual 
labor requires more meat than you or I do. Some eat large quantities of fresh 
pork; others eat smaller quantities of pork but it must be cured. It is a well- 
known fact that in the main producers of lamb do not eat lamb. I know of no 
way to ration other than to treat every man, woman, or child equally. Give every 
person an equal share of a theoretical amount and then hope that the highly 
perishable product will some way or another reach some American table without 
spoliage. Is that what we want in this country? 

Price controls on meat under OPA did not.work because the orders could 
not be enforced. Our present OPS claims that it will enforce every provision of 
the orders and I am sure they mean to do an honest and conscientious job. How- 
ever, every head of OPA made the same promise. From the caliber of men who 
headed the OPA I know they honestly tried to make it work. Is it not time that 
we recognize that meat, due to its perishability is not the type of product 
that can be controlled pricewise; that to control mean pricewise calls for ra- 
tioning; that controls will result in decreasing the total quantity available, 
and finally, is it not better judgment for us to get behind a program to out 
produce our present and prospective demand? 

The Cuarrman. Mr. Petersen, will you come up? We are sorry 
we kept you so late. Would you like to read your statement, or would 
you prefer to highlight it ? 


STATEMENT OF J. C. PETERSEN, PRESIDENT, NATIONAL LAMB 
FEEDERS ASSOCIATION 


Mr. Perersen. I do not think it will take very long, Senator. I 
would prefer to read it. 

The Cuarman. The statistical part of it will be placed in the 
record, the tables, at the end of your testimony. 

Mr. Perersen. My name is J. C. Petersen. I live at Spencer, Iowa. 
I am interested in the feeding of sheep and lambs and am president 
of the National Lamb Feeders Association. Our organization repre- 
sents feeders in California, Washington, Idaho, Utah, Montana, 
Wyoming, Colorado, Texas, all the Great Plains States from Kansas 
to North Dakota, and all of the Corn Belt States from Nebraska to 
Ohio and New York. Through common endeavor and interest, we 
also are associated with the small sheep, wool, and lamb producers 
of the Middle West and Southeastern States. 

I am also a member of the National Lamb Industry Committee, 
representing the feeder segment of that committee. Feeders annu- 
ally take the suply of western-range lambs not in slaughter flesh, feed 
and fatten them and market them through the fall, winter, and spring 
months in order to insure the supply of slaughter lambs the year 
round. The average feeder buys and fattens and prepares for slaugh- 
ter about 150 head. The average producer of the United States is a 
small farmer owning an average of 86 breeding ewes to the flock. I 
doubt that within your deliberations you will find a more perfect 
example of the false belief that controls cure inflation than the illus- 
tration provided by the sheep and lamb industry. 

Our industry can be pointed to as a glaring example of the fallacies 
and inequities inherent in price-control methods. Ceiling prices were 
issued on wool 2 days after Pearl Harbor in 1941 at about 40 cents 
and all during World War II the price remained stationary below 
the cost of production. Lamb ceilings were placed in August 1942 at 
$24.50 per hundredweight for Good, $26.50 for Choice. These are 
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dressed-carcass prices, also below cost of production and no relief was 
given until the stopgap subsidy of 1945. During this period of price 
control during the last war the greatest liquidation of numbers of sheep 
occurred in the history of the United States. In 1942 we had 50,000,- 
000 breeding ewes. By January 1, 1950, because of improper price 
regulations, we had slaughtered 22,000,000 breeding ewes and the 
numbers on hand January 1, 1950, dropped to the lowest period since 
1880, totaling 27,000,000 head. 

This slaughter of 22,000,000 breeding ewes because cost of produc- 
tion was not recognized by the OPA is the best example of what 
happens under price control of agricultural livestock commodities. 

The Cuamman. You said 50. I heard during the war people were 
selling sheep for one reason or another, I do not remember exactly 
what the complaints were then, but the OPA regulations were taken 
off in 1947, were they not? 

Mr. Prrersen. Yes; in the fall of 1946. 

The Cuarrman. Were they killed in 1945 or 1946, or after the reg- 
ulation was taken off ¢ 

Mr. Perersen. The slaughter of those ewes I cover a little later. 
The slaughter of breeding ewes which for 20 years previous to OPA 
averaged 6 percent to the total slaughter, rose to 20 percent during 
OPA. The consumer suffered because of this reduction in supply. 
In 1942, we slaughtered 25 million lambs but in 1950 only 13 milfion 
were available for consumption. Following the conclusion of World 
War II and the demise of OPA over 500 million pounds of wool, which 
was the stockpile accumulated during the war from foreign and 
domestic sources, hung as a threat over our market. Even as late as 
March 1948, 250 million pounds of wool were still being held by the 
Commodity Credit Corporation. 

The United States Tariff Commission has provided information 
relative to the cost of production in western range States. These 
figures showing loss to producers in 7 years of the last 10 are attached 
in appendix A. When production dropped in western range States 
our feeder farmers were unable to buy lambs and convert feed avail- 
able into meats. 

This industry is not decadent. For the past 10 years we have lived 
within the threat of Government roll-backs, ceilings below cost-of- 
production levels, and a Government stockpile of wool which resulted 
in a stagnant market. Coincident with the conflict in Korea came 
the startling realization that liquidation in this important industry 
had gone too far. The Armed Forces procurement services realized 
that increased domestic production was not only desirable but a 
strategic necessity. The submarine may patrol the sea, disrupting 
our wool imports, but no submarine can disturb our domestic produc- 
tion. The Department of Agriculture has estimated that the feed 
reserves and, types of feed available for sheep, which is mostly rough- 
age, should result in an increase of domestic sheep production to 38 
million head. The increase in stock sheep on farms, lambs on feed, 
federally inspected slaughter and wool production is attached in 
appendix B. 

ncreased production is the answer. 

We have gnly had about 114 years uncontrolled production in this 

country. For the first time, producers and feeders are able to note 
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the free law of supply and demand on their product. Because of this, 
prices have advanced sharply both in wool and lamb. 

Growers and feeders have become aware of the necessity of wool 
for strategic military purposes and the need for consumers of heavy 
production of meat. 

Accordingly, all ewe lambs and yearling ewes are being saved for 
production. The Department of Agriculture estimated that on Jan- 
uary 1, 1951, there had been an increase of 1 million head. For 
the current year, if we are kept free from controls, the estimate ranges 
as high as a 2-million-head increase. ~ 

During the period when ewe lambs are being saved for productive 
breeding purposes, the supply of slaughter lambs decreases and that 
is why it is so important for this committee and Congress to deter- 
mine its approach to livestock and meat problems on a long-time basis 
and not day today. During the period when ewe lambs, heifer calves, 
and gilts are being saved the supply of meat might temporarily be 
reduced; but if livestock producers have confidence that the price of 
their products will not be rolled back to a point below cost-of-produc- 
tion levels, and when the proper incentive is given without Govern- 
ment regulation and control, they can increase the number of live- 
stock to a sufficient amount. 

The Cuatrman. You think it is essential that the committee do 
something to see that there is no further roll-back of prices? You 
put the positive statement in there that prices will not be rolled back 
below cost of production ? 

Mr. Perersen. Yes. 

The Cuarmman. Have they been rolled back to below cost of 
production ¢ 

Mr. Perersen. No; we are now operating under the freeze, but we 
are apprehensive. 

The CuHatreman. I understand. I would not suggest that you be- 
lieve the roll-back was right, but I am just trying to find out in view 
of the present roll-back, although you are opposed to price control, 
you do think it would be wise for this committee to make certain, 
should anything be put in this bill, there could not be further roll-back 
below the cost of production; is that right? 

Mr. Perersen. That is right. 

We can note now a tremendous revitalization of the domestic sheep 
industry. In the western range States all of the available whiteface 
ewe lambs were kept last fall for breeding purposes. The Middle 
West and the Southeastern States took a tremendous supply of the 
blackface ewe lambs from western range States and have placed them 
in production. For the first time in history, Idaho and Oregon 
growers are marking their blackface ewe lambs in order that they 
can be sorted off and sold to the trade for breeding purposes. These 
are especially desirable because they will produce lambs in the first 
year’s breeding program. 

Sheep and lambs are highly desirable in the livestock peo of 
the United States at the present time as they can conserve feed grains. 
Ninety-five percent of the feed fed to lambs annually is roughage in 
one form or another. We can, through approved feeding practices, 
convert beet tops, beet pulp, alfalfa hay, wheat pastures, corn silage, 
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and Middle West pastures into meat. We subscribe to a full produc- 
tion program and our feeders should not have the chilling effect of 
Government price regulations hampering their efforts to produce. 
There should be no restrictions on lamb weights, and we can increase 
the amount of pounds of lamb per capita over normal practices by 
making our lambs heavier in weight yielding an additional 60 million 
pounds annually. Through control of parasites, elimination of feed- 
lot diseases, encouragement of research and experimentation, we 
should have the opportunity to increase production which is the Ameri- 
can way. 

It is true that feeders made money last ‘year and it came about 
through the increase in the value of inventory during the feeding 
period. What determines our costs of operation are feed and labor. 
Attached as appendix C are the cost records on the feeding of lambs 
at Iowa State College during 1949, 1950, and 1951. The college, how- 
ever, does not include labor costs nor charges for management and 
interest on the money invested. There has ‘been a great deal of dis- 
cussion about feeding costs. Of necessity, they are continually chang- 
ing, depending on current conditions. 

‘Attached to this record as appendix D is a sunimary of the cost of 
feeding California lambs in the Corn Belt, which would show a cur- 
rent loss of $2.41 per hundredweight, and the cost of feeding Texas 
wethers, which also would show a loss under present feeding costs. 

At the present time the sheep and lamb industry is operating under 
the recent roll-back order on wool CPR 35 and the general price 
freeze order of December 19, 1950, to January 25, 1951, on meat. 
The roll-back on wool, aan basis, totaled approximately 40 cents 
per pound, or 20 cents per pound in the grease below the high time 

reached when our Government was buying wool in Australia and 
foreign countries. 

We are absolutely opposed to ceiling prices on wool unless world 
prices are controlled because OPA price » policies during World War IT 
forced the reduction of our domestic prices to where we had to be 
dependent upon foreign supply and as a result we are now paying 
through the nose for the unwise policy of not allowing domestic pro- 
ducers cost of production during World War II. 

In the administration bill for extension of wage ant price control, 
a request is made for an appropriation to be used to pay differential 
subsidies. This is another threat to the producer of domestic sheep 
and cattle and will discourage him more than ever. 

It is proposed that a Government agency would have money appro- 
wriated in order to buy foreign hides and foreign sheepskins at a 
high price in foreign countries and sell them to tanners in this coun- 
try at the ceiling, or a loss, thereby paying, in effect, a subsidy to 
foreign growers of cattle and sheep _ with money raised from the 
United States taxpayers. The ceiling price on domestic hides runs 
from 29 to 32 cents whereas the foreign price today is 50 cents per 
pound. 

When Mr. DiSalle was asked the question “On which commodities 
he expected to apply them,” he answered, “Along with others, wool.” 
Are we to assume that the American wool producer is not entitled 
to a price equal to the foreign market, when the reduction in domestic 
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numbers came about through OPA price policies in the last war, 
causing a 45-percent liquidation of breeding stock in this country. 

Prices of meat are at present levels—not because of a lag in produc- 
tion—but because of record high incomes and spending of consumers. 

According to the Department of Commerce personal income in 
March was at the record high annual rate of 24214 billion dollars. 

This reflects an increase of $1,200,000,000 over the previous high of 
February and $23,200,000,000 over March 1950; The department re- 
ported the rise resulted from continued inerease in wages and salaries. 

Certainly it must be evident now that you cannot hold the line or 
roll back prices on livestock on one hand and allow incomes to ad- 
vance on the other. 

In conclusion, our organization respectfully calls to your attention 
the fact that price controls during World War II caused excessive 
liquidation of sheep and lamb numbers from 50 million to 27 million. 
The alternative is a strong, virile livestock production program de- 
signed to gain the confidence and support of farmers throughout the 
United States. Coupled with a sound Government monetary and 
fiscal program planned to control inflation the sheep and lamb indus- 
try can be depended on to do its chore in the sales mobilization 
effort. 

The CHamMan. We are very appreciative, Mr. Petersen, of your 
clear explanation. 

Are there any questions, gentlemen ? 

Senator Dirksen. I have one question, Mr. Petersen, about that 
statement on page 6. You say it is proposed that a Government 
agency would have money appropriated in order to buy foreign hides 
and foreign sheepskins at high prices, and so forth. On what is that 
information based? The reason I ask is this: I asked Secretary 
Brannan, and I believe I asked Mr. DiSalle whether or not they had 
specific commodities in mind on which they were going to pay differ- 
ential subsidies. I thought Mr. Brannan said they had nothing in 
mind at the moment, and I am wondering whether this is some in- 
formation from the inside that we do not know anything about? 

Mr. Perersen. Well, you recognize that the request is in the bill? 

Senator Dirksen. Yes, that I know, but I was wondering 

Mr. Perersen. You were not sure what it was to be used for ? 

Senator Dirksen. Hides and sheepskins. 

Mr. Perersen. Mr. DiSalle in his questioning the other day was 
asked on another commodity he expected to apply them, and he re- 
plied, “Along with others, wool.” 

Senator Dirksen. Did he specify “others”? 

Mr. Perersen. He did not specify hides or sheepskins, but that 
was the information that I received. 

Senator Dirksen. Do you consider that to be credible information ? 

Mr. Perersen. Yes, sir. 

The Cuarrman. Senator Schoeppel ? 

Senator Scuorrren. I have no questions, Mr. Chairman, at this 
point. 

The Cuamman. Mr. Petersen, we appreciate your statement. We 
are sorry we had to keep you waiting so long to get around to you. 
I know the Senators who are not here will receive the record and will 
read your statement with interest. 
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(The appendixes to Mr. Petersen’s statement follow :) 


AppeNpIx A.—Wool, sheep and lambs: Reported or estimated income cost, and 


profit or loss, for a number of ranches in a specified number of States, 1940-46 
and 1948 


| Per head of sheep inspected 
Year (RRR REE eer: ve ny 
, | Cost inelud- Profit or 
| Income ing interest loss 
| i 
a aceite anansegnesieinttedl aia ai ilcealitait ani 
atta snes Ret AT OE BD 15 yh POAT EA PR $5. 26 | $5.32 —$.06 
nasi ik Bitar ow sg ti bacilehbansdchckahamancsuannns 6.83 | 5. 86 .97 
as sal eR SOA Si A aga Sa 7.57 | 6. 43 1.14 
Ee caiie Cachan eehdemmnhinanshewceeccshedualvebeas | 6. 96 | 7.08 —.12 
PON cs iltetdstwcpasccsdh tin dipenneksces ss Siccthe pacer ans 6. 66 | 7.88 —1.22 
ict ainhtasniannets suntnena itis wearin ~ iceman teoehnivotediane 6.85 | 8. 36 —1.51 
1946 4_..... en btkeGeehendieebunadadhadeuaaetn insets 2 7. 68 | 8. 86 —1.18 
| RE Se Sitea tals ed essen hindiieo wan | 10. 83 | 11.31 —.48 
he ets cane t ektg Sega biacbenid $ug>amaliudiwanioamemsl 10.12 | 11.32 7—1.20 
mes.c ee ae mace ese cathe bawasea 13. 54 | 10. 66 $2.88 
' ' 


1 Western South Dakota, Texas, and the Far West (Montana, Wyoming, Colorado, New Mexico, Arizona’ 
Nevada, Utah, Idaho, Washington, Oregon, and California.) 

2 The foregoing States exclusive of Washington. 

3 The foregoing States exclusive of Washington, California, Arizona, and New Mexico. 

4 The foregoing States exclusive of Washington and Arizona. 

5 End of estimated income, costs and profits by United States Tariff Commission. 

6 University of Wyoming, cost studies for that western area. 

? py a high, receipts low in 1949 due to severe blizzard, larger feed bills, low lamb crop (70 percent) and 
death loss. 

Jf About 1 million head increase in stock sheep no doubt because of profit position. 





Source: U.S. Tariff Commission, University of Wyoming, 


APPENDIX B 


Increase in stock sheep, lambs, slaughter, and wool production 

















| Federal inspection, slaughter | Wool pro- 
a | | eR RAR SD — 
Stock | | tota 
| } Percent- 
rn sheep on| Lambs | oe . aan name 1 eee 
Year farms | on feed a — . tal United 
| Jan. 1 | Total | aii Ewes ae States 
| ps a | prone 
| | | tion 
Thou- | Thou- | Thou- | Thou- Thou- 
| sands sands | sands | sands sands | Millions 
eT a .| 45,577 | 5, 988 | Ss 
1931 a ta eee me 5, 513 ‘ ; 
1932 oe. a able 47, 682 | Ce lecwecvees ee ‘ = q 
i en << 9 ae 2 ; toe 431.1 
1934 eR ee oaaie 48,244 | 5,259 
1935___.- AE ee Le ..-| 46,139 | 5, 669 | __ ” ‘ pees he bai cadiouainae 
Oe ceo ‘inatimiaaiek SAL, eee S claehcuacs ; Sia | 
1937 Ee "ye ; -| 45,251 | 5, 597 |. bie ‘ ena 
i ....-| 44,972 | 6, O91 18, 060 16, 884 1, 176 | 6.5 425.3 
a a re cers dr edie des a = 45, 463 5, 885 | 17, 241 | 16, 137 1, 104 6.4 
1940 eee AUPE sie 2 } 46, 266 5, 841 | 17, 351 16, 253 1,098 | 6.3 
1941 eR ia tS io 47, 441 6, 479 | 18, 125 16, 980 1, 145 ———— EEE 
1942 + | 49, 346 | 6, 867 21, 625 18, 811 2, 813 Be Tasca . 
1943 ___ rs ae | 48, 196 | 6, 954 23, 363 | 18, 466 4,897 | 21.0 444.0 
1044 " ieee yy 44, 270 6, 512 21, 876 | 18, 263 3, 613 16.5 411.8 
1945 ’ a ie ings | 39,609] 6,911 21, 220 16, 776 4, 444 | 20.9 | 378. 4 
1946 c he ..-| 35,599 | 6, 837 19, 897 16, 535 3, 350 16.8 | 341.2 
1947 ; ae 32, 125 5, 693 16, 667 14, 374 2, 292 13.8 308. 3 
1948 ee 30, 544 | 4, 788 15,343 | 12,848 2, 495 16.0 280.5 
1949 ieee ne Sa f 27, 651 4,003 |, 12,136 10, 883 1, 254 10.0 253.3 
1950 se pe a 27, 099 | 3, 644 RET on inoncow 1, 162 9.9 252. 5 
1951 Sales ee siete 28, 065 BE Cate iis eidamcecucelstnceds 
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1949 financial, shipping, and slaughter record of the lambs at Ames 


{Lambs fed 84 days and appraised Jan. 21,1949. 48 lambsin each lot when feeding began. Cost of all lambs 
and feed eaten by lambs which died was charged] 








j | a 
Lot number. ---.------ isis aiaaccimap deg ttead peewee = | oo .oe Lee III IV Vv | VI 
eee snlasonenicicos -| Check | Check | Sulfur Sulfur Bacte- Bacte- 
| rin rin 
Number of living lambs Jan. 21__.........._- wee Mo). Ba ee | 46 45 48 
| 


$16. 05 | $16. 54 | $19. 31 


Feed cost of 100 pounds gain $18.14 | $17.93 | $15.05 


Initial cost of lambs at Ames. per hundred.____________| $24. 60 | $24.60 | $24.60 | $24. 60 | $24. 60 | $24. 60 
Necessary selling price per hundred at Ames to pay | an} | | | 
for lambs and feed _ __- -| $21.94 | $22.21 | $23.18 | $22.76 | $22.74 | $21.49 


Selling price per hundred at Des Moines, Iowa $24. 25 | $24.50 | $24.25 | $24.50 | $24.35 | $24.50 
Selling price per hundred at Ames based actual shrink | | | 
of half the lots plus trucking $23.80 | $24.05 | $23.67 | $23.92 | $23.68 23. 83 


Margin or loss per lamb over feed costs | $1.91 | $1.87] $0.50/| $1.18} $0.97) $2.43 
Cold dressed yield based on Des Moines weight, per- | | | 
cent ! o3 Peacsu hacen eal ORF hs A MOO Sic oes 
Grades, carcass:? | | 
Choice. -- thoes oe waiiassihea -| 47 | : 45 -| 43 


Good ahs dein ‘ canbe 0 0 | 2 


! Feed prices charged: Shelled corn, $1.25 per bushel; flour sulfur, $0.03 per pound; soda, $0.035 per pound 
other feeds, ton basis; hay, $25; linseed meal, $90; mineral mixture, $80; block salt, $20. 
2 Lambs from 3 lots slaughtered by Iowa Packing Co. on Jan. 21. 


Norte.—Inasmuch as the differences in feed consumption and gains of the living lambs were slight, the 
differences in costs and margins are due to death losses. 


Financial shipping and slaughter record of the lambs; lambs fed 89 days and 
graded and sold on Jan. 9, 1950; 48 lambs in each lot when feeding began; 
cost of all lambs and feed eaten by all lambs was charged 


Lot numbe r I Il Ill IV V VI 
Lot designation at Me- Me- : | Very Very 
dium | dium Heavy Heavy heavy | heavy 
: corn corm ¢ : 
corn corn corn corn 
Number of lambs marketed s : 48 45 45 46 48 48 
Feed cost of 100 pounds gain $18.84 | $21.71 | $21.02 | $18.83 | $15.48 $16. 04 
Initial cost of lambs per hundred at Ames 23. 85 23. 85 23. 85 23. 85 23.85 23. 85 
Necessary selling price per hundred at Ames to pay 
for lambs and feed 22. 26 23. 24 23.11 22. 42 21.12 21. 43 
Sel'ing price per hundred at Des Moines 23. 00 23. 00 23. 30 23.44 22.8 23. 69 
Selling price per hundred at Ames 22. 43 22. 43 22. 80 22. 76 22.61 23. 30 
MM argin or loss per lamb 18 —. 85 s2 35 1. 56 1.88 
‘old dressed yield based on Des Moines weights, per- 
cent 2 $9.5 49.5 49.8 50. 2 51.1 52.0 
Grades, Carcass 
Prime 9 7 7 Q 8 
Choice 31 36 34 3y 37 
Extra Heavy Choice_. ] 0 0 0 0 
Good 2 2 { 0 2 
Cull l 0 0 0 0 
Condemned l 0 0 0 1 


1 Feed prices charged: Ground shelled corn, $1.20 per bushel; other feeds ton basis; alfalfa meal, $50; linseed 
meal, $80; chopped hay, $25; minerals, $70: salt, $20. 

? All lambs with the exception of those in lot I were trucked to Des Moines on Jan. 9 and slaughtered on 
Jan. 19 by the Iowa Packing Co. 


3 Estimated. 
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1951 financial, shipping, and slaughter record of the lambs; lambs fed wntil welt 
finished ; 20 lambs in each lot 


SERIES I 


Lot number . , I Il Ill lV V VI 
Lot designation. - ; .\Corn 30 Corn 40\Corn 50 Corn 60 Corn 70'Corn 80 
percent percent, percent, percent, percent) percent 
Date sold. ...--- + a .-.----| Jan. 11,| Jan. 11,| Jan. 8, | Jan. 2, | Dee. 18,| Dee. 18, 
1951 1951 1951 1951 1950 1950 
Feed cost 100 pounds gain ! ‘ $19.39 | $17.44 | $18.91 | $15.91 | $20.47 $19. 07 
Initial cost per hundredweight ‘ 27.70 | 27.70; 27.70; 27.70} 27.70 27.70 
Necessary selling price per hundredweight Ames to 
pay for lambs and feed 25.69 | 24.86 | 25.44 | 24.23 | 26.32 25. 82 
Selling price per hundredweight at Des Moines 33. 50 32. 50 33. 00 32. 00 30. 00 30. 50 
Selling price per hundredweight at Ames 33. 22 32.15 32. 65 31. 64 30. 01 30, 28 
Margin per lamb 7. 65 7.81 7. 71 8. O1 3. 58 4. 45, 


SERIES II 


Lot number ; s VI Vill IX xX XI XII 
Feed cost 100 pounds gain ! p ; $20.01 | $19.09 | $18.43 | $17.52 | $18. 56 $18. 86 
Initial cost per hundredweight 27.70 | 27.70| 27.70| 27.70| 27.70 2770 
Necessary selling price per hundredweight Ames to 
pay for lambs and feed 25. 85 25. 48 25. 20 24. 94 25.72 25. 74 
Selling price per hundredweight at Des Moines 34.00 | 34.00 | 33.00 32.00 | 31.00 30. 25 
Selling price per hundredweight at Ames 33.3 33. 34 33. 02 31.75 30. 77 30. 15 
Margin per lamb , 7.54) 825| 837] 7.20] 5.02 4. 32 
The feed prices charged were: Shelled corn, $1.45 per bushel; trace mineral premix, $6 per hundred- 


weight; other feed ton basis; chopped hay, $20; soybean oil meal, $80; limestone, $1!; bone meal, $85; trace 
mineral premix, $120; salt, $30 


APPENDIX D 


250 lambs, average 85 pounds, at $37 per hundredweight delivered $7, 862. 50 
Feed, 500 bushels at $1.60, corn S800. OO 
Alfalfa hay, 22,500 pounds, at $20 per ton $50. OO 
Supplement, 3,000 pounds, at $3.50 per hundredweight 105. 00 


1, 355. OO 
Other expenses : 


Labor = 2°25. 00 
Use of equipment 2. OO 
Building depreciation . 2). OO 
Vaccination TD. OO 
Interest for 60 days 78. 62 
Freight and selling expenses 393. 75 

$17. 37 

Total cost : ma 10, O34. S7 


Lambs gained one-third pound per head per day for 60 days, with 3 percent 
death loss. Total selling weight, 25,460 pounds. 


Cost of fat lambs delivered to Chicago__- ‘ S39. 41 
Chicago top spring lambs May 14, 1951 37. OO 
Loss per hundredweight___-_- seliadraiets dead etdioedan Seadiiniisces 2. 41 
Total loss on carload______~_ a a ee ee 


83762—51—pt. 26 
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Cost of feeding Texas wethers 


250 Texas wethers, 70 pounds ; 17,500 pounds, at 28 cents___________-- $4, 900. 00 
Corn, 2 pounds per day, 120 days, at $1.56 per bushel___--- $1, 670. 00 
a 200. 00 
UR AOE ls lnteaine 210. 00 
il cine eh cxtasachinns dere oigninmiasinwimmunnaveiones 75. 00 
EPO OCERTIOIA GU CUTIE ooo oie ai is orn eee mmc 45. 00 
Labor, 3 hours per day, at $1.25 per hour___________- bas 445. 00 
interest, 5 Dercemt, 2a7 Gays... noe este nge sce 81. 67 
Preient Oi Derren na Sok ieee nce 262. 50 
UN I pit ea a sin csaliishignaibvians wcowiatinatieocantedn ipdaes 2, 989. 17 
Neen eee eee ee ee ere Ea ee 7, 889.17 


Lambs weighed a total of 23,750 pounds, with a death loss of 712 pounds; net 
selling weight, 23,088 pounds. 


23,038 pounds at 28 cents, Chicago basis, equals $6,450.54 ; loss, $1,438.63 ; 23,038 
pounds at 32 cents, Chicago basis, equals $7,372.16 ; loss, $517.01. 

Senator ScHorrret. Mr. Chairman, there is one thing I do want to 
submit forthe record. I want to submit from a man in my State, who 
is secretary of the Kansas Livestock Association, who has made a 
study of instant cases of cattle raisers and cattle feeders as to what the 
costs are, and what this roll-back situation actually does, and he will 
prepare that at a later time and submit for the record. 

The CuamMan. Without objection, that will be done. 

Senator Scnorpret. That happens to be Mr. H. E. Pickett, secre- 
tary and chairman of the Kansas Livestock Association. 

(The material referred to will be found on p. 1401.) 

The CHatrrMan. We will meet at 10 o’clock in the morning in the 
hope we can get through with the witnesses, limiting each to an hour. 

(Whereupon, at 4: 40 p. m., the hearing was recessed until 10 a. m., 


Friday, May 18, 1951.) 
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FRIDAY, MAY 18, 1951 


Unrrep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman), 
presiding. 

Present: Senators Maybank, Robertson, Sparkman, Douglas, 
Bricker, Schoeppel, and Dirksen. 

Also present: Senator Hunt. 

The Cuaimman. The committee will come to order. 

Mr. Ruffin, will you please be seated. 


STATEMENT OF WILLIAM H. RUFFIN, PRESIDENT OF THE NA- 
TIONAL ASSOCIATION OF MANUFACTURERS, ACCOMPANIED BY 
IRA MOSHER, DR. RALPH W. ROBEY, AND LAMBERT H. MILLER 


The Cuarrman. Do you desire to read this entire statement ? 

Mr. Rurrin. I am only planning to read the marked portions. 

The Cuarrman. The committee wanted to ask you some questions, 
and we have quite a few witnesses this morning, but you can continue 
as you wish, Mr. Ruffin. 

Mr. Rurrty. Mr. Chairman and gentlemen of the committee, my 
name is William H. Ruffin. I am president of Erwin Mills, Inc., of 
Durham, N. C., manufacturers of cotton and rayon textiles. 

I am also president of the National Association of Manufacturers, 
in which capacity I appear here today to discuss the proposed exten- 
sion and amendment of the Defense Production Act of 1950. 

May I introduce, Mr. Chairman, my associates, Mr. Ira Mosher, 
chairman of our association’s industrial mobilization committee on my 
right, and past president of our Association; Dr. Ralph W. Robey, 
vice president of our association and chief economist ; and Mr. Lambert 
H. Miller, general counsel of our association. 

The Cuarrman. I will say for the committee we are very glad to 
have you and your associates with us. I think you mentioned to me 
you might care to divide up your time. Is that your desire? 

Mr. Rorrix. Thank you, sir. Mr. Mosher will take part of our time 
to discuss title V, if you please. 

There are pending before your committee more than a score of pro- 
posals by the President to amend very substantially the Defense Pro- 
duction Act. 


But they would do much more, vastly more than merely amending 
the Defense Act. 
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Taken together they would seriously threaten and could lead to the 
destruction of our American economic system. 

Taken together these amendments would be perhaps the longest 
single step toward complete Government control ever proposed to the 
American people. 

Taken together they would place in the hands of the executive branch 
of the Government powers comparable to those exercised by foreign 
dictators. 

The National Association of Manufacturers has continuously 
studied the requirements for a sound and effective defense program. 

The Cuarrman. Let me say this. Without objection the statement 
as presented here will be placed in the record at the end of his oral 
testimony, as I understand Mr. Ruffin is only going to read the under- 
lined portions. 

Mr. Rurrin. Perhaps it would help if I recited the page numbers to 
you, Mr. Chairman. 

The CHarrman. That is all right. 

Mr. Rurrin. The National Association of Manufacturers has con- 
tinuously studied the requirements for a sound and effective defense 
production program. Through its policy committees of which there 
are 13 this year, it has after objective research and analysis arrived 
at various basic principles which are a reliable yardstick with which 
to measure the adequacy or inadequacy as well as the justification for 
the proposals before you. 

Using the basic principles developed by these policy committees as 
a guide, we should like briefly to evaluate various proposed amend- 
ments to the Defense Production Act of 1950. 

1. Authority to condemn real property: 

There is no justification whatsoever for granting the President 
the authority to condemn for permanent Government use any real 
property needed for the national defense. 

Senator Scnorrren. Mr. Chairman, does the witness object to 
questions ? 

Mr. Rurriy. No, sir. 

Senator ScHorrret. From the various sentences that you have just 
read, do you have any way of knowing, or have you been advised what 
the program might be if this amendment is successful and incorporated 
into the law; how will the Government get rid of the property after 
this emergency is over? Do you have any indication one way or 
another onthat? Has your advisory committee been in discussion over 
this proposition or concerning it? 

Mr. Rurrin. No, sir, not as to how the Government would get rid 
of it, Senator Schoeppel. Of course, we have the experience of the 
World War II with respect to Government properties. What we par- 
ticularly object to, Senator, in this section, is the very summary pro- 
cedure with which this amendment approaches this matter. As you 
know, the present law permits the President to requisition such prop- 
erty under certain conditions, including an immediate payment of 75 
percent of the Government’s offer to the owner, while the final requisi- 
tioning price is being determined in the courts. If this amendment is 
adopted the President could take over any property he desired by 
simply filing a petition in court and, in fact, sir, the owner of the prop- 
erty might not even know that the Government wants his property 
until the action has been taken. 
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Giving the executive branch of the Government such unlimited 
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Senator Scporrreit. Do you know whether the advisory committees 
were provided for in this act? Have they had an opportunity to go 
into this phase of the amendment ? 

Mr. Rurriy. No, sir, I do not know. 

The CuHatrman. I might say that witnesses for the Government 
have testified to the necessity of some amendment to permit them to 
take over airfields and Army camps, for instance. I think it is the 
desire of this committee—I know it is—to bring Mr. Vanech, who is 
the Justice Department’s attorney in charge of land acquisition, down 
here. My information is that the Government has had some trouble 
with airfields and camps, and that is the purpose of bringing him 
down. But as you say, the amendment does not say that. The 
amendment gives them any authority they want. 

Mr. Rurrriy. Yes, sir. 

The CHatrman. I think we will have Mr. Vanech down here. I 
believe it is the desire of the committee from the way they have ex- 
pressed themselves to clear the matter up to have it specific to the 
effect that it would only be in case of an emergency situation, an 
Army camp or an airfield. But the language, as you say, does give 
that authority. 

Mr. Rurrin. Yes, sir. We certainly would hope, Mr. Chairman, 
that the summary procedure that is proposed in this amendment 
would be examined very carefully. 

Section 18 of the Selective Service Act provides ample power to 
assure that defense orders are filled. 

Authority to build and operate Government plants: 

Tn title III it is proposed that the President be authorized to acquire 
privately owned plants through condemnation or other means or to 
erect and construct plants, factories, and other industrial facilities 
for the purpose of manufacturing, producing, and processing mate- 
rials necessary to the national defense and to e ngage in the mar rketing, 
transportation, and storage of such materials. 

The fact is that American industry is not only capable but willing 
if given the opportunity of meeting the military needs and prov iding 
adequi ite goods for the civilian population. If instances may arise 
where highly specialized munitions plants which have absolutely no 
value other than for defense purposes are needed, then Congress can 
~ on them individually. 

Authority to create new Government corporations : 

The authority to create new Government cor porations was proposed 
in the original Defense Production Act. At that time this authority 
was refused by the Congress on the theory that it would have more 
control over defense expenditures if administration of the defense 
program was handled by usual Government agencies through normal 
appropriation procedures. We believe that ‘the Congress was cor- 
rect in this refusal and nothing has happened since to change the 
correctness of the original congressional decision. 

4. Unlimited authority to lend money: 

The Treasury is presently authorized to lend various agencies en- 
gaged in defense activities up to a total of $600 million. There is a 
further authorization of appropriations not in excess of $1.4 billion. 
Under the proposed amendments, the $600 million lending power of 
the Treasury is maintained but all limitations on further appropria- 
tions are removed. 
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Giving the executive branch of the Government such unlimited 
authority to enter any field of activity regardless of cost and regard- 
less of any real check has no place in the present preparedness 
program. 

In brief if you enact the four amendments just discussed, here is 
what you will have created: 

1. Unlimited authority for the Government to condemn and take 
over whatever it may desire; 

2. Unlimited authority to build and operate plants and to sell and 
buy in any way what it may please ; r 

3. Unlimited authority to set up as many corporations as it may 
desire; and 

4. Unlimited borrowing power to finance and operate these 
corporations. 

Any Government which has these four powers can at any time it 
so decides substitute government enterprise for private enterprise 
from one end of the nation to the other. 

5. Authority to buy and sell foreign agricultural products: 

The present law contains a blanket prohibition against selling 
foreign agricultural products or any agricultural commodity below 
the current domestic market price or the support price, whichever 
is higher. The proposed amendment would give the Government 
the authority to buy foreign agricultural commodities and dump 
them on our domestic market regardless of cost or domestic price. 
In this way, the Government could wreck the price of any agricul- 
tural commodity in this country. Obviously, there is no justification 
for giving such powers in either a defense period or peacetime. 

6. Authority to purchase any materials for use or resale: 

The present authority to purchase metals, minerals, and other raw 
materials for Government use or resale would be extended to cover 
any materials. Since it would permit purchases involving antici- 
pated loss on resale, it could be used as a subsidy device. 

No need has been shown for this authority with respect to processed 
or manufactured articles, either domestic or foreign. 

7. A broad subsidy program : 

The amendment covering subsidies, like some others proposed, can: 
be justified only on the ground that the injurious effects of direct 
wage and price controls require additional action as a cover-up. It 
is proposed that authority be granted to pay subsidies on any do- 
mestically produced material, including agricultural commodities. 

Industry is opposed to the use of subsidies intended for the purpose 
of implementing controls. 

Even defense production subsidies should be considered only in 
extreme cases. No need for such production subsidies has been 
demonstrated. 

8. Authority for legislative hearings by the President: One of the 
additional new general provisions proposed would give the President 
the authority— 
to obtain, by regulation or otherwise, from any person such information as he 
may deem necessary and appropriate for measuring the adequacy of existing 


legislative and administrative provisions for the national defense and develop- 
ing recommendations for any changes in or additions to such provision. 
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This would appear to give the President the same wide latitude in 
: conducting investigations that currently is exercised by committees 
of Congress. 
‘ Senator ScuorrPet. You understand that some of the committees 
of Congress have had some restrictions put on them in that respect. 
Mr. Rourrin. Yes, sir; Iam familiar with that. 
No justification has been made for this additional grant of power 
or for the purpose of this provision. 


“ 


l 2 9. Authority to discontinue Government statistics: The same objec- 
: tions as just raised must also apply to the provision which would give 
] 4 the President the authority— 


to dispense with any of the statistical work in which any executive department 
> : or establishment, by another provision of law, is directed to engage. 
| This provision would make possible the worst kind of censorship 
and prevent the public from being properly informed, regardless of 
the present directions of Congress, on matters of vital significance. 

10. Price and wage controls: No mention has, as yet, been made 
of price and wage controls or of the numerous amendments proposed 
to title LV of the act. It is the considered judgment of American in- 
dustry that the authority contained in title 1V should be allowed to 
expire June 30 of this year. 

We are opposed to a continuation of the wage and price controls 
because they hinder production. Certainly the record on this from 
the last war is clear. Remember the shortage of white shirts, shoes, 
clothing, and many foods, such as meat. 

We are opposed to a continuation of wage and price controls be- 
cause they breed black markets, undermine character and encourage 
q lawlessness. 

v 4 Finally, we are opposed to a continuation of wage and price con- 
r trols because any such system, regardless of how well administered, 
L- ; necessarily deals with the symptoms rather than the basic causes of 
j inflation, and thereby misleads the public and prevents the general 
d understanding essential to the formulation and adoption of a pro- 
j gram which will be conducive to maximum production, portection of 
the dollar and development of the military and economic strength of 
nh 3 the Nation. 
: ¥ Recently Government officials, including Mr. Charles E. Wilson, 
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[t. ¥ have emphasized in their testimony before you that the great pres- 
)- sure from the military program will come within the next 12 months. 
S.. q Our analysis goes along with this conclusion. In our judgment, how- 
se 3 ever, the proper and only workable method for meeting this increased 

; pressure 1s not through an elaborate system of unlimited controls but 
in 4 through a program that will deal effectively with the features which 
1) e influence production and prices. Specifically, we propose: 

1. Through effective use of the powers of the Federal Reserve Sys- 
1e: ss tem, the private credit system can be prevented from contributing to 
nt 3 further inflation. 

2. Through a serious program of economy, Government expen- 
a ; ditures must be held to the minimum necessary for meeting the pres- ‘ 
ng 3 ent emergency. 

p- 3. The total cost of the military program, as well as other Gov- 


ernment expenditures, must be covered by taxes. 
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4. Taxes imposed to cover expenditures must curtail spending, not 
savings and investments. This means that the program must be 
financed largely through broadly based consumption taxes. It must 
not be financed in such a manner as to siphon off funds which are es- 
sential to the expansion of production facilities. 

Adoption of this anti-inflation program would not result in further 
impairment of incentives to increase production. Coupled with the 
removal of direct price and wage controls which so seriously impair 
incentives, the free market could perform its proper function and eco- 
nomic progress would continue. 

Mr. Chairman, the following pages give a rather detailed analysis 
on the consumer supply situation over the next year. I shall not 
take the time of the committee to read this, but merely to give you a 
conclusion, if you will turn to page 25, the last page of this testimony. 

In summary, the nearby supply situation is not unfavorable. 

The foregoing testimony, Mr. Chairman and gentlemen, quotes for 
one thing Mr. Wilson as pointing out that the supply situation is not 
unfavorable, and it leads to the conclusion that in every quarter of 
1951 the supply of civilian goods will be at least equal to that of 
1950. 

Obviously shortages will develop in some items, and in a free mar- 
ket, after the demands of the military have been met, consumers un- 
doubtedly would bid up prices of these scarce items. But is a price 
rise in a limited number of scarce articles sufficient justification for 
regimenting the entire economy and inviting the disaster which such 

regimentation is bound to bring? Under such regimentation, we can 
expect to encounter shortages which would not otherwise exist, as 
well as the impairment of incentives to increased production. 

On the other hand, if we will adopt a sound anti-inflation program 
such as herein presented, we believe this Nation can move forward 
and defend itself against any enemy while protecting the freedom 
of the people at home. 

The Cratrrman. Now, Mr. Ruffin, you stated that there are ample 
supplies of goods at this time. Of course, you refer to soft goods— 
I mean, cotton goods and the things you mentioned. 

Mr. Rurrtn. No, Senator. I think it is remarkable that the in- 
creases this year have been only in the durable goods sector of con- 
sumer expenditures. 

The Cuarrman. What durables? There would not be any in alum- 
inum, copper, steel, soil pipe, or things like that. 

Mr. Rvurrry. Possibly this will throw some light on it, Mr. Chair- 
man. I’m reading on page 20 of the statement, at the bottom of the 
page. 

The main area of concern with regard to consumer supply is in 
the durable goods sector: automobiles, household equipment, and so 
forth. Since these items require the same materials as defense pro- 
duction, the major impact of rearmament on consumer supply will 
be felt in this sector. Therefore, a more detailed examination of the 
supply and demand situation in the durable goods field is in order 
even though durables account for only 10 to 15 percent of the consumer 
budget, or only about half as much as food. 

Although some reduction is expected in production of various con- 
sumer durables from the extraordinary levels of output reached in 
1950, the supply in 1951 will be very good indeed. 
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The CuarrMan. That is a fact. We all know there are a lot of 
goods on hand today, but with the steel cut-back, the automobile 
people received notice yesterday the supply is going to be much 
shorter. There will be many less automobiles made this year. What 
I was getting to is the fact that conditions today are not going to 
be the same next year at this time. You yourself know the Govern- 
ment does not really have to spend its money. I do not mean to be 
personal about this, but you are president of a cotton mill, and cotton 
mills have not received the Government orders that they are expecting 
to receive in the next year. Would that be correct ? 

Mr. Rurrin. I think that is probably correct. 

The Carman. For instance, I got a letter yesterday from the 
Quartermaster General complaining about the situation in answer to 
a letter on a matter I had complained to him about. You are familiar 
with textiles. There were a good many textile mills that had been 
curtailed, materially curtailed. One happens to be a duck mill in 
Cherokee County, just south of where you are. The Army says they 
want this duck and the Navy says they want this duck. The Quar- 
termaster General wrote me. I sent the letter down to Mr. Wilson 
yesterday, and said they did not have any money until the 1952 budget 
was passed to buy quantities of cotton goods at this time. Until that 
budget does come through there will be an enormous demand, I pre- 
sume, for all of the things that are in excess today. Would you agree 
with that? 

Mr. Rourrin. Yes, sir. 

The CuarrMan. That is the fear this committee has of what is going 
to happen in October, November, and December when they do release 
all that money. 

Mr. Rurrinx. And with particular reference to durables. 

The Cuarrman. That is true in cotton goods. Those mills are cur- 
tailed in my State, in Lancaster County and Chester County, and 
they just do not have the orders today. The Government is not buy- 
ing. I cannot understand the actions of the Defense Department. 
Nobody can convince me with all the money we have appropriated 
around here within the last 2 years that we do not have money to buy 
duck and things that they are crying for; nor can I understand the 
housing situation. We have been trying here since January to find 
out what a defense area is and what a critical area is where people 
could build houses. We have not been able to find that out yet. But 
some day all this is going to come about, and we will know what 
defense areas are, I imagine, and the Army will let these tremendous 
orders that Mr. Wilson refers to: up to a billion dollars a week. 

Your mills and the other mills who are producing Army cloth, or 
that type of goods, that would be a fact, would it not ? 

Mr. Rurrin. Incidentally, Senator, speaking of textiles I would 
like to come back for just one brief moment 

The Cuamman. That is why I asked the question, because I know 
the cotton mills are not loaded up with orders, but have pretty good- 
sized stocks on hand, and I do know, because the people write me, 
that their hours are being reduced and people are being laid off. It 
is inthe papers. You know the big mills in South Carolina are cur- 
tailed—I think it was the week before last. 

Mr. Rurrin. The Springs Mill cut down to a 5-day week. 
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The Cuarrman. And the Army says they do not have the money 
now, but they will have the money when the 1952 budget comes in. 
That is the answer they give, which I do not understand. 

Senator Doucias. May I ask the witness a question ? 

The Cuarrman. Certainly. 

Senator Doveras. Did I infer from your statement that the Na- 
tional Association of Manufacturers is not exactly enthusiastic about 
this bill ? 

Mr. Rurriy. No, sir; it is not enthusiastic, nor about the amend- 
ments. i 
Senator Doveras. Is there anything in the bill which you approve 
of? 

Mr. Rurrin. In the act itself? 

Senator Doua.as. Yes. 

Mr. Rurriy. Yes, sir. We have raised no particular objections to 
titles I, II, and III and titles VI and VII. 

Senator Doveias. Allocations and the authority to requisition. 

Mr. Rurrin. Priorities and allocations, authority to requisition, 
expansion of productive capacity, and supply, the control of consumer 
and real-estate credit, and the general provisions, Senator. 

Senator Dovetas. I have a good deal of sympathy with your fun- 
damental position about the approach to stabilization of prices 
through balancing the budget and through credit controls, but would 
you think it desirable to have a protection in the form of individual 
price controls in the event we are not able to do both of these other 
things? 

Mr. Rurrin. No, sir. We feel that if a sound anti-inflation pro- 
gram is adopted, Senator, that you will not need wage and price 
controls. 

Senator Doveias. Suppose it is not. 

Mr. Rurrry. Well, sir, I think you are going to have inflation any- 
way if you do not adopt a sound anti-inflation program. 

Senator Doveias. Do not wage and price controls slow up the 
advance / 

Mr. Rurrr. I think they will make the situation worse, sir. They 
will create black markets, under-the-counter dealings, and a shortage 
of goods. I think the best thing to hold down prices, sir, is increased 
production. 

Senator Doveuas. I think that is necessary, but I think even more 
fundamental, or equally fundamental, is a balanced budget and pre- 
vention of the expansion of private bank credit, but assume you are 
not able to do these things, may not individual price controls be valu- 
able in slowing up the price advance ¢ 

Mr. Rurriy. I think they will do more harm, sir, in the long run, 
than they would possibly do good. 

Senator Doveias. And you think we should not have had individual 
price controls in the last war? 

Mr. Rurrin. No, sir. I think they failed to work then and I think 
they will fail to work in this situation. 

Senator Dovenas. I was not in the country during the war, but 
as I looked over the figures it seemed to me there had been a relative 
stability of prices from 1943 to the end of 1945. Prices had really 
not gone up appreciably during that period. When the dam broke 
prices went up very rapidly, but it would seem to me that even the 
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opponents of individual price control—and I am ¢ertainly not an 


enthusiast over them—would grant that during the last 21 years of 


the war they had distinctly slowed up the price advances. 

Mr. Rurrin. Well, sir, you must not overlook the black-market 
prices and the shortages of goods. 

Senator Dovetas. Even with black-market prices the general in- 
crease was relatively slight. For example, I have here an index of 
prices. If you take 1943 as 100, the increase in 1944 was only about 
1 percent. For 1945 it was only about 4 percent above what it had 
been in 1943. Then the dam did break in 1946. The period of 1943- 
45, mind you, was at the height of our war-production effort, at a 
time when the budget was greatly unbalanced, and when there was 
great expansion in private credit. 

So it seems to me that the record of the war years indicates while 
price controls cannot permanently postpone price increases that they 
do retard a price increase. I think that it succeeded during World 
War IJ—and would again succeed in decreasing the cost of the war 
very appreciably. 

I wish that we might raise a larger share of the revenues through 
taxation, reduce nonessential expenditures so as to cut the deficit 
to smaller figures. But as to the success of price controls in the event 

ou cannot do these, I do not quite see how you, could get around these 
indexes of price increases which the Bureau of Labor Statistics shows, 
and which I believe are reasonably accurate, namely, a 2 percent 
increase 1944 over 1943, and between a 4 and 5 percent increase in 
1945 over 1943. Even if you allow for black market, still the increase 
was not great. Relative price stability was obtained between 1943 
and toward the end of 1945. 

Mr. Rorrtry. Well, sir, I think when you assess the price-control 
program of World War II on the whole, that it adds up to consider- 
ably more harm than good. They created many shortages of goods. 
You had black-market operations which I believe are already begin- 
ning in this situation today, and they hindered production. I just 
think on the whole, sir, it did more harm than good. 

Senator Doveuas. It is difficult, it is clumsy, and mistakes were 
made. It is a poor method, but if the other methods are not perfectly 
used, would you feel like stripping us of all of this possible defense? 

Mr. Rurrtn. I like your expression, the way you put it, that price 
controls only serve as a dam, but I believe they are not exactly your 
words. The water will pile up behind that dam and that means a 
Johnstown flood when you get through, and it also means, I think, 
very importantly, Senator, black-market prices in the meantime and 
lawlessness and disregard of law. 

Senator Dovexas. I would hate to think that the American public 
was worse than the British public. The British public had been under 
price control, for I suppose, 11 years, and black marketing in England 
for many years was very slight. I think it has probably increased in 
the last year or two under the strain, but on the whole the British 
people had very little black marketing. I would hate to think that we 
were inferior to the British people in our law-abiding qualities. 

Mr. Rurrtn. I would hate to think so, too, Senator, but I am 
afraid that the black-market record of the last war is a very sad reflec- 
tion on the American people. 
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Senator Dovéias. There was one thing, if I may turn to that—— 

Senator Bricker. Maybe that is because the American people have 
seen where it has gotten the British. 

Mr. Rurrtn. That could be, sir. 

Senator Bricker. Government controls have very nearly ruined 
them, and maybe we do not want it here. 

Senator Doveras. Well, controls can be useful at times. There is 
one passage in your otherwise excellent statement on _— 13 and 14 
which I must say did disturb me. I think it is fine that you wanted 


a balanced budget, but I am disturbed by your statement that the 
new taxes— 


must be financed largely through broadly based consumption taxes. It must not 
be financed in such a manner as to siphon off funds which are essential to the 
expansion of production facilities. 

I infer from this that what you say is that we should have a sales 
tax, but we should not have additional taxes of business profits. I 
take it that is the meaning. 

Mr. Rurrr. Well, Senator, I would say that the corporation rates 
and the individual rates are certainly reaching a saturation point, 
and that a broader based consumption tax 

Senator Doveas. A sales tax. 

Mr. Rurrtxn. Would get the only revenue where there is the re- 
maining revenue. We favor a manufacturers’ excise tax. ; 

Senator Dovetas. That is a sales tax. 

Mr. Rurrry. It is a sales tax, yes, sir: at the manufacturing level 
on all products except food and food products. 

Senator Doveras. Well, you exempt food. But since the low- 
income Classes spend a large proportion of their income on consump- 
tion, much larger than do the wealthy, any such sales tax is of 
necessity regressive and the poorer groups will be taxed upon a larger 
fraction of their income. We do not want to soak business, but I have 
been reading the corporation profits figures and studying those and 
the various business journals, and I find corporation profits extremely 
high. Even after taxes they are doing very well. Corporation 
profits before taxes are running at the Tate of $50 billion a year, 
according to the May Economic Indicators figures covering the first 
quarter of 1951. 

I am not here to lecture you, but I wonder if we would not get much 
more social harmony in the country if you were a bit more generous 
in your tax program or if you came forward and graciously : ‘assumed 
a larger portion of deferment of the military expenditures. 

Mr. Rurrry. Senator, may I read you briefly your association’s 
position on the corporation tax? 

Senator Doveras. Surely. 

Mr. Rurrrn (reading) : 





Corporations should pay their fair share of defense taxes. However, sta- 
tistical evidence indicates that an increase of total corporation taxes to a point 
much beyond half of total corporation profits will impair industry’s ability to 
maintain and expand its productive capacity. 

In connection with the volume of profits of which you speak, I think 
that the 50-cent dollar of today should be borne in mind both with 
regard to sales volumes and profit volume. 
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But continuing: 


The resultant decline in living standards and military potential might be 
disastrous. This proportion is not suggested as a precise maximum, but indicates 
the general area in which total corporate profits should be held for the period 
of the defense eff a period during which all taxes will be higher than concern 
for the long-range well being of the people and the Nation would dictate. 
Already corporations have been subjected to two increases in the regular rates 
and the imposition of an excess-profits tax since the emergency began. 





Senator, with reference to your comment on the sales tax, or manu- 
facturers’ excise tax, you have noted that we exempted food and food 
products and neither would rent or services be included. So we think 
that roughly half of the low-income group’s spending would be ex- 
empted from this tax. On the other hand, the more income a person 
has the more he spends, so possibly the higher income groups would 
pay more taxes. 

Senator Roperrson. If the Senator will yield I would like to ask 
Mr. Ruffin a question there. 

Senator Dove.as. Certainly. 

Senator Rosertson. You know, of course, the Banking and Currency 
Committee has no control over taxes. The NAM, the United States 
Chamber of Commerce went before the House Tax Committee and 
offered its tax program, including a general retail hike in food and 
other items. The Tax Committee turned it down. The Tax Com- 
mittee even turned down the recommendations of the Treasury De- 
partment for a limited expansion of so-called excise taxes. They did 
not go as high in any item as the Treasury Department rec ommended. 
Now, we know what the Tax Committee is going to do. Would it be 
realistic for us to abolish wage and price controls on the assumption 
that we are going to have a tax program that will do the job at the 
source and siphon off the money when we know we are not going to 
have it, we have no power to get it?’ We have a control bill and we 
have no control over the tax bill as we may individually vote, but we 
know positively we are not going to have a general retail sales tax. 
That is out of the picture. The committee has already turned it down. 

Senator Douaguas. I am delighted that the House committee reasoned 
that way. 

Senator Ropertson. There was not a single member of that com- 
mittee that proposed it, not one. Some did propose to put a tax on 
co-ops and the committee voted that down. 

Mr. Rurrin. Senator Robertson, if the price and wage controls 
would accomplish what they are designed to do and what the con- 
sumer wants, more and better goods at ‘lower prices, I would surely be 
for them, but I do not think that they do that. 

The Cuarman. I would like to make one suggestion. I notice the 
people in the back are unable to hear the questions, and I was asked for 
the benefit of the visitors that we talk into the microphones that we 
have here. 

Senator Dovucias. Just one more question that I would like to ask, 
if I may. 

Last year the expenditures for military purposes were running at 
the rate of about a billion dollars a month, but next year they will be 
running at the rate of nearly $4 billion a month. That is going to 
mean the disbursement of a tremendous amount of money , while at the 
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same time it will mean the diversion of increasing amounts of goods 
away from the civilian sector of the economy. If this money pur- 
chasing power moves around freely in the economy, is there not a great 
danger that the prices will be bid up because it is unlikely that there 
will be a transfer of purchasing power from one — to another? 
There is likely to be an increase in total monetary purchasing power 
and a lessening of the civilian goods available for purchase. Will this 
not lead to a b:g increase in prices, and therefore an increase in the cost 
of living, and an increase in cost to the Government in its defense pro- 
curement? That is what is worrying me, or one of the things that is 
worrying me. 

Mr. Rurriy. Senator, Dr. Ropey has made a very careful study of 
that subject and I wonder if you would let him talk to the pomt for 
just a moment. 

The Cuarrman. I understood you wanted the other gentleman to 
talk about title V and another title. Has the committee any further 
questions to ask Mr. Ruffin? I think we agreed earlier to let these 
other gentlemen testify for a short time on the other titles. 

Mr. Rurrin. Only Mr. Mosher is going to testify on title V. 

The CHarrman. Would you let him answer Senator Douglas’ 
question ? 

Mr. Rosey. Senator, I agree very much with what you have said 
up to this point. We are very definitely worried about whether that 
money is rattling around in our economy. It is for that reason that 
we worked very hard trying to devise a tax system which we think, 
if properly enacted, and so forth, could wipe out excess purchasing 
power, it would be a great disservice if we left the impression that we 
are not worried about inflation possibilities. We think the threat is 
very real and it is going to take a very courageous tax program and 
economy program and proper kind of credit program to hold this 
thing in check. We do not disagree with you a particle on the danger 
of the inflation, but we think our proposals, if they could be put in 
force, would wipe out. that excess rattling around of currency. 

Senator Doveias. You do not want an expansion of private credit? 

Mr. Rosey. No, sir; we have a very strong position on that, and 
have looked with great favor upon the courage shown by the Federal 
Reserve in its recent action and the action of the voluntary committee. 

Senator Doveias. Courage shown in the last 2 months. 

Mr. Rosey. Yes, sir. 

Senator Doveras. But complete lack of courage shown in the pre- 
ceding 9 months. 

Mr. Rosey. That is right. We agree with you on that. 

Senator Rozertson. Mr. Chairman, I would like to summarize for 
the witness the problem that confronts us as some of us see it. He 
said that a price rise in a limited number of articles is not a justifica- 
tion to regiment the entire economy of the Nation. As we see the 
problem we have had a general price rise that averages 8 percent, and 
on purchases of $200 billion, it is costing the American people now 
$16 billion a year. We do not know of anything that has not risen 
since last June, and some have risen a great deal. We do not think 
we face a problem of a price rise in a limited number of articles. 

Mr. Wilson and others testified, as Senator Douglas has pointed 
out, when actual expenditures reached approximately a billion dollars 
a week we are going to have the greatest inflationary pressure this 
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Nation has ever seen, and some real steps must be taken if the con- 
sumer is not to be wiped out. It is Sieekdy quite severe with the 
pensioners, white-collar workers, and people of that type. 

I have already pointed out that we have no reason whatever to as- 
sume that there is going to be a general retail sales tax. It has already 
been turned down. It always has been turned down. The present 
chairman of the Ways and Means Committee first gained fame in 
1930 when he beat the then chairman of the Ways and Means Com- 
mittee, John Garner, of Texas, on the sales tax in 1930, to meet the 
then depression and need for revenue. He has been against it ever 
since, and he will be against it if he lives to be 100, and I hope he does. 

We know what they have tentatively agreed, in the Ways and Means 
Committee, on the tax bill. It is a little over $5 billion now, and if it 
gets up to $6 billion it will be as high as I expect it to go. 

We know Mr. Taber has announced that his Appropriations Com- 
mittee has cut domestic spending approximately $4 billion, and all 
of the major items on which you can cut domestic spending have been 
acted on. The rest are military and foreign aid. So you have a $4 
billion cut, assuming that the Senate will stand by it, and everybody 
in the Senate knows how we are being flooded to restore a lot of those 
cuts. 

But assume that we hold that; you have a $6 billion tax increase on 
the one hand and a $4 billion savings. That is $10 billion against a 
potential deficit of $1614 billion, and since then the request for military 
spending has been stepped up between nine and ten billion dollars. 

Do you think it is realistic for our committee to proceed on the 
assumption that we will be on a pay-as-you-go basis for fiscal 1952? 
Do you not see that we are bound to be running into a deficit unless 
we cut the military expenditure, and we cut that at the risk of inviting 
Russia to beat our brains out. I am trying to indicate to you the 
problem that we are up against when we consider items that are beyond 
our control. 

Senator Dirksen. Would the gentleman mind a comment ? 

I think my friend from Virginia assumes that since the oracle at 
the other end of the Capitol has spoken, even though it may be of 
dubious quality, that we ought to simply face a kind of defeatism here 
and not try to avoid compounding a mistake; if you assume that that 
kind of a tax program is a mistake; we should go along with it, as if 
there isn’t anything else to be done. I certainly do not embrace any 
of that 

Senator Roserrson. The Senator from Illinois, I think was in 
the House with me in 1942, and I proposed a limited, short-duration 
sales tax to meet part of the war expenditure in that period. The dis- 
tinguished Senator from Illinois will recall that out of the 10 Republi- 
cans on the committee, 4 would go with me on the sales tax, and out 
of the 15 Democrats none would go with me, and that is as far as 
we got. They would not even have hearings on it. This year they 
would not even propose it, not a soul in the Ways and Means Com- 
mittee proposed a retail sales tax. It is not an attitude on my part, 
but I am just trying to be realistic that you are not going to get 
that kind of tax. You have been reading the papers of what the 
committee has been doing on this tax provision. They are trying to 
get income taxes up to where they were in World War II. We face 
a greater need for revenue, because the inflationary pressure is much 
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worse with its overwhelming debt than we had in World War II, 
and we know we cannot go into a big difference in the financing 
rogram without breaking down every restraining dam you might 
build up in the way of credit controls and price and wage controls. 

Senator Dirksen. But the tax bill cannot become law until the 
Senate has acted on it, and if, for instance, the program as suggested 
is right, and if we dare assume that the body at the other end of the 
Capitol could be wrong, then we still have a responsibility here, I 
think, and what intrigues me about this-business is this: If this defi- 
nition from which we operate. is correct, which seems to find excep- 
tions with all the sound economists, you have an increased number 
of dollars chasing a limited amount of goods. Then the remedy would 
be to either increase the amount of goods or to diminish the supply 
of consumption dollars or both. 

Now, I resisted firmly the sales tax for the District of Columbia, 
notwithstanding the fact that it has been a great money producer 
in the State of Illinois for years, as my colleague Senator Douglas 
knows, as my friend Senator Lucas so well knows, and people have 
not quarreled too much about it. 

Senator Rorerrson. I would like to say this, that if we have in 
the Senate and in the House a large percentage of Members who do 
not care whether they get reelected or not, I have not observed that. 

Senator Dirksen. It may be all right, but the point is if there is any 
validity in that thesis about how to get at inflation, then certainly 
something could be said, notwithstanding the regressive character of 
a sales tax. That is one place where you ‘diminish the number of con- 
sumption dollars, and whether the House has spoken or not certainly 
does not make any difference to the junior Senator from Illinois. 
am just trying to find a program that will meet this incipient threat 
of inflation—maybe it is more than an incipient threat, maybe it 
will be with us for some time. 

Senator Ropvertrson. The Senator from Illinois has always been 
a courageous man even when he did not have a 6-year term to look 
forward to. 

Senator Dirksen. I think my friend can do me greater justice than 
that on the basis of the record at the ocher end, I am sure. 

Senator Ropertson. I am just trying, based on 18 years of observa- 
tion here of the way Congress functions, to take a realistic attitude 
about what we are up against, and one of the things that are definitely 
out of the picture, so far as I am concerned, is a pay-as-you-go plan 
based on a broad retail sales tax. We are not going to have it. 

Senator Dirksen. Well. I want to say to my friend from Vi irginia 
sitting on the majority side, if he will assume the leadership, he will 
find the junior Senator from Illinois probably marching under his 
standard, if it is sound. 

Senator Rorerrson. That is a great compliment, but the Senator is 
safe in following that leadership. 

The CHamman. Senator Sparkman. 

Senator SparkMAN. Mr. Ruffin, I was not in here when you started 
your statement, so the questions I ask you may be duplicative. 

Mr. Rurrin. Senator, I wonder if you would let me speak for just 
a moment to the point Senator Robertson raises. 
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Senator Robertson, you speak of a retail sales tax. I do have hopes, 
and I believe the House Ways and Means Committee is now broadening 
the excise taxes. We favor instead—— 

Senator Ropertson. With all due deference, if I may interrupt, I 
would certainly have thought, in view of the fact that the American 
people were buying between eight and nine billion dollars a year for 
hard liquor, that they would take the Treasury recommendation of 
$12 a gallon, because that is cash on the barrel head; you do not have 
any Regulation W or Regulation X, or anything else on those pur- 
chases, and they have got the money to buy it, and they do buy it. I 
would have thought that it would have taken the Treasury recom- 
mendation on that, but did they do it? They cut it to $10.50. 

Mr. Rurrrin. I am hoping, sir, that our program of a broadly based 
manufacturers’ excise tax on end products is meeting favor in the 
country, and I am hoping that Congress will also look upon it with 
favor. 

Senator Roprrrson. That is all right to hope before the House com- 
mittee acts, but why keep hoping w hen some ody has told you “no”? 

Mr. Rurrix. We realize that probably no one knows the amount of 
additional revenue that is going to be needed. We think it is bound 
to come to a minimum of $10 billion, and perhaps closer to $25 billion 
annually, and we hope that Congress will raise that money by taxes 
in some way, and certainly not continue the disastrous deficit spending. 

Senator Rorerrson. But you do not even want the proposed in- 
creases on corporate and personal taxes that will carry the rate up 
approximately to what it was in World War II imposed, yet you want 
$10 billion, at least, of new revenue. How do you expect to get it? 

Mr. Rurrti. We did not say flatly, sir, that there should be no 
more increases in cor por ation rates. I do say that in my own opinion 
they are reaching certainly the saturation point, both on individual 
and on corporation rates. 

Senator Roprerrson. Last January you will probably recall I was so 
brash as to propose expeditious action—the papers called it a 
“quickie”—on the tax bill. Of course, there is not any such thing as 
a quickie tax bill, but there could be relatively speedy action on the 
tax bill. I outlined then certain items that ought to be acted on 
promptly, that would be calculated to produce bet ween seven and eight 
billion dollars. Everything that the House has included so far in the 
tax bill is what I recommended last January, everything, but they 
have not put in some of the things that I did advocate, for instance, 
as I said, about the revenue that could be gotten out of whisky, wine, 
and beer, and things like that, that are not essentials. 

Mr. Rurrin. I certainly hope that the Congressmen would follow 
you on your action on taxes. 

Senator Rorertson. I pointed out that if they did not put those 
excise taxes on property that revenue would be gone forever. I pointed 
out that since a majority of taxpayers pay only the normal tax with- 
held at the source, you cannot make a personal income tax retroactive, 
you cannot collect it. All right, that is gone. When do you think 
the House will finish this tax bill? This is May 18. Do you think 
the House will finish it by July 1? 
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Mr. Rurrtn. I would not know, sir. 
Senator Roserrson. If the House takes 6 months, do you not think 
the Senate will take at least 3, because after all we have unlimited 
debate when a bill gets on the floor. 

Do you look for a tax bill before next October? That is what I pre- 
dicted last January, that we would not have it before October. 

Mr. Rurrty. I hope we will, but you would know better than I, sir. 

Senator Roserrson. That is the situation, All the witnesses that 
have been before us that sponsor this program say that in the next 
6 or 8 months we face the greatest inflationary period of our entire 
history. Do you think when we cannot possibly carry on a program 
to reach this inflationary pressure at the source we should knock all 
the little chunks out that we are trying to put in in the way of credit 
controls, price controls, and wage controls and fall back on a theory 
that the House should have done something different from what they 
did and therefore we are not going to pass any bill now to do anything 
about it? That is the substance, as I see it, of your recommendation 
here today, and that is what disturbed me. I agree with Senator 
Douglas. You have some mighty good comments on these new things 
that have been proposed here, and they will have very serious consid- 
eration, but when you come down to knocking out price and wage 
controls and practically everything that is a real check on this terrific 
inflation and rely on the tax program that we know is not going to be 
adopted, I think you are leaving us out on the limb. 

Senator SparkMAn. Mr. Ruffin, Senator Robertson has said most of 
the things that I wanted to say. I was going to say that I had read 
your specific recommendations, and I do not see how anyone can 
quarrel essentially with the recommendations you have made. Of 
course, I agree with the statement Senator Robertson has made about 
the necessity of our being realistic about these things. However, let 
me ask you, with reference to your first specific recommendation, 
that is the exercise of the power for Federal Reserve System to curb 
private credit so to not contribute to further inflation. 

Do you believe that the Federal Reserve Board is using its powers 
properly today ? 

Mr. Rorrin. Well, sir, it has begun to use them, and I hope it will 
effectively use them from here on, because I think it could have a 
tremendous effect in stopping this inflation which is such a burden 
upon us and which we agree is a great threat to the country. I think 
it is as serious a threat as international communism, and heaven knows 
that is very serious. 

Senator SpaRKMAN. Do you believe the Federal Reserve Board has 
sufficient powers today to do the things that you think it ought to 
do? 

Mr. Rorrin. I think it probably has, sir. 

Senator SparKMAN. You do not recommend additional legislation 
for that? ’ 

Mr. Rorrrn. I would be willing to see the Federal Reserve Board 
have additional powers if they need them, Senator. 

The CuatrmMan. Well, you need not worry about that. I do not 
know what the committee will do about it, but further restrictions are 
coming. 
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Senator Dovetas. Suppose the Federal Reserve Board comes up 
and asks for powers to increase reserve ratios. Do I understand you 
would favor that? It is an “iffy” question. 

Mr. Rurrin. I would say, sir, only if they have to have them, and 
if the need has been proven to you gentlemen. 

Senator Doueias. What we may face is this: In order to insure 
the refunding of Government securities—which, as you know, are 
coming due in enormous quantities—to support the market for that 
the Federal Reserve Board may have to buy considerable quantities 
of Government securities. If it does, this will increase the reserves of 
the member banks and make possible great credit expansion unless 
that is checked in other ways, one of ‘which would be the increase 
of reserve ratios. When that happens I can picture the banks, who 
naturally want to earn as much as they can, objecting to an increase 
in the reserve which will sterilize their absolute reserves. If in that 
struggle which may be coming we can have support of the National 
Association of Manufacturers if would be like the shadow of a great 
rock in a weary land. 

Mr. Rurrin. I am sure, sir, that you gentlemen would have to ap- 
prove the need of it, and we are so strong for proper credit controls, 

if they are proven to be needed I think we should have them. 

Senator SPARKMAN. I should like to suggest that most likely there 
will be a request made of us, because as I understand, the Federal 
Reserve has pretty well used up its authority for reserve requirements. 
There is a shght margin left, very slight if I recall correctly. 

As I understand the position of your organization, it is that if we 
could get the kind of a program enacted into law you think it would 
do the job, controls would not be needed. 

Mr. Rurrin. We do think so, sir. 

Senator SparKMAN. Suppose we are realistic along the lines Sen- 
ator Robertson has so forcefully argued and think that all of these 
are not going to be put into effect, that is, in full. I think in large 
part they either are or will be put into effect. Then what would you 
do with reference to controls? Would you still advocate ending 
controls? 

Mr. Rurrin. Senator Sparkman, I cannot bring myself to advocate 
under any circumstances, I am afraid, the continuation of wage and 
price controls. May I simply express the hope that Congress will do 
what is needed to be done for a strong workable anti-inflation pro- 
gram, which we think we have outlined. Then wage and price con- 
trols would not be needed. 

Senator SparKMAN, Certainly we cannot afford to sit by and see 
this curve continue to go up, can we? 

Mr. Rurrin. We think it will not go up, sir, if the proper work- 
able anti-inflation program is adopted. We really do not, and I do 
not think price and wage controls are going to hold down inflation. 
It will simply cover up the symptoms with which they deal. They 
do not deal with the real causes of inflation. I believe that is gen- 
erally admitted. The Administrator, Mr. Eric Johnston, said that 
when they were imposed, to quote him exactly in late last January, 
that the wage and price controls will not be effective for long, and they 
should be removed at the earliest practicable moment. ; 
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He further said that the only way to stop inflation is to get the 
people of this country willing to pay taxes high enough to balance 
the budget and to accept sharper credit curbs. I think I quoted him 
verbatim. I have quoted him often in speeches. 

Senator SparKMAN. I suppose this committee would go along with 
that philosophy. Mr. Wilson, as I recall, has indicated that our 
productive capacity would be stepped up to such a point that he hoped 
by 1953, I think he suggested, did he not, controls would no longer be 
necessary. - 

You still, of course, recognize production as being the greatest 
control on prices and wages and stabilization generally. 

Mr. Rourrin. That is ‘surely one of the most effective controls, yes, 
sir; increased production, and unfortunately price and wage controls 
hinder production, very badly hinder production. 

Senator SparKMAN. It is not being hindered now, is it? 

Mr. Rurrin. Yes, sir, I think production i is beginning to be hindered 
now by wage and price controls. We have been w aiting in textiles for 
a price order from the Office of Price Stabilization for months. I 
think that has interfered already with textiles, as has a strike against 
title V of this act by the unions in the South—my own industry and 
my Own company was affected. 

Senator Sparkman. Did your company have a strike? 

Mr. Rorrin. Yes, sir. 

Senator Sparkman. Is it still strike-bound? 

Mr. Rurrrn. No, sir; it lasted for 6 weeks and it was over a week 
ago. It wasa strike against the Defense Production Act—or rather, 
against the Wage Stabilization Board, the original Board set up 
under this act which limited wage increases to 10 percent. My own 
company and other companies in the South had given 8 percent and 
offered to give the 2 percent additional but the union leaders called 
a strike, a strike against Government, not against my company. 
Our people were kept out of work, 7,400 ‘of them, for 6 weeks on that 
basis. 

Senator SparKMAN. Did you try to get action on that textile regu- 
lation in order to avert the strike? 

Mr. Rurrrn. No, sir. 

Senator SparkKMAN. You knew ahead of time it was coming, did 
you not ¢ 

Mr. Rorrin. We had warning; we had negotiation. 

Senator SparKMAN. That is what I mean. 

Mr. Rorrtn. We had genuine collective bargaining ahead of time 
trying to prevent it, but, ‘unfortunately, the union members, the labor 
oflicials of the Wage Stabilization Board, went on strike against the 
United States Government and walked out, so you had no wage board 
functioning. 

Senator SparkMAN. The reason I asked the question was this—— 

Mr. Rourrin. But we ae collaborate, if that is the question, in trying 
to get that limit raised. I did not think I could bring myself to ask 
the anti-inflation program in Washington be changed. 

Senator Sparkman. I refer to the textile regulation in the Office 
of Price Stabilization. 

Mr. Rurrix. We worked on that for weeks and weeks. 

Senator SparKMAN. Did your organization, the American Cotton 
Manufacturers Association, in its meeting down at White Sulphur 
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Springs take positive action asking for early action on the issuance of 
the textile regulation ? 

Mr. Rurrin. I am quite sure we did. Members of our industry 
have been camping in Washington, just begging and urging OPS to 
get out some program because the orderly marketing of textiles has 
been interfered with. Not alone that, but the production of the goods 
is badly needed. 

Senator SparKMAN. I will tell youthe reason I was asking you these 
questions, Mr. Rurrin. When I started out I really did not intend to 
get into this, but as you may know my home town, Huntsville, Ala., 
has a good bit of textile activity. 

Mr. Rurrry. Y es, sir; you had part of that strike there. 

Senator Sparkman. Yes, we certainly did; all of our textile mills 
were affected by it, and a week or two before that strike—about a week 
before that strike went into effect, I had a telephone call from the 
executive manager of the Alabama Cotton Manufacturers Association 
telling me that ‘it was coming unless they could get that textile regu- 
lation issued, that they were powerless to stop it. 

Mr. Rurriy. Unless they could get the 10-percent wage formula 
raised, was not that what he said ? 

Senator SparKMAN. No; they told me they were not able to nego- 
tiate as long as they did not know—— 

Mr. Rurrin. | see your point; that is quite true. 

Senator SPARKMAN. What price at which they would be able to get 
their textiles, and I am talking about the textile regulation out of the 
Office of Price Stabilization. All right, as it happened, I was present 
at the luncheon just the next day or so at which Mr. DiSalle was pres- 
ent, and after the luncheon was over I was talking with him, and I 
brought up this subject. ‘This was the day before your Cotton Manu- 
facturers Association met down in White Sulphur Springs, and as it 
happened there was a gentleman standing there who used to be— 
whether he is now or not I do not know—an official of the American 
Cotton Manufacturers Association. I was urging Mr. DiSalle to act 
quickly on this textile regulation so that they could have some basis 
upon which to talk, so that the strike might be averted. 

Mr. Rurrry. That would have been helpful. 

Senator SparKMAN. But the official of the American Cotton Manu- 
facturers Association, standing there with me, said, “Now, Mr. Di- 
Salle, we are interested in that and we were hoping you would hold 
that in abeyance.” 

Was he representing the American Cotton Manufacturers Asso- 
ciation on that ? 

Mr. Rurrry. I do not know why he would say that, because a wage 
increase was involved, and until we had assurance that some lines of 
cotton goods already priced below cost. For instance, until we in my 
own company had assurance that the wage increases would be al- 
lowed and new prices set, our consideration of the whole matter cer- 
tainly was hindered. But for that matter, we were already up against 
the wage ceiling that the Wage Stabilization Board had set, so actu- 
ally it was a strike against the United States Government. 

Senator SpaRKMAN. I am not arguing the merits or the demerits 
of the strike. 

Mr. Rurriy. I understand, sir. 





avoided. 


Mr. Rurrtn. It should have been avoided. 

Senator Sparkman. Yes; but I was just interested, since we got 
into this discussion, in the divergent opinions of two segments of 
the same organization with reference to what could have been done. 

Mr. Rourrtn. I do not think he actually meant it that way, Sena- 
tor. I do not see how he could have. 

Senator SparkMAN. You do not think he meant it that way? 

Mr. Rurrty. I do not think he meant to hold that the industry— 
I am sure that the industry 

Senator SparkMAN. I gave you the words that he used, that it 
should be held in abeyance; that is what he said. 

Mr. Rurrry. He must have been facetious, because our industry has 


repeatedly 


Senator Sparkman. Oh, no; the fact was he was leaving that night 
to go down to the convention at White Sulphur Springs. Now, it is 
probable that he meant hold it in abeyance until the convention down 
there acted on it. I do not know about it, and I would not say. 

Mr. Rorrin. It could be, sir. 

Senator Sparkman. Mr. Ruffin, I watch these indexes from month 
to month, the economic indicators that our Joint Committee on the 
Economic Report has published for the use of our committee and 
Sometimes I wonder what is going to 
happen if we are destined to just keep going up and up and up on 
prices. Of course, I certainly do not want to be put in the position of 
arguing that controls as a permanent thing are desirable; I do not 
I want to see the time come when by combination of the 
various factors, we can have at least a stabilized condition without 
the necessity of controls. 

You know in these days we are hearing a good bit about predictions. 
I have an ad of the NAM here—and you have heard of this before— 
that was published in the New York Times on Wednesday, July 3, 
1946. It is brief and I just want to read it into the record: 


The future with 


for anybody who wants it. 


think so. 


other time. 


haping for. 
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Senator Sparkman. I regretted very much seeing the strike, and 
it seemed to me to be a situation that certainly could have been 








The members of the National 
Manufacturers have no intention of rocking the inflation boat now or at any 
If OPA is permanently discontinued, the production of goods will 
mount rapidly and through free competition prices will quickly adjust them- 
selves to levels that consumers are willing to pay. 
ican manufacturers are determined to produce as much as they can, as fast as 
they can, to sell at the lowest possible prices. 
determined that such price increases as may be necessary will be only those 
fully justified by increases in wage and other production costs. 
duction gets rolling again, supply will catch up with demand, prices will be 
fair and reasonable to all, quality will be improved, black markets will dis- 
appear, and America will enter the period of prosperity that everyone has been 
The National Association of Manufacturers for a better tomorrow 
for everybody. 


Now, I am looking at this copy of Economic Indicators—you do 
not happen to have a copy, do you? 

Mr. Rosry. No; I do not have one with me. 

Senator SparkMAN. This is the May 1951 issue, and I notice that 
on all items in 1946 the monthly average was 139.5, the index, and 
that March 15 of this year it stood at 184.5, an increase of 45 points. 
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For food it went from 159.6, the 1946 average, to 226, or an increase, 
I believe, of 67. 

Apparel, 160.2 average for 1946, to 203.1, an increase of 43. 

Rent, which has remajned under partial control, from 110.1 to 134.7, 
a 24.6 increase. 

Fuel, electricity, and refrigeration, partially controlled through 
street regulation, from 112.4 to 144.2, a 32-point increase. 

Housefurnishings, 159.2 to 210.7, or an increase of 51.5. 

Miscellaneous from 128.8 to 164.3, an increase of 36. 

Mr. Rurrin. Do you have the wage indexes, Senator. 

Senator SparKMAN. I have just had a memorandum handed me 
here where somebody has calculated for the last half of 1946, and of 
course these economic indicators do not show that, but just for the 
last half of 1946, the 6 months after this ad appeared, which was 
indeed a hectic period, a period during which the controls were re- 
moved. As to consumer prices, all items, 15 percent; foods, 27.7 per- 
cent; apparel, 12.3; rent, 0.3 percent; fuel, electricity, and so forth, 
4.5 percent; housefurnishings, 13.5 percent; and miscellaneous, 6.4 
percent. 

I have it figured it out for wholesale, but I am not going to take 
the time to read it. Mr. Chairman, I would like to insert that in the 
record. 

The CuatrrmMan. Without objection, it will be inserted in the record. 

(The information referred to is as follows:) 


Price rises, last half 1946, June to December 


Wholesale: Percent 
All items___- ad : i as ; ; 24.8 
Farm sisieliciee cached i ; 20 
SN PE a OS eS eee cae Se : 41.8 
All other (industrial)... -__~- : ee ‘ as ‘ 18. 
Hides and leathers____--~- ee 14. 
a . 2 a cas ss 23. 
am and best... eae zg : ; 9. 
a a cat . : ms 20 
NO SU iain 4 setcicninediingn inet al a bce e 21.5 
ERTS Se te FE aE St ee ee , ; : oe 30. 4 
cnc Ss ce : 8.9 
SS EI AB Lah) SNARE i Re . 10. 6 


Source: Bureau of Labor Statistics from President’s Economic Report, Jan- 
uary 1948. 

Senator SpaRKMAN. Mr. Ruffin, I would welcome your comments 
on that. 

Mr. Rurrin. Senator Sparkman, possibly you would not consider 
it too important, but I am sure you realize that the prices you have 
read do not include black-market dealings which, in my opinion, were 
very large at the end of the OPA period and—— 

Senator SparKMAN. I do not want to break in there, but of course 
you pointed out in your ad that black markets would disappear. 
That was one of the incentives for taking off controls. 

Mr. Rurrin. I mean when you compare the end of OPA prices 
with the subsequent price rise, that the prices quoted do not reflect 
black-market prices that were being paid, say, early in 1946. The 
price level was actually higher for consumers than it is here indicated. 
I am sure you realize that following OPA we had, in a matter of not 
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too long a period, three wage rises. We have some charts and it 
would take but a moment to show them to you. I would like to get 
Dr. Robey to comment upon them, if he will. 

Senator Scuorrren. Senator, before Dr. Robey comments, if the 
Senator will yield, I wanted to ask if the Senator from Alabama did 
not think that in those calculations it should also be shown that in 
1946 the wage level started at $1.08 per hour, and in 1951 it is $1.57 
per hour, so that also increased. 

Senator SparkMAn. Yes, I certainly“do not discount that, but the 
thing about it is this: Certainly that is just as dangerous as this, 
but does this consumer price increase produce the wage increase or 
does the wage increase produce this? 

Senator Scuorrret. That is the reason why I wanted the doctor 
heer and Mr. Ruffin in his answer to cover that phase of it if they 
can. 

Senator SparKMAN. Of course, before he starts speaking I might 
say this. I frequently said I think we made a great mistake in post- 
poning putting these controls on to the point that we did. I had fre- 
quently said the time that we should have acted was back early last 
fall when United States Steel announced its increase. United States 
Steel announced in advance it was going to increase wages, that is 
what it amounted to. Mr. Fairless, the chairman of the board, made a 
speech out on the west coast in which he said in substance, “I am an- 
ticipating demands from my workers for a wage increase, and I think 
they are entitled to it, “and, of course, all it took then was to make the 
demand and wages went up, and United States Steel announced a 
price increase for United States Steel a which affected — 
products generally throughout the country. My guess is that wa 

certainly sufficient to absorb the w age increases plus a little additional 
profit. Then automobiles followed “and coal followed and the merry- 
go-round was going again. What I want to find out is how and when 
are we going to stop that merry-go-round action that constantly takes 
these graphs upward ¢ 

Mr. Rurrin. Senator Sparkman,.we welcome the questions you have 
raised, and we would like the privilege of talking on that subject. 

Senator SparKMAN. I would welcome—as I say, I am not raising 
any criticism. I am trying to arrive at an answer, because I think it 
is a serious matter for all of us. 

Mr. Rurrin. It is, and it is a very interesting subject for discussion, 
too. 

Mr. Rosey. We thought perhaps somebody would raise this ques- 
tion; we hoped they would, because we are just as much concerned 
about this spiral as anyone else. I thought first you might be interested 
in seeing a long term trend. Going back to the beginning of the war, 
1939, these are consumer prices which, of course, put pressure on 
wages or the other way around, if you like. 

Starting with 1939 as equal to 100, you will notice that there has 
been this upward swing of consumer prices, a general upward trend, 
so that today the consumer price index stands about 185. During the 
same time the average hourly earnings in manufacturing have gone 
up until they stand just short of 250. 
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The particular period that you are raising a question on is 1946 
and since then, so I had another chart drawn starting with January 
1946 as equal to 100. You will notice that in the first half of that year 
there was a very sharp increase of wages, very sharp. The black line, 
which is the wages, went up very sharply. We came into the middle 
of the year and OPA was modified and you had the price level then 
rise to the increase in wages. At the end of the year the price level 
went a little bit higher, then it leveled out and wages caught up with 
it again. In the middle of 1947 wages went ahead again and prices 
lagged. In the third quarter of that. year prices came up with it. 

‘We stayed that way pretty much until the middle of 1948, and I 
think, Senator, this will interest you especially. Starting in the 
middle of 1948, prices began to go down. They continued a general 
downward trend until just before Korea. In’ the meantime wages 
continued to go up, then level out in 1949, dipping a little in the third 
quarter and starting up at the end of 1949; that is about 4 months 
before prices began to go up. 

Now, it is rather amazing, taking this period since 1946, that con- 
sumers’ prices have gone up about 42 percent while wages have gone 
up, let us say, approximately 57 percent. Wages have kept ahead 
recently, all the time. 

I would like to go back to 1946 again. We made the statements 
that you read, although I forget the exact date of the advertisement 
that you were reading. 

Senator SPARKMAN. July 3, 1946. 

Mr. Rosey. In December of that year we had occasion to do some 
further commenting on what was going on in prices, because at the 
end of that year Mr. Robert Nathan brought out a report which at- 
tracted a great deal of attention, saying that wages could be further 
increased substanti: uly without a change of prices. So we reviewed 
Mr. Nathan’s statement, and here are some prices that we quoted: 

Men’s wool robes, down 35 percent; ladies’ handbags, down 65 percent; boys’ 
suits, down 35 percent; gas heaters down 32 percent; glassware down 10 to 40 
percent; fur coats down 15 to 40 percent—I probably should not mention that. 
Furniture down 20 to 50 percent; toys down 10 to 64 percent; housewares down 
20 to 50 percent; rugs down 20 to 50 percent; sport shirts down 17 percent, and 
so on, a whole group of them. We concluded at that time, and I think the state- 
ment will hold and that most of you will agree with it, that we were facing the 
question of whether you could have still another round of wage increases with- 
out any effect upon prices. These were our exact words. Here then in a word 
are the alternatives which today face the American public. 

One, hold wages steady and thereby keep the way open for competition and 
buyer resistance to hold prices to proper levels. 

Two, give another round of wage increases and thereby force prices still higher, 
higher as shown by the experience earlier this year by just about the amount of 
the wage increase. 

The specific answer, then, to your question, Senator, it seems to me, 
is that we have gone through a long period of wages going up, prices 
going up, maybe going a little too far, then another round of w age 
increases, and so on, and so forth: Unless we ean break that spiral 
and get back to the point of having a relation between the amount of 
wages paid and productivity, then we are bound to continue on an 
inflationary trend. 
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Senator Scnorrren. Would you yield for a question there, Doctor ? 
Mr. Rosey. Certainly. 

Senator Scuorrre,. Am I correct in my statement that about 62 
percent of the national income is made up of wages, of wage 
payments ? 

Mr. Rosey. National income, I can give you the exact figure; but 
that is roughly true. 

Senator Scuorrren. Therefore, it would appear that commodity 
prices cannot be stabilized without some realistic approach to wage 
stabilization. Do you agree with that ? 

Mr. Rosey. Definitely. 

Senator Sparkman. Doctor, how are you going to get wage stabili- 
zation unless we have some kind of Government controls—and you 
are advocating taking off all Government controls—when we see 
things happening the way it happened with steel and coal last fall! 
There was no collective ‘bargaining to any extent. As I say, Mr. 
Fairless virtually announc ed in advance, and if you will remember 
the coal people announced one day they were going to increase, and 
I believe they held their meeting the next day, and the announce- 
ment came out that it was agreed to. Whether true or not it looks 
like collusive action between industry and labor to jack up wages 
which we know will carry with it a jacking up of prices, and I think 
the record shows that in every instance it also meant a jacking up of 
profits. The result is you get a wider profit margin, it is an incentive 
to labor to ask for greater wage increases, whereupon industry grants 
it and asks for greater prices and we, the consumer, pay the bill, and 
the curve keeps going up. 

Senator Bricker. Mr. Chairman, I found out the other day that is 
one of the fundamental defects of your wage stabilization set-up 
at the present time, when you have a shortened supply and an in- 
creasing demand you are bound to have management and labor agree- 
ing upon increased prices and the poor public and taxpayer has got 
to pay the bill. That is exactly what is going on now and Mr. 
Johnston proved it in his testimony here when he said that there was 
already an agreement on the part of the labor members and the 
industry members ‘of the Stabilization Board, so-called. Whether 
legal or otherwise, that there were 1,600 cases of demanded wage 
increases and they had agreed upon them. That leaves the public 
practically unrepresented, is what it amounts to the way the whole 
wage stabilization program is being conducted at the present time, 
and it is inevitable just as you say. 

Senator SparkMAN. I did not understand that the Wage Stabili- 
zation Board had agreed on it. 

Senator Bricker. But the industry members told Mr. Johnston that 
the labor members had agreed on it, and they are certainly the 
majority of the representation on that Board. 

Senator Sparkman. But I understood the complaint that was 
coming.up Was that industry and labor were agreeing on these wage 
increases as between themselves. 

Senator Bricker. Which are a majority of the Board. 

Senator SparkMAN. Much faster, and in many more cases than the 
board agreed to. 
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Senator Bricker. He said they had agreed upon 1,600 cases already 
and, of course, that means the majority of the Board, and that means 
the ultimate approval of all of them. 

Senator SparkMAN. But how many cases had been submitted to 
them ¢ 

Senator Bricker. That is the number. 

Senator Sparkman. I thought—— 

Senator Bricker. I did not know he testified there were any more 
than those. 

The Cuarrman. I do not remember that, but he did say that. 

Mr. Rurrin. Senator, may I interrupt just a moment‘ 

Senator Sparkman. About 10 percent, was it not ‘ 

I want to get my point clear. I am not disputing the statement 
you make. 

* Senator Bricker. All of those pierced the 10-percent ceiling. 

Senator SparKMAN. As I understand the situation, the tendency is 
for industry and labor to agree on wage increases beyond what Mr. 
Johnston and the Wage Stabilization Board believe ought to be 
granted. 

Senator Bricker. That is the 10-percent ceiling, and that is exactly 
what he testified to. 

Senator Sparkman. Then if you did not have some kind of stabili- 
zation program, some kind of control, it seems to me the condition 
would be even worse than it is now. 

Senator Bricker. That is not stabilization, that is pressure. 

Mr. Rurrin. Senator, may I interrupt just a moment / 

Senator SpPARKMAN. Yes. 

Mr. Rurrin. I am quite familiar with the situation—— 

The Cuatrman. I want to call the committee’s attention to the 
fact that we have a lot of witnesses to hear; the National Grange, and 
so forth, and all the people are here from out of town. Senator Lucas 
is here. 

Senator SparKMAN. I would like to say this. I think it is the most 
dangerous thing confronting us. 

The Cuatrman. Absolutely; and I am glad to have Mr. Ruffin 
oblige. Senator Bricker said he had a few questions, but I just wanted 
to call the committee’s attention to the:fact it is 10 minutes of 12 and 
we have two more witnesses to hear before lunch. 

Mr. Rurrin. Just one thing, Senator Sparkman, on that question 
that you and Senator Bricker are discussing. I am quite familiar 
with it. 

What has happened is that hundreds of manufacturers have agreed 
with the unions under pressure and threats of strikes to increase 
wages, but I do not believe, Senator Bricker, that the question has come 
to the industry members, or the labor members, yet for full decision. 

Senator Bricker. I am going on Mr. Johnston’s testimony, and I 
heard it. Fa 

Mr. Rurrin. What I think he meant was the agreement was be- 
tween the particular manufacturers and the union. 

Senator Bricker. That was not his testimony. 

Senator SPARKMAN. That was exactly my understanding. 

Senator Bricker. That is not what he testified here. 
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Mr. Rorriy. Senator, the Board was not in session at the time 
and had not been reconstituted. I am sure that what Mr. Johnston 
meant possibly was contrary to the testimony shown in the record. 
The Board was not in session at that time. 

The Cuatrman. Do you have some questions, Senator Bricker ? 

Senator Bricker. I asked him the second time and he reaffirmed it, 
because I was deeply concerne’ about it. I am very anxious to hear 
Mr. Mosher on title V and I ao not want to delay this very long, but 
Mr. DiSalle testified here the other day that in the appropriations 
this year he has asked for enough to employ 35,000 people in his price- 
control program. How many people in industry do you think it would 
take to comply with the regulations that have been issued and likely 
will be issued during the year if he has 35,000 employees? 

Mr. Rorrtn. Mr. Mosher is going to get into that question, Senator. 

Senator Bricker. Well, I will delay that question then at the 
present time. 

We had the farm representatives here yesterday, and they testified 
to the effect that the inevitable result of the orders issued on the farm 
production, and I note in connection with that there has been a re- 
lease from the control on wages of 8 out of 10 farm employees at the 
present time by a recent order issued by the director. They testified 
that the inevitable results of the order would be a reduction in pro- 
duction on the farm, particularly on livestock and meat products. 

Do you feel that the same thing will result in industrial production 
as the result of these controls that are so intricate and hard and diffi- 
cult to not only understand but to administer? 

Mr. Rorrin. Senator Bricker, we do not have the slightest doubt 
that that is exactly what would take place. 

Senator Bricker. You mentioned, too, a moment ago that controls 
of the Federal Reserve being very effective, and I agree entirely with 
you, that they are very effective. Mr. Martin testified here the hous- 
ing starts this year would likely run about 1,100,000 this year as con- 
trasted with the goals set by the Government authorities when they 
came before us with their bill, of about 800 to 850,000 units this year. 
T noticed in the report of the home builders meeting that because of 
curb credits there would likely not be more than 650,000 or 700,000 
starts this year. ° 

Do you think that is true? 

Mr. Rourrin. We do not know, sir, about that, but I think it is 
illustrative of the effective use of Federal Reserve powers. 

Senator Bricker. That is what I am getting at. 

Mr. Rurrtn. I do not know whether the estimate would be correct 
or not. 

Senator Bricker. The Federal Reserve Board’s control of credit 
is about the most powerful control that we have at the present time. 

Mr. Rourrry. We hope it will be used effectively. 

Senator Bricker. I agree entirely with that, and the Federal Re- 
serve now will come before us, as the chairman well knows, with re- 
quests for increased power over bank reserves and maybe in many 
other respects. 

Do you fecl that those are needed at the present time ? 

Mr. Rourrtn. Senator Bricker, I feel that no doubt you will require 
the Federal Reserve to prove to you the need for additional powers. 
T just would not know. I am not competent to pass on that. 
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Senator Bricker. Mr. Martin did definitely go into that question 
here, and no doubt will be recalled when that does come in. 

Last night when I left this hearing there were five industrialists 
from Ohio of different concerns waiting in my office to talk to me 
when I got there, and the whole import of their discussions was to the 
effect that under Regulation 32—A, and also under CPR 30, it is prac- 
tically impossible for them to comply. One of the representatives 
told me this, which was a rather challenging thing, I thought, and 
ought to have some attention, that he came down to see the head of 
the division under which he was operating, and that finally he got to 
a second assistant, or something of that kind, to discuss his matter 
with him. He said he had products that he had not made for 20 
years now under order, and it was practically impossible to fix a price 
on them because of costs; that they manufacture some 15,000 or 20,000 
items which are needed very much in the war production program 
at the present time; and that he had just not been able to comply with 
these regulations; that he had gone to his auditor to see—and he only 
had one bookkeeper in his office which only employed 100 people— 
to see if the auditor could fill out the forms and comply with the two 
regulations that I have suggested, and he had a letter which he showed 
me, that it was practically :mpossible to do it. 

He went to this assistant in the department and said to him, “What 
shall I do? I cannot get my report in by the date set, which is the 
28th”? And this man said to him, “You seem to be one of the few 
honest men that have come before this Department, and I would like 
to help you out, but there is nothing that can be done. You cannot 
sell your product unless you comply with the order, and anyone 
buying your product is sbject to penal prosecution, being a violator 
himself.” I cannot understand how an American industry can operate 
in a situation of that kind, and it seemed to me as I read the orders 
over, and I can understand them I am sure, they are complex and they 
the confounding. 

It seems to me it is just confusing and if they are going to do that 
kind of thing and carry out their duties in that way, it is going to be 
a curb on American business, and that American business will be 
practically helpless. 

As I read them again and tried to understand them, I could not help 
but feel that if they were trying to confuse American business and 
curb production they could not do it in any better way than they have 
attempted to do and maybe—and I hate to say this and I hate to think 
this, but I am going to—there is some motive back of some of those that 
are writing these rules and regulations for industry at the present 
time that either have no comprehension of the meaning of them or of 
the nature of industry in this country and the production facilities, or 
else they are trying deliberately to undermine free enterprise in this 
country and drive it to the point where Government can ultimately 
take over. I can come to no other conclusion, and I would like to have 
you just briefly discuss that. 

Mr. Rurrrn. Senator Bricker, the case you cite is typical of the many 
complaints coming into our association along the same lines. There 
is the utmost confusion reigning throughout industry, as well as 
Washington itself, insofar as I can learn, with reference to these price 
controls. I think it is generally admitted that nobody knows what 
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they mean, and no one is capable of figuring out what they mean, nor 
can we come to Washington and find out what they mean. 

Senator Bricker. The other four who were there really strengthened 
and confirmed the statement of the first man that came in that stated 
what I have related here. I want to ask you one further question: 
Is it not possible for intelligent men to draft regulations that people 

can understand and with which they could comply ? ¢ 

Mr. Rurrtn. Senator: Bricker, the price-regulation is nesessarily 
such a complex matter that I doubt if itis possible to write regulations 
that can be thoroughly understood and then can be carried out. [agree 
with you thoroughly, sir, that industry will have the most difficult time, 
if not an impossible time, operating under that situation. 

Senator Bricker. And the confusion is bound to result in lessened 
production and inefliciency ? 

Mr. Rurrry. Absolutely ; it has to do so. 

Senator Bricker. The manpower use and certainly the confusion 
not only of the present orders but what might come subsequently. 

Mr. Rerrin. Yes, sir; I agree with you thoroughly. 

Senator Bricker. | wish Mr. Mosher, when he discusses this title, 
will give some attention to that problem, because it is the one that 
is affecting small industry especially. The big-staffed industries of 
the country have the lawyers and they have their accountants and 
they have the contacts by which they might be able to reasonably well 
comply, but the small-business man that gives his attention to produc- 
tion and not so much to figures and auditing i is going to have a very 
difficult time following these regulations, in my judgment. 

Mr. Rurrrin. Even though, Senator, the largest staffs are going to 
find it impossible to figure out just what they mean. 

The Cuaman. Are there : any further questions? 

Senator Scnorrren. I would like to ask you, Mr. Ruffin, about a 
preliminary observation. In July 1949, the index of industrial pro- 
duction was 161 percent of the average for the years 1935 through 
1939. At the present time it is 222 percent, or an increase of 37 per- 
cent. Since you pointed out that you are interested in production, 
how do you explain that this tremendous increase in 21 months has 
not prevented an increase in the prices of production, that is, if pro- 
duction alone will do the job of stabilizing these prices ? 

Mr. Rurrry. Senator, Dr. Robey has statistics on that point, if I 
may ask him to answer that. 

Senator Scuorrret. In other words, does not the inflationary spiral 
resulting from the increase in price and production at the same time 
tend to certainly i increase excessive incomes ¢ 

Mr. Rosey. Senator, that is an excellent question, and takes us to 
some pretty basic stuff. By and large, it is true and I think this is 
the point you are making first, that if you produce 100 more units 
you create an equivalent amount of purchasing power. In other words, 
both sides of the equation increase simultaneously. The way produc- 
tion cuts in on inflation, or the inflationary potential, is through 
turning out more goods ‘without a cort responding increase in total 
cost. If we can increase productivity by 25 percent, then you add 
more goods without an equivalent increase in purchasing power. 

Senator Scnorrren. Here you increase it at 37 percent. 

Mr. Rosry. Yes. Now, there is a second aspect of production. In- 
creased production will help meet an inflationary threat if it removes 
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bad shortages. For example, if we are only going to have a few 
washing machines on the market we will probably bid higher for 
those than otherwise would be the case, so in this sense increased 
production is a help. . 

We have increased production tremendously in the past 9 months, 
it is quite true, but we have also been subjected to probably the greatest 
buying spree that this country has even seen in peacetime. Remember 
that following Korea the public got scared and thought there were 
going to be shortages, and it came into the markets with a volume of 
buying that was liter ally out of this world. Every deep freeze was 
filled and every closet and everything else, and besides, of course, 
piled up its inventories, and bought ev verything it could find and get 
the money for. And apparently the Government was doing the same 
thing. 

After about 2 months of that buying spree it started to ease off 
a little bit. Then the Chinese Communists came into Korea, and 
up it went again for a while. In more recent weeks the figures indi- 
cate there is again a little easing off. The inventories are beginning 
to level out, the consumer buying is not driving as hard as it was 
before. The shelves of our stores are still loaded, and as you notice 
from the daily newspapers, a lot of retailers are putting pretty high- 
pressure sales methods on now in the way of sales, and so forth. But 
we have had a combination here of amazing production, plus an even 
more amazing buying spree on the part of public, business and gov- 
ernment. 

I think it amazing that we have not had more of an increase in 
prices than we have had, because bear in mind that when Korea started 
we were already producing at the highest peace-time level in our 
history, and on top of that then came this perfectly enormous buy- 
ing from the public, and a military program which was spelled out 
in unlimited terms. It was a situation which was made for inflation 
and for almost unlimited price rises. We have met that production 
demand; we have not been able to denude merchants’ inventories; 
and we have not run into hardly any shortages. Only in a few basic 
commodities do you hear of shortages. So far as the public at large 
is concerned we have not had shortages. I do not think, sir, that you 
could find another case in the whole history of mankind that gives 
you an equal production record in meeting an extraordinary demand. 

Senator Scuorrre.. I am glad to hear your explanation on that, 
because it is certainly baffling { to me, at any rate. I know I have had 
people ask me about it when I have advocated production will stop 
this inflationary spiral and more goods on the counters will do the 
trick, and this is an unusual situation, and I take it spurred on 
by the spree of buying when everybody thought, well, we are going 
into another war period here of 4 or 5 years and rec alling what hap- 
pened i in the last war they said, “We are not going to be caught short 
again,’ 

“Mr. pines. May I just add one point there, Senator: With un- 
sound credit policies, both governmental and private, with the con- 
stantly apieatine wage scale without regard to productivity, no 
amount of production will prevent inflation. On the other hand, if 
you do not have production you are going to be that much worse off. 
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Although we say production is absolutely essential, we do not say 
that if you just let us produce enough there will be no inflation regard- 
less of what happens elsewhere. It is a whole fabric here that has 
to be considered. 

Senator Scuorrret. On one of your charts, and I think in some 
phase of the testimony here by Mr. Ruffin, something was said about 
the matter of credits, which I think has been gone into pretty thor- 
oughly here, and is a matter we must give-careful consideration to. 
In 1949, if my memory serves me corz rectly, bank loans were about 
$17 billion. At that time we had a national income of around 72 or 
short of $73 billion. This can be computed, or compared now, let 
us say, to § $54 billion of credit at the present time at a national income 
level of $265 billion. 

The oint I want to make is this: Bank loans have not increased 
as conte as the national income has. How can bank loans at a lower 
relative rate be responsible then for inflation ? 

Mr. Rosey. One of the reasons, or one of the points that we em- 
phasize on this—you are taking global statistics over a long period— 
is that from Korea up until the | present, commercial bank loans in this 
country (I do not have the exact figure in my mind) have increased 
‘something over $8 billion. That has been one of the most rapid 
increases in bank credit that we have ever had. You will recall we 
were riding along with a fair degree of stability until the middle of 
last year. Then Korea came and then there was a sudden great burst 
in commercial bank lending. We were running at that time, and still 
are, at a Government surplus. The Government itself was not pump- 
ing additional money into the economy, but at that particular time the 
commercial banks, primarily because of this buying spree, that I have 
mentioned, did start to pour money into inventory loans, this, that 
and the other thing. It is our position, and I think everyone will 
agree with us on this, that you can have inflation either through pump- 
ing purchasing power in through Government credit or pumping 
pureh: ising power in through private credit. You have got to keep 
both of them on a sound basis in relation to the volume of ‘production 
and flow of goods, or you will have inflation. We have not maintained 
that inflation can come only from Government or from private credit, 
but both have an ability to pump purchasing power into the ec onomy, 
and when you are trying to stop inflation you must hold both in 
balance with the volume of goods coming on the market. When they 
get out of balance prices are going to react. 

The Cratrman. I am going to ask if this is satisfactory to the 
committee. We have been on this testimony for 2 hours and I know 
the committee is very anxious to hear Mr. Mosher. In the meantime 
the representatives of the National Grange have been waiting since 
10 o’clock. We thought last evening that perhaps we would try and 
finish each witness in an hour, if possible. It is no fault of the com- 
mittee and it is no fault of the witness because it is very interesting. 
I am certain that all of the Senators appreciate what you gentlemen 
have to say, but I would like to at this time ask if it is agreeable to ask 
the Grange to come up and to have Mr. Mosher testify ‘this afternoon 
so that there can be no conflict in the testimony. The testimony of the 
Grange will be so printed that it will follow that of the association. 
Is there : any objection ? 
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Hearing none, it is so ordered. 

We also have the representative of thes American Finance Con- 
ference, but I do not see how we can get to them this morning. 

Senator SparkMAN. Mr. Chairman, before we close the record on 
this, this little discussion between Senator Bricker and myself and 
Mr. Ruffin relating to the wage situation, I have been checking the 
testimony of Mr. bric Johnston, and while I am essentially of the 
same opinion as Mr. Ruffin is regarding the status of that, in order 
that the record may be clear, I should like to have the chairman 
authorize the staff of the committee to get in touch with Mr. John- 
ston’s office and propound that exact question in order that we may 
have his answer to it. 

Senator Bricker. I wish you would do that, because I have the testi- 
mony here, and we have been discussing this tripartite board. 

Senator SparKMAN. It is not clear; I have looked through it. 

Senator Bricker. And the possibility of the industry and labor 
members getting together, and the public members being a minority 
without any power. I was emphasizing the point that public interest 
should be kept in mind. At the end of the questioning I said— 

One question on this point, Mr. Johnston: Did I understand you in the begin- 
ning to say that in the 1,256 pending cases that management and labor had 
agreed on wage increases which pierced the 10-percent ceiling increase formula? 

Mr. Jounston. Yes, sir. There are more than that now. I think there are 
about 1,500 cases before the Stabilization Board in which management and labor 
have agreed on a settlement in excess of the wage formula. 

Of course, he may have meant the individual employer and em- 
ployees in his plant and that the labor members and the industry 
members of the Stabilization Board had not yet passed upon that 
question. 

Senator SparKMAN. That is what I understand him to mean, but 
it is not clear. 

Senator Bricker. I got the other import, because we had been dis- 
cussing the other thing just previously. 

The Cuarrman. Without objection I will request Mr. McMurray 
to find out definitely Mr. Johnston’s ideas and also what he meant 
by those statements that were not quite understood. 

Mr. Rurrin. Mr. Chairman, could you give us some indication of 
the time to return? 

The CuHatrman, Is Mr. Newsom here representing the National 
Grange? Then we have former Senator Lucas here representing the 
American Finance Conference. I do not know how long it will take, 
but I just want to be fair to the other witnesses, and you gentlemen 
would want me to be that way, but we have taken 2 hours on this 
morning. 

Mr. Rurriy. We will be on hand throughout the day. 

The Cuarrman. I would say sometime around 3 o’clock. 

Senator Bricker. Are you going to continue this morning ? 

The Cuarrman. I was going to have the Grange up now. I want 
to be fair to all the witnesses. 

Senator Bricker. We do want to hear Mr. Mosher. 

The Cuarrman. What I hope we can do is to finish the Grange 
before lunch, and have Senator Lucas come back at say 2:30, and 
then immediately after that have Mr. Mosher, if that is satisfactory. 
Is that agreeable to everybody ? 
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Senator Bricker. Yes. 


Mr. Rorrin. Thank you, Mr. Chairman. 
(Mr. Ruffin’s prepared statement follows :) 


STATEMENT OF WILLIAM H. RUFFIN, PRESIDENT OF THE NATIONAL ASSOCIATION 
OF MANUFACTURERS 


My name is William H. Ruffin. 

I am president of Erwin Mills, Inc., of Durham, N.-C., manufacturers of cotton 
and rayon textiles. 

I am also president of the National Association of Manufacturers, in which 
capacity I appear here today to discuss the proposed extension and amendment 
of the Defense Production Act of 1950. 

There are pending before your committee more than a score of proposals by 
the President to amend very substantially that act. 

But they would do much more, vastly more than merely amending the Defense 
Act. 

Taken together they would seriously threaten and could lead to the destruc- 
tion of our American economic system. 

Taken together these amendments would be perhaps the longest single step 
toward complete Government control ever proposed to the American people. 

Taken together they would place in the hands of the executive branch of the 
Government powers comparable to those exercised by foreign dictators. 

It is inconceivable that the American people, if they understand the issues, will 
submit to such socialization of our economic system, nationalization of industry 
and to these vast and powerful controls over our economy. 

We are told that the Defense Production Act of 1950 with all of its powers for 
the President, much of which is unprecedented, to insure military production 
is not adequate. Therefore, you are offered numerous amendments to make it 
work. There is no reason at all to think they would work either and no doubt 
there will follow in due course requests for still more powers and stiffer penalties. 
For example, Mr. Wilson in testifying before your committee last week stated: 

“IT probably rejected more than 50 percent of those (recommendations) that 
‘ame in.” 

Definitely the vast powers now asked are not necessary to secure our national 
defense, the defense of our country. 

The National Association of Manufacturers has continuously studied the re- 
quirements for a sound and effective defense production program. Through its 
policy committees of which there are 13 this year, it has after objective research 
and analysis arrived at various basic principles which are a reliable yardstick 
with which to measure the adequacy or inadequacy as well as the justification 
for the proposals before you. These committees are composed of manufacturers 
from all parts of the country, from all types of industries and from all sizes of 
business. The large majority are representatives from small- and medium-sized 
business. 

In arriving at their policy recommendations members of these committees had 
before them statements of top Government officials which : 

(1) Predicted a long period of partial mobilization, lasting possibly 10 or 20 
years or more; 

(2) Maintained that requirements for such a period are quite different than 
they would be for all-out war. 

(3) Estimated that the needs of the current defense program would rise to 
only 15 percent of the gross national product by the end of 1951 and with a top 
that would not exceed 20 percent of the peak of the effort. 

In other words, our committees were assured by top Government officials that 
they were planning a long-term program and that at its peak at least 80 percent 
of the total production of this country would be available for civilian consumption. 

This 20 percent for the military compares with a maximum of 46 percent at 
the height of World War II. We recognize that priorities and allocations are 
necessary to assure that the military will get the first call on the 15 or 20 
percent it requires but we maintain that it is equally important to keep the 
80 to 85 percent of the civilian economy moving forward and that this can best 
be done in a free market. 

It was against this background that committee recommendations were made 
to control voluntarily some of industry’s freedom of action but sight was never 
lost of the fact that we are fighting to protect freedom rather than to destroy it. 
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Thus it was recognized that unnecessary curtailment of freedom of action could 
be the forerunner of the loss of all other freedoms—the very thing the defense 
program is designed to protect. 

Using the basic principles developed by these policy committees as a guide, 
we should like briefly to evaluate various proposed amendments to the Defense 
Production Act of 1950. 










TO CONDEMN REAL PROPERTY 





1. AUTHORITY 









There is no justification whatsoever for granting the President the authority to 
condemn for permanent Government use any real property needed for the national 
defense. As you know the present law permits the President to requisition such 
property under certain conditions, including an immediate payment of 75 percent 
of the Government’s offer to the owner while the final requisitioning price is being 
determined in the courts. The proposed amendment would permit the Govern- 
ment to t:.ke immediate possession without immediate payment upon the filing of 
a petition in any court without prior hearings and without any showing of a 
refusal to sell by the owner. As a matter of fact the owner might not Know that 
the Government wants his property until condemnation proceedings are under 
way. 

Certainly it has not been demonstrated successfully that such a summary pro- 
cedure is necessary or justified at this time. Section 18 of the Selective Service 
Act provides ample power to assure that defense orders are filled. 






















2. AUTHORTY TO BUILD AND OPERATE GOVERN MENT PLANTS 






In title II, it is proposed that the President be authorized to acquire privately 
owned plants through condemnation or other means or to erect and construct 
plants, factories and other industrial facilities for the purpose of manufacturing, 
producing, and processing materials necessary to the national defense and to 
engage in the marketing, transportation, and storage of such materials. Thus 
Government could run the gamut of all business operations starting with the 
building of a plant to the distribution and selling of the products of the 
plant in competition with private industry. Obviously if so desired, it could 
black out any private industry. In this connection the acts’s definition of “ma: 
terials” should be remembered. It is defined to include raw materials, articles, 
commodities, products, supplies, components, technical information, and processes. 

In his message President Truman complained that “at the present time with 
some exceptions whether or not defense plants are built depends finally on the 
decisions of private ,.businessmen.” 

It is significant that to date none of the top Government mobilization officials 
has furnished one iota of testimony to substantiate the need for such authority. 
Industry has expanded in every instance to meet the demands of Government. 
There is no reason to believe that industry will net continue to do this. The 
building of a yardstick Government facility is a serious question when viewed in 
the light of the accomplishments of the free-enterprise system. This would be 
giving the Government an opportunity to control many factors in the economy 
that would have no relation whatsoever to needed war production. It is an 
unnecessary threat to a continuance of our free competitive system. 

The fact is that American industry is not only capable but willing if given the 
opportunity of meeting the military needs and providing adequate goods for the 
civilian population. If instances may arise where highly specialized munitions 
plants which have absolutely no value other than for defense purposes are 
needed then Congress can pass on them individually. 

Obviously, in a long mobilization period when you talk about the Government 
building its own plants, you appreciate that a liberal interpretation of that 
phrase “aid the national defense’ could enable the Government to build practi- 
cally any type of plant that it might desire. This could readily lead to the 
nationalization of industry. This committee is well aware that this same au- 
thority has been requested by this administration in peacetime in the form of the 
Spence bill, H. R. 2756 of the Eighty-first Congress. The authority in peacetime 
was requested as necessary to stabilize the economy. It is now presented with- 
out substantial evidence of need as necessary in a long-range defense period. 

There are no circumstances under which private competitive enterprise cannot 
operate in the field of production and distribution of goods and services, more 
efficiently than can Government. The only cases where this is not apparent are 
those which through subsidies, freedom from taxation or improper allocation of 
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cost, Government enjoys a definite competitive advantage. The hidden deficits 
resulting inescapably from Government-operated business, competing with pri- 
vate enterprise, are always paid by the taxpayer. Thus Government enterprise 
must necessarily choke out competing private enterprise, a major deterrent to 
the flow of job creating capital into private enterprise. Increasing Goveriment 
competition with private enterprise would inevitably result from the granting 
of the arbitrary authority proposed in the amendments before you—a tragic 
result from a program parading under the banner of saving freedom. 


8. AUTHORITY TO CREATE NEW GOVERNMENT CORPORATIONS 


The authority to create new Government Corporations was proposed in the 
original Defense Production Act. .At that time this authority was refused by 
the Congress on the theory that it would have more control over defense expen- 
ditures if administration of the defense program was handled by usual Govern- 
ment agencies through normal appropriation procedures. We believe that the 
Congress was correct in this refusal and nothing has happened since to change 
the correctness of the original congressional decision. In other words, blanket 
authority for the administration to create new corporations has no place in a 
program designed to protect freedom. 


4. UNLIMITED AUTHORITY TO LEND MONEY 


The Treasury is presently authorized to lend various agencies engaged in de- 
fense activities up to a total of $600,000,000. There is a further authorization 
of appropriations not in excess of $1.4 billion. Under the proposed amendments 
the $600 million lending power of the Treasury is maintained but all limitations 
on further appropriations are removed. 

This means that the executive branch of the Government can make plans for 
unlimited expenditures in any direction which it claims would “aid the defense 
effort” and come to the Congress with the contention that a commitment has al- 
ready been made. 

Giving the executive branch of the Government such unlimited authority to 
enter any field of activity regardless of cost and regardless of any real check has 
no place in the present preparedness program. 

Such a grant of authority would take from Congress the power to determine 
fiscal policy. It would mean the end of economy in appropriations to any appre- 
ciable extent and in all probability it would completely wreck the objective of 
the pay-as-we-go tax program which Congress is now undertaking to write. 
There is one furth>r point in connection with this power which we would like 
to mention, that is both the present act and proposed amendments appear to be 
based on the assumption that the Government is the major productive factor in 
our economic system, and that it can make a major contribution in the defense 
production effort. This concept obviously is basically wrong. The Government 
has only taxpayers’ money to lend and only taxpayers’ capital with which to 
engage in production. Whatever the Government has it takes from private 
citizens. 

We are convinced that the production effort will be better served by letting 
those who have made this money in the first place use it in their own ways for 
meeting production needs. 

In brief if you enact the four amendments just discussed, here is what you 
will have created: 

1. Unlimited authority for the Government to condemn and take over what- 
ever it may desire; 

2. Unlimited authority to build and operate plants and to sell and buy in any 
way that it may please; 

3. Unlimited authority to set up as many corporations as it may desire; and 

4. Unlimited borrowing power to finance and operate these corporatiens. 

Any Government which has these four powers Can at any time it so decides 
substitute Government enterprise for private enterprise from one end of the 
Nation to the other. 

A request for such blanket authority is all the more amazing and unjustified 
when you bear in mind that not a single Government witness that has appeared 
before you has been able to offer any concrete evidence to show that the author- 
ity is necessary in order to carry out the present mobilization program. 
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5. AUTHORITY TO BUY AND SELL FOREIGN AGRICULTURAL PRODUCTS 


The present law contains a blanket prohibition against selling foreign agricul- 
tural products or any agricultural commodity below the current domestic market 
price or the support price, whichever is higher. The proposed amendment would 
give the Government the authority to buy foreign agricultural commodities and 
dump them on our domestic market regardless of cost or domestic price. In 
this way, the Government could wreck the price of any agricultural commodity in 
this country. Obviously, there is no justification for giving such powers in either 
a defense period or peacetime. 


6. AUTHORITY TO PURCHASE ANY MATERIALS FOR USE OR RESALE 


. 

The present authority to purchase metals, minerals, and other raw materials 
for Government use or resale would be extended to cover any materials. Since 
it would permit purchases involving anticipated loss on resale, it could be used 
as a subsidy device. There is no provision for reconciling foreign purchases 
with the Buy American Act. Furthermore, no need has been shown for this 
authority with respect to processed or manufactured articles, either domestic 
or foreign. 

7. A BROAD SUBSIDY PROGRAM 


The amendment covering subsidies, like some others proposed, can be justified 
only on the ground that the injurious effects of direct wage and price controls 
require additional action as a cover-up. It is proposed that authority be granted 
to pay subsidies on any domestically produced material (including agricultural 
commodities) whenever the President finds that the established ceiling price will 
cut production or force “high-cost processors” out of business or that an increase 
in production, distribution, or transportation costs is “temporary” and threatens 
to “impair maximum production.” The payment of such subsidies is supposed to 
insure that maximum production will thereby be maintained. 

Industry is opposed to the use of subsidies intended for the purpose of imple- 
menting controls. Such subsidies are merely a smokescreen hiding inflation 
and postponing the day of reckoning. 

Because it is predicted that this is to be a long struggle, it is especially im- 
portant that private enterprise and the free market be given every opportunity 
and every encouragement to increase output. Even defense production subsidies 
should be considered only in extreme cases and only after all other means of 
stimulating output consistent with the operation of the free market have been 
found inadequate to maintain the needed volume of goods, services or facilities. 
No need for such production subsidies has been demonstrated. Rather, as is 
shown later, industry is establishing new production records and is engaged in 
major plant expansion programs. 


8. AUTHORITY FOR LEGISLATIVE HEARINGS BY THE PRESIDENT 


One of the additional new general provisions proposed would give the President 
the authority “to obtain, by regulation or otherwise, from any person such in- 
formation as he may deem necessary and appropriate for measuring the adequacy 
of existing legislative and administrative provisions for the national defense and 
developing recommendations for any changes in or additions to such provision.” 
We are apprehensive over the word “otherwise” as it is indefinite. This would 
appear to give the President the same wide latitude in conducting investigations 
that currently is exercised by committees of Congress. 

The President already has ample power to obtain necessary facts and informa- 
tion through the executive departments and agencies and in accordance with 
existing procedural safeguards. No justification has been made for this addi- 


‘tional grant of power or for the purpose of this provision. At best, it would 


represent another increase in the already dangerously high level of centralized 
authority. It is significant that any violation of the regulations issued under 
this proposed amendment would be a criminal offense. 


9. AUTHORITY TO DISCONTINUE GOVERNMENT STATISTICS 


The same objectives as just raised must also apply to the provisions which 
would give the President the authority “to dispense with any of the statistical 
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work in which any executive department or establishment, by another provision 
of law, is directed to engage.’ Such power could be used to suppress statistical 
reports whose findings had unfavorable political implications. It would be 
possible to discontinue the BLS Consumer Price Index if its publication would 
result in a wage rate decrease. It would be possible to discontinue the reports of 
Government lending agencies, for example the RFC. It would be possible to 
discontinue all crop reports. It would even be possible for the President to 
order the discontinuance of the daily statement of the United States Treasury. 
In a word, this provision would make possible the worst kind of censorship and 
prevent the public from being properly informed, regardless of the present 
directions of Congress, on matters of vital significance. 


10. PRICE AND WAGE CONTROLS 


No mention has, as yet, been made of price and wage controls or of the 
humerous amendments proposed to title IV of the act. It is the considered 
judgment of American industry that the authority contained in title IV should 
be allowed to expire June 30 of this year. If title IV is allowed to expire 
as it should obviously there is no occasion for any amendments. 

However, we should like to call attention to the fact that the proposed 
amendments rely heavily on increased penalties to carry out the price-control 
program, In other words, the administration recognizes what everyone knows: 
namely, that the present price control program has not worked and will not 
work. Instead of going ahead, however, and admitting that it cannot work 
the administration is following the customary pattern of asking for more and 
more power and for stiffer and stiffer penalties in the hopes that by some means 
they can cover up the failure. 

As you know, the present law provides for heavy criminal penalties— 
both jail sentences and fines. The proposed amendments would add increased 
civil damages for price violations, tax penalties against sellers and buyers, and 
a licensing system to drive violators out of business. In connection with many of 
the penalty provisions, little or no distinction is made between willful and in- 
adventent violations. 

In addition to the penalty nature of these provisions, the licensing proposal 
certainly constitutes a start toward Federal control, regimentation, and quite 
possibly eventual socialization of industry. Thus we see the pattern unfold 
of one control leading to another control and the exercise of more and more 
centralized arbitrary power which can lead to the complete elimination of 
freedom and the creation of an all powerful state. 

We are opposed to a continuation of the wage-and-price controls because 
they hinder production. Certainly the record on this from the last war is clear. 
Remember the shortage of white shirts, shoes, clothing, and many foods, such 
as meat. 

We are opposed to a continuation of wage-and-price controls because they 
breed black markets, undermine character, and encourage lawlessness. 

Finally, we are opposed to a continuation of wage-and-price-controls because 
such system, regardless of how well administered, necessarily deals with the 
symptoms rather than the basic causes of inflation, and thereby misleads the 
public and prevents the general understanding essential to the formulation and 
adoption of a program which will be conducive to maximum production, protec- 
tion of the dollar and development of the military and economic strength of the 
Nation. 
INFLATION 


Industry recognizes inflation as the greatest economic hazard of the defense 
program. It knows, however, that economic stability can be achieved only by 
eliminating the causes of inflation and not by controlling its symptoms. His- 
tory and experience substantiate that conclusion. The public quite properly 
wants the value of our currency protected. It does not wish to see further infla- 
tion impair its security. Many people support price-and-wage controls because 
they have been led to believe that price-and-wage controls will protect the value of 
the dollar. When they are recorded as in favor of price-and-wage controls actu- 
ally they are casting a vote in favor of economic stability and not in favor of 
controls as such. There is only one way to defeat inflation and that is by bal- 
ancing the supply of money and the supply of available goods and services. 
The first impact of a defense program is bound to entail inflationary dangers. 
Purchasing power is poured into the hands of consumers as a result of their 
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participation in the production of defense goods, but a corresponding amount 
of consumer goods is not provided for that purchasing power to buy. Of course, 
an excess of purchasing power in the hands of consumers above the available 
supply of goods can come about in several ways; through an increase in pur- 
chasing power, through a decline in the supply of consumer goods, or through a 
combination of both. 


THE ASSOCIATION’S ANTI-INFLATION PROGRAM 


Recently Government officials, including Mr. Charles E. Wilson, have empha- 
sized in their testimony before you that the great pressure from the military 
program will come within the next 12 months. Our analysis goes along with 
this conclusion. In our judgment, however, the proper and only workable method 
for meeting this increased pressure is not through an elaborate system of un- 
limited controls but through a program that will deal effectively with the features 
which influence production and prices. Specifically, we propose: 

1. Through effective use of the powers of the Federal Reserve System, the pri- 
vate credit system can be prevented from contributing to further inflation. The 
Federal Reserve System must maintain supervision and direction of the money 
and credit system and use the interest rate and whatever other available powers 
are necessary to restrict credit. 

2. Through a serious program of economy, Government expenditures must be 
held to the minimum necessary for meeting the present emergency. 

3. The total cost of the military program, as well as other Government expendi- 
tures, must be covered by taxes. 

4. Taxes imposed to cover expenditures must curtail spending—not savings 
and investments. This means that the program must be financed largely through 
broadly based consumption taxes. It must not be financed in such a manner as 
to siphon off funds which are essential to the expansion of production facilities. 


GUNS AND BUTTER 


Adoption of this anti-inflation program would not result in further impairment 
of incentives to increased production. Coupled with the removal of direct price 


and wage controls which so seriously impair incentives, the free market could 
perform its proper function and economic progress would continue. Unlike 
the situation in World War II when a terminal date was expected in the not too 
distant future, present plans must be predicated on a long-term basis and con- 
sequently must provide for both guns and butter. If economic progress and the 
standard of living are prevented from rising for the next decade or two and at 
the same time the freedom of action of individuals is seriously curtailed, the 
question may well be asked whether we have not in the guise of national security 
sacrificed the very principles we are mobilizing to protect. Under such conditions, 
the enemies of freedom at home and abroad undoubtedly would be able to make 
considerable headway, a development which would be particularly tragic in view 
of the fact that if not prevented from doing so, American industrial power will 
again make its great contribution to the preservation of freedom. 

I know that it is not necessary to remind the members of this committee of 
the great accomplishments of the American way of life which have produced 
the highest standard of living ever achieved anywhere. Industrial production, 
as shown later in more detail, has recorded almost unbelievable increases during 
the last decade. For example, the Federal Reserve Board Index of Industrial 
Production in March 1951 was 104 percent above the average for 1939. Durable 
goods production so essential to a defense effort increased 153 percent in the 
same period. Industry simply askes that it be permitted to continue to expand 
its facilities for capacity production. 

Another measure of the achievements of American industry is supplied by a 
comparison of the growth in production and population over a long period of 
years. Between 1865 and 1880 the production index more than doubled but popu- 
lation increased only 40 percent. In the next two decades, production more than 
doubled again as compared with a rise of 50 percent in population. Taking the 
entire period from 1865 to March 1951, industrial production increased almost 10 
times as fast as the increase in population. 

Over-all manufacturing capacity in physical terms is now 33 percent greater 
than in 1946 which was the beginning of our postwar industrial expansion. 
It is 75 percent greater than in 1939 and an additional 10 percent is expected to be 
added by the end of 1951. These significant increases are a testimonial to our 
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private competitive enterprise system and strikingly illustrate the capabilities 
of that system. They also are a testimonial to the operations of the free market. 

No action, therefore, should be taken which in the long run would stifle fur- 
ther expansion and prevent adequate capital formation. It may be that certain 
expansion plans may’ have to be temporarily postponed because material must 
be diverted to defense needs. Such diversion, if not coupled with economic regi- 
mentation which is the inevitable result of price and wage controls, will only 
be a temporary obstacle to expansion since by its very nature the free market 
will correct maladjustments and overcome shortages. If, for defense reasons, 
it is felt that plant expansion programs in certain industries should be speeded, 
incentives for investment of private capital are available through the use of cer- 
tificates of necessity. Incidentally the total amount of construction covered by 
certificates of necessity at this time is relatively small compared to total con- 
struction plans for 1951. In passing it may also be observed that many people 
definitely have erroneous ideas with respect to the cost to the Government of 
these certificates of necessity. In the first place they do not operate to lower 
presently existing tax revenue sources but instead create new sources of revenue, 
Moreover, if the full useful life of the average plant is considered there is no 
saving to industry or any loss of revenue to the Government when certificates 
of necessity are utilized. 

Experience has demonstrated conclusively that our only hope for continued 
economic progress and the maximum production of both civilian and military 
goods lies in the free market. In this way maximum efficiency in the utilization 
of materials and manpower is assured whereas the result of arbitrary decisions 
by economic planners can only result in waste. Unfortunately the operation of 
the free market and the function of price are often misunderstood while past 
disastrous experience with controls are quickly forgotten. 

As stated in an article in Fortune, December 1950: 

“The experience of controls, both here and in Britain, should surely have 
taught us why every free market is a public asset, and why every effort to control 
the price system, unless for reasons of sheer survival, always costs more than 
the effort is worth. Every free market is a public asset for two reasons: first, 
it distributes goods more promptly and efficiently than any other system known; 
second, it provides a continuing measure of value and is the only Such measure 
widely respected both by economists and by the average man. Even the law- 
abiding British are increasingly self-conscious about the waste of national 
energies that goes into either abeying or circumventing these onerous controls. 
* * * To plunge toward all-out controls with the object of expediting military 
production, as the national production authority seems to be having to do, may 
be just the way not to expedite military production.” 

Apparently Europeans and few Americans remember the effects of direct 
economic controls. In an article by Michael I.. Hoffman in the New York Times 
magazine of May 6, 1951, it is stated: 

“The rapidity with which the United States has embraced direct economic 
controls of the type that became familiar during World War II has appalled 
and discouraged both Europeans and Americans who have been fighting to 


get Europe out from under the restrictions of such controls for the past 5 
~~.  F °? A 







THE GENERAL CONSUMER SUPPLY SITUATION 


Reference was made earlier to the excess purchasing power in the hands of 
consumers which is the major inflationary danger at this time. Another part of 
the equation which must be considered is the general consumer supply situation. 

Does the general public face a serious reduction in the supply of goods and 
services which will be available for purchase? 

The discussion of this question is limited to the short-term future—roughly 
the coming 12 months. There are two reasons for this limitation. First, any 
attempt to make a longer term forecast would involve so many suppositions 
and guesses as to have little value. Second, it is clear that the peak of our 
defense production effort will occur around the beginning of 1952. If we can 
get through this period without serious consumer shortages, there is no reason 
to fear them in the later phases of the mobilization program. 

The assumptions on which this analysis is based are: 

1. The mobilization production program, as outlined by Government officials, 
will continue. 

2. It will attain its stated objectives. 
3. There will be no all-out war within the next 12 months. 
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In appraising the outlook for consumer prices, it is important that the nature 
and source of probable inflationary pressures be kept in mind. Will further 
inflationary dangers arise solely from the increase in purchasing power of con- 
sumers, or will they be aggravated by shortages of goods? M7. Charles E. Wilson, 
Director of Defense Mobilization, in his report, Mobilizing America’s Might, 
sees no general shortage of goods for consumers in the near future. He stated 
in part: 

“Civilian supplies will be large during 1951—in some instances perhaps even 
larger than those available during 1950—but the amount of money available 
to buy these supplies will be even greater as more people will be at work and 
they will earn more money. We cannot eat tanks and guns, but the men and 
women who get paid for making them compete with their money for the. supply 
of available consumer goods.” 

Mr. Wilson’s report gives statistics which lead to the same conclusion ; namely, 
that the supply of consumer goods and services in every quarter of 1951 will be 
greater than they were in 1950. 


CONSUMER SUPPLY IN THE RECENT PAST 


When we turn to recorded facts, it is evident that consumer purchases in the 
first quarter of 1951 were greater than they were prior to Korea. Thus to date 
at least, these has been no general shortage of consumer goods. It is even more 
remarkable that the increase this year has been only in the durable goods sector 
of consumer expenditures although these are the goods which compete for the 
materials needed in defense production. 


RETAIL SALES 


It may be helpful at this point to take a quick glance at the way in which 
consumers have behaved during the past year. In the first half of 1950 retail 
sales increased slowly from $11.1 billion in February to $11.7 billion in June. 
This represents a recovery from a minor slump in trade. In July and August, 
after the invasion of South Korea, retail sales took a suddent spurt and increased 
by a billion dollars over the June figure. Thereafter sales slowly declined until 
November, after which they again showed a sharp increase. This sharp increase 
coincided with the entry of the Chinese Communists into the war. In other 
words, the two waves of buying in 1950 were responses to jitteriness of con- 
sumers rather than any marked change in economic conditions in this country. 

In February 1951 retail buying had begun to decline, showing that consumers 
were again relaxing. The decline continued in March. All of these trends are 
based on figures which have been adjusted for seasonal variations. 

During the same period inventories of retailers have been built up substan- 
tially. In other words, the increase in consumer buying has not denuded the 
shelves of retailers. There are plenty of goods in retail stores and there is no 
need in the near future to fear inflation from a dearth of inventories. Anyone 
glancing at newspaper advertisements can see that many retailers are putting 
on sales in order to move goods. Thus, the consumer supply situation in the 
immediate present does not contain an important inflationary potential. 


INCREASE IN PRODUCTIVE CAPACITY 


It is well known that fears of shortages are often based on ignorance or over- 
sight of the extent to which our capacity to produce has increased and will 
increase. Some buyers remember the shortages during and immediately after 
World War II but have forgotten that we are now equipped to turn out a very 
much larger volume of goods and services. I have already cited the amazing 
increases which have occurred in our over-all manufacturing capacity. 


DEVELOPMENT OF NEW MATERIALS 


Those who fear shortages often leave out of account the great resourcefulness 
of American industry in developing new materials which can be used as sub- 
stitutes for scarce items. The use of plastics for many purposes formerly served 
by metals is too well known to require discussion. Ways have been found for 
using steel in place of copper in the manufacture of ammunition. Synthetic 
rubber, although it was a brand new industry in World War II, now accounts 
for almost half of our total rubber supply. Certain newly developed synthetic 
fibers are expected to go far to relieve the shortage of wool in the near future. 
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THE CONSUMER'S BUDGET 


In appraising the impact of price changes for various commodities on the cost 
of living, the differences in the relative importance of various goods and services 
must be recognized. This is particularly important in a mobilization period 
such as the present where the impact of the program varies greatly among dif- 
ferent commodities. 

Between 10 and 15 percent of all consumer outlays are for durable goods. The 
proportion was much greater in the postwar period than in 1940. In the fourth 
quarter of 1950 outlay for durables represented an unprecedented proportion 
of the consumer’s budget, but even in that period less than one-sixth of all con- 
sumer expenditures were for durables. This is significant, since the chief fear 
of shortages relates to durable goods. It is sometimes forgotten that they are 
a relatively small part of the supply picture. 

The percentage of consumer outlay spent for food also is higher than before 
World War II. This is partly the result of the public eating more and better 
food, partly the result of an increase in food prices greater than the rise in 
other prices. 

The various other items of consumer expenditures have shown no pronounced 
change in their relative importance. In total, they have decreased somewhat 
to make up for the increase in the percentage spent for durables and food. 


PROSPECTIVE SUPPLY OF CONSUMER DURABLES 


The main area of concern with regard to consumer supply is in the durable 
goods sector: Automobiles, household equipment, ete. Since these items require 
the same materials as defense production, the major impact of rearmament on 
consumer supply will be felt in this sector. Therefore, a more detailed exami- 
nation of the supply and demand situation in the durable goods field is in order 
even though durables account for only 10 to 15 percent of the consumer budget. 
or only about half as much as food. 

Although some reduction is expected in production of various consumer dur- 
ables from the extraordinary levels of output reached in 1950, the supply in 1951 
will be very good indeed when compared with any year other than 1950, accord- 
ing to the Director of Defense Mobilization. 

Production of passenger automobiles, although cut back from the 1950 levels, 
will be almost as great as in 1949, about 20 percent higher than in 1948, which 
was considered a banner automobile year. Refrigerator output will be only 
slightly below 1950 but greater than in any earlier year. Output of television 
sets will be very slightly less than in 1950, but about twice as great as in 1949. 
These are not iso ated examples of the supply situation in consumer durables. 

Those who are alarmed by announcements of cut-backs below 1950 levels of 
production forget what an extraordinary year that was. Output of consumer 
durables in the latter part of 1950 was so great compared with any prior records 
that it is unlikely that consumers could have maintained that rate of purchasing 
in any event. 


CONSUMER INVENTORIES OF DURABLES 


The adequacy of the supply of consumer durables must be considered in rela- 
tion to the stock of such goods which consumers already have in their posses- 
sion. If consumers are understocked, they may be expected to compete sharply 
for a supply which would otherwise be adequate. If, on the other hand, they 
consider their present holdings adequate, they can take a reduction in current 
output in their stride. 

The facts show that consumers holdings of durable goods at present are far 
in excess of any level previously recorded. The number of passenger automo- 
biles in use is now 50 percent greater than in 1939 or in 1946. Two and one-half 
times as many electric refrigerators are in use in homes as in 1989. The number 
of washing machines has approximately doubled in the same interval. 

Another fact to remember is that a large part of existing holdings of durables 
have been bought since World War IT and, therefore, are relatively new. This 
also will help to control the eagerness of consumers to buy. The Department of 
Commerce comments on the present situation as follows: 

“* * * The high and rising production volumes of all types of consumer 
durables in the last 5 years have resulted in record per family holdings of the 
major items. 

“To illustrate, from 1946 to 1950, inclusive the total number of new nonfarm 
dwelling units built was close to 5 million; almost 21 million new passenger 
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ears were produced; 21 million electric refrigerators; 75 million radio sets; 12 
million television sets; more than 17 million washing machines; and 18 million 
electric and gas ranges were turned out by American factories. Thus, it would 
appear that even a sizable curtailment in the flow of the consumer hard goods 
would not for some time result in any real hardship or privation. In view of the 
fact that the production of the consumer durables, including housing, involves 
the same materials and labor resources needed for the production of military 
‘hard’ goods, this sector of consumption faces varying degrees of curtailment in 
1951.” [Italics added.] 


FREQUENCY OF PURCHASE OF DURABLES 


Even if a shortage of durable consumer goods developed, the impact on the 
cost of living would be much less than the impact of a shortage of nondurable 
goods or services would be. The reason is that nondurable goods must be bought 
currently and continuously while durables are purchased only at infrequent in- 
tervals. The average family in the middle-income brackets buys a refrigerator 
only once every 12 years and a washing machine only once every 20 years, No 
serious hardship is likely to result if the purchase has to be postponed for say 
one more year. Consumers are not likely to bid desperately against each other 
for house furnishings as they would for a limited supply of items they must 
buy continuously. 


CONSUMER BUYING PLANS FOR 1951 


A recent survey by the Federal Reserve Board gives an insight into the present 
intentions of consumers for purchasing durable goods in 1951. Such intentions, 
of course, are always subject to revision and the survey must be taken with 
reservations. However, the results as reported are rather reassuring. When 
surveyed, consumers indicated that they do not intend to participate in any 
mad scramble for durable goods during the present year. Fewer consumers in- 
tend to buy new houses in 1951 than in 1950. Those who are considering the 
purchase of new homes are less certain that they will do so. The survey also 
indicates a reduction in plans for buying automobiles in 1951. Just about as 
many consumers are considering the purchase of other durables, such as re- 
frigerators, television sets, furniture but they are not as certain in their plans 
as in 1950. 

NONDURABLE GOODS AND SERVICES 
Food 


The most important single element in the consumer’s budget is food. About 
33 percent of the weight of the Consumer Price Index of the Bureau of Labor 
Statistics is in food. Therefore, the course of the cost of living in 1951 will be 
importantly affected by the supply of food. Department of Agriculture official 
estimates for major food items in 1951 clearly indicate that supplies will be 
plentiful in the coming year. Meat consumption in pounds per person will be 
higher than in 1949 or 1950, although a little bit less than in 1946. The per 
capita meat consumption in 1951 will be 17 percent greater than in the late 1930's 
indicating a significant improvement in the standard of living. 

The supply of eggs, chicken, fluid milk, cheese, fresh fruits, and fresh vege- 
tables will be very high in 1951 relative to recent years. These are the foods 
which are most important to the nourishment and to the standard of living of the 
country. ‘ 

In studying the food supply statistics, it must be remembered that there is : 
limit to the amount of food an individual can consume. An increase in the 
poundage consumption of certain foods must be matched by a decrease in the 
poundage consumption of other less desirable forms of nourishment. What has 
happened is that consumption of grains as human food has decreased markedly 
since the pre-World War II period. This is especially noticeable in cornmeal, 
oatmeal and wheat flour. People prefer to have more of their grain converted 
into meat, and they are prosperous enough to eat most of it in the form of meat. 


Apparel 


Clothing and shoes comprises about 10 percent of the consumer’s budget. The 
situation in this field at the present moment is that retailers are well stocked 
and are finding it necessary to use aggressive methods to move their merchandise. 
Experts report that there is every assurance of an adequate supply of merchan- 
dise for the rest of the year. As noted earlier, even the wool supply outlook 
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has improved. In any event, moreover, the wool price situation could not be 
dealt with by domestic price controls. 
Housing supply 


Consumers’ expenditures for housing account for about 10 percent of their 
total budget. There are at present no indications that people will have difficulty 
finding places to live. In the year 1940 there was no visible housing shortage, and 
since that time the number of available dwelling units has increased by 24 per- 
cent whereas the population has increased by only 14 percent. 

Miscellaneous services -* 

It is not generaily realized how much of.the consumer’s budget goes for 
miscellaneous services; medical care, utilities, transportation, laundries, barber 
shops, etc. Over 20 percent of consumers’ expenditures are in this class. 

While it is hard to generalize about this mixture, there seems to be no 
ground for fearing any serious shortage. No scarce materials are involved. 
The mobilization program as it stands should lead to no shortage of manpower for 
these services. 

In summary, the nearby supply situation is not unfavorable. Obviously 
shortages will develop in some items and in a free market, after the demands 
of the military have been met, consumers undoubtedly would bid up prices of 
these scarce items. But is a price rise in a limited number of scarce articles 
sufficient justification for regimenting the entire economy and inviting the 
disaster which such regimentation is bound to bring? Under such regimenta- 
tion, we can again expect to encounter shortages which would not otherwise 
exist, as well as the impairment of incentives to increased production. 

On the other hand, if we will adopt a sound anti-inflation program such as 
herein presented, we believe this Nation can move forward and defend itself 
against any enemy while protecting the freedom of the people at home. 


The Cuarrman. Mr. Newsom will you step up, please. 


STATEMENT OF HERSCHEL D. NEWSOM, MASTER, THE 
NATIONAL GRANGE 


The Cuamrman. Will you proceed, sir, in your own way? Do you 
resire to read your entire statement ? 

Mr. Newsom. I believe, Mr. Chairman, that I may be most likely to 
cover the points that I want to cover if I read the statement. I have 
tried very earnestly to keep it brief. 

The CHatrman. Well, go ahead and read it. There are some ques- 
tions I want to ask you, but you go ahead and read your statement. 

Mr. Newsom. I presume, Senator, that it may be in order, since 
this is my first appearance in my new capacity as Master of the Na- 
tional Grange, to point out that I am still a farmer in Indiana, as 
I have been for all of my life. 

The CuatrMan. I want to welcome you here as the chairman of this 
committee, because there is no other organization for which I have 
more respect than the Grange. 

Mr. Newsom. Thank you, sir. 

Under that freedom, within the framework of that democracy which 
has been provided in America, a great agricultural capacity has been 
developed. The United States is great by many standards and by 
many yardsticks but there is little doubt that its agricultural produe- 
tive 7 is a direct measure of its greatness on the one hand 
and is largely responsible for its greatness on the other. 

As the ‘productive capacity of American agriculture has expanded 
so have we released an increasing number of American people to ex- 
pand the value of goods and services to a fuller and richer worth, there- 
by improving the real living standard of the Nation and i increasing its 
usefulness. Freedom, that liberty of selection of one’s occupation, of 
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employment of one’s own capacity and ability in productive effort, ac- 
cording to the individual’s own estimate as to where he could make 
the greatest contribution to the general welfare, and receive the great- 
est reward or compensation for his effort, has been a major factor in 
the rising level of production and the increasing efficiency of American 
agriculture. 

Farmers, therefore, have a major stake in the preservation of 
freedom. All threats to freedom must be recognized and weighed. 
Farmers will give their utmost effort to produce and will readily 
accept a just and equitable increase in individual tax liability, to wage, 
and pay for this battle, to preserve freedom. 

At its annual session in Minneapolis last November, the Grange 
set out an eight-point program recognizing that the cause of freedom 
is now threatened, not only by the Communist forces of the world, 
but is threatened from within at the same time, by the forces of in- 
flation. We especially call your attention to the order in which the 
points of that program were set out and the priority thus established: 

1. We must rebuild our military might to repel future attacks. 

2. We must develop a sound tax system. There must be no war 
profiteering. 

3. We must finance war’s cost as far as possible, from current taxes 
requiring an austerity program both personal and governmental. 

4. We must allocate critical materials by compulsion if voluntary 
means fail. 

5. We must attack inflation at its source through relation of supply 
of money to goods. 

6. We must have rationing when supply of any goods becomes short. 

7. We must control prices, supplemented by rationing, if rationing 
alone fails to prevent profiteering. 

8. We must, if necessary to prevent inflation, control wages, prices 
and profits together, across the board. 

The Grange position, based on the above platform recognizes that 
mobilization requirements must be met. Priorities and allocations 
including authority to requisition and condemn, with proper safe- 
guards, are therefore essential. 

To expand productive capacity and supply, to meet the present sit- 
uation the general provisions of the proposed legislation under those 
heads seem appropriate. 

We strongly urge, however, that the committee amend the act to 
clearly prohibit subsidies for the purpose of making price roll-backs, 
below levels otherwise provided in the act, or to relieve consumers 
of the responsibility of paying the fair cost of any normal productive 
effort. Such subsidies are highly inflationary in themselves and will 
tend to defeat the very purpose for which those subsidies have been 
advocated. Subsidies should only be provided for, if at all, in cases 
of strategic materials definitely required by the mobilization effort. 

As an example of the type of subsidy which we believe to be sound, 
I would point out that normal industrial and agricultural uses, re- 
quire all of the immedmtely available sulfur production. Mobiliza- 
tion and economic cooperation, as well as military cooperation with 
North Atlantic Treaty countries just demand large quantities of sulfur. 
We must have sulfur and I’m sure that potential sources of sulfur 
which cannot supply that critical item normally in price competition 
with our current sulfur producers must be utilized as quickly as pos- 
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sible. To subsidize that production in this emergency seems to be a 
justifiable use of Government funds. 

I should like to add there, Mr. Chairman, and members of the 
committee, that for 2 to 3 months now we have been sorely disap- 
pointed that it apparently has not been possible to get a realization 
that something definitely constructive must be done on this particular 
problem until within the last week or so, and I am happy to say 
that we are pleased to be able to advise the farm people and the 
Grange members that there is increasing evidence that the Office of 
Defense Mobilization has its finger pointed, at least, if not actually 
on potential supplies of sulfur. I-repeat, I think we may be entirely 
justified in making some special concessions in our rather academic 
feeing on the matter of subsidies in this kind of a case. 

Section 104 (a) should be amended by striking— 


In establishing, maintaining, or adjusting a ceiling under this title, the Presi- 
dent shall consider as being included in the price received by producers of any 
agricultural commodity any payments made under the authority of section 303 
of this act in connection with that commodity to or for the benefit of such 
producers— 


in lines 3 to 8, inclusive, on page 9. 

The CuarrMan. Just one moment, Mr. Newsom. 

Senator Lucas says that he has given out a press release. As I 
said before he was to appear here at eleven o'clock this morning. I 
ask leave to have the press release placed in the record, and he will 
testify on Tuesday morning. 

(The material referred to follows :) 


AMERICAN FINANCE CONFERENCE 


WASHINGTON, May 18.—Scott W. Lucas, former majority leader of the Senate, 
today told the Senate Banking and Currency Committee that the administra- 
tion of consumer credit controls is “unfair and unsound.” He urged that reason- 
able limits on the stringency of controls be written into the law. 

Lucas appeared at the committee’s hearings on extension of the Defense Pro- 
duction Act, which embodies authority for Regulation W, the credit-control 
authority. 

“There is no justification under present conditions for controls on installment 
sales of automobiles,” he declared. 

Lucas called the use of its administrative power by the Federal Reserve Board 
“unconscionable” and recommended that if the control is continued a “floor” 
be written into the law, establishing the most stringent credit terms that can 
be applied on the purchase of automobiles. He pointed out there are many prece- 
dents for this type of “floor.” 

Emphasizing that Regulation W was authorized for the supposed purposes of 
saving critical materials and curbing inflation, Lucas declared that it does 
neither effectively. 

“Regulation W applies equally to used cars as well as to new cars,’ he pointed 
out. “I shall welcome any help from this committee toward explaining how 
credit controls on used cars conserves materials. 

“As to new cars, it must be readily obvious to this committee that you can’t 
control the manufacture of new cars by making it impossible for those who need 
them to buy them. The present law confers ample jurisdiction on the Executive 
to reduce the amount of such materials available for automobile manufacturing 
and to divert those materials for defense activities. 

“I must confess that I find it hard to see how” any critical materials are 
conserved by a regulation which tells a man who needs a car that he cannot 
buy the car, already made, mind you, unless he pays one-third down and the 
balance in not in excess of fifteen months. Incidentally, are the materials in a 
car not critical if the car happens to be purchased on an all-cash basis? 

“As for the affect on inflation, it has been my understanding that inflation 
is caused by the creation of new money through extension of credit. There must 
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be a distinction made between sources of originating new money and sources 
distributing the new money that is created. The only originating sources of 
new money are the banking system including the Federal Reserve System and 
the credit program of the Federal Government. This consumer credit which 
we hear and talk about so much is not an originating source of new money— 
itis an avenue for the distribution of the new money. 

“T believe that a valid test is the relationship between installment sales credit 
and total consumer purchasing power. Installment sales credit outstanding at 
the end of 1950 was only 3.85 percent of total consumer purchasing power. Let 
me emphasize this: That it is against this small volume—3.85 percent of total 
consumer purchasing power—that Regulation W applies. And this figure of 
3.85 percent, bear in mind, is related to all installment sales credit outstanding2. 

“According to the published statistics of the Federal Reserve Board, only 9.18 
percent of the total increase in bank credit outstanding during 1950 was due 
in installment credit. The other 90.82 percent is virtually uncontrolled. Here 
is the field in which the Voluntary Credit Restraint Committee is operating. 
In my opinion, it is not consumer credit, but bank credit which must be checked. 
The other day my good friend, Senator Morse, placed in the record an extract 
from Barron’s magazine of November 13, 1950, consisting of an article by R. C. 
Leffingwell, vice chairman of J. P. Morgan & Co., in the course of which Mr. 
Leffingwell said: ‘How odd to control credit for consumers and home builders 
while the source of all credit pumps out more of it to oblige the Treasury.’ 

“T have tried to make it clear that at least so far as automobile financing is 
concerned, regulation W has not accomplished its purpose. I should also like. 
to revert to an earlier comment I made dealing with the equities of regulation W 
with respect to automobile financing. Why discriminate against the wage earner 
and the farmer whose limited income necssitates installment buying, thus leav- 
ing goods freely available to the man with greater purchasing power? Regu- 
lation W doesn’t stop the man with money from buying for cash all the ears 
he wants; it doesn’t stop the man with substantial savings from meeting the 
rigid requirements of regulation W ; it doesn’t stop the man whose savings have 
been reflected in Government bonds from selling those bonds in order to meet 
the regulation W requirements; it doesn’t stop the man with bank credit from 
borrowing and meeting the regulation W requirements with the proceeds of his 
loan. The only thing it stops is the little man, with no savings and no collateral, 
who needs a car. 

“And while I am on the subject of the man who needs a car, make no mistake 
about it: a serviceable automobile is essential to millions of workers who depend 
upon their cars for transportation to and from their defense activities. And, 
incidentally, a man driving an old car because he can’t make the high down 
payment and meet the high monthly payments required to buy a better one is a 
traffic menace. The more one studies this picture, the more one becomes con- 
vinced that regulation W is using the installment sellers as ‘whipping boys,’ 
but in so doing, the installment buyer is the victimized poor man who suffers the 
most. It is a matter worthy of more than routine inquiry why the same re- 
strictions on installment purchases of cars which were imposed during World 
War II at a time when no cars were permitted to be manufactured are in effect 
today when General Motors, for example, produced more cars in the first quarter 
of 1951 than it did in any quarter of its history. 

“There is nothing startling or unconventional in Congress imposing a limita- 
tion in legislation authorizing discretionary action by the Executive. Such 
reservations of control are not at all uncommon. A conspicuous, highly relevant 
example is the power Congress gave the Federal Reserve Board to fix the reserve 
percentages of cash held by member banks against certain types of deposits, 
accompanied by legislative prohibition against making these percentages higher 
than the amounts set forth in the law.” 

Lucas, who appeared on behalf of the American Finance Conference, urged 
that if the regulation is to be continued the “floor” be set at no less than one- 
third down and no less than 18 months to pay on new cars, with no restriction 
on terms for used cars, in order to preserve the essential transportation system 
of the country. 


The CxHarrman. Go ahead, Mr. Newsom. 
Mr. Newsom. Somehow we all must accept the responsibility for 
having been slow to attack inflation at its source and endeavoring to 
83762—51—pt. 2—-9 
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achieve a more nearly balanced condition between purchasing power 
and supply of goods and services. A vigorous tax policy at individ- 
ual levels coupled with a fiscal policy of rigid personal and govern- 
mental austerity, a sound credit policy, a really effective effort to en- 
courage individual savings, perhaps we should even provide a new and 
more attractive, short-term savings bond, a vigorous production effort 
through a longer basic workweek and a realistic emergency excess- 
profits-tax structure—all could have served’well to attack inflation at 
its sources. © 

May I interject here, that:in trying to realize as best we can, from 
our farm point of view the real threat we think we see in front of us, 
posed by the increase in the level of national income at the rate of 
approximately $35 billion, according to Mr. Wilson, in whom I have 
great confidence, I think the section here having to do with encourage- 
ment of increased personal savings is perhaps one of the most impor- 
tant in this list. 

Senator Bricker. What do you mean here by “short-term savings 
bonds”? How long a term? 

Mr. Newsom. Senator, I have in mind this fact. I doubt very much, 
no matter how determined we might all be, whether it would be real- 
istic or possible to reorganize our tax structure in the amount that 
would be necessary to account for this $35 billion increase. The sound 
approach to that, by many accounts, is to encourage by all legitimate 
and sound noniflationary means, this increased level of savings. As- 
suming that we do not get into an all-out war at the end of this year 


and a half period Charley Wilson is talking about, we are reasonably 
well assured, in my judgment, that we may then be able to supply a 


comparatively adequate amount of consumer goods and services. I 
um trying to say that this 18-month or 2-year period I think we must 
recognize is a terrific hamp. If we could, therefore, provide perhaps 
a 5-year maturity bond or even a 3- or 4-year maturity bond, with 
some reasonable incentive—and I know we must guard against in- 
creased interest rates, that will not serve the cause well—but I think 
we must try as best we can to encourage this level of individual sav- 
ings, and that is the type thing I have in mind. I do not know that 
I am able to answer it in any more detail. 

Senator Bricker. That is what I wanted exactly, the term of it, 
more than anything else. Thank you very much. 

Mr. Newsom. Our failure to do this in time, coupled with the rising 
level of Federal expenditures and the increasing volume of mobiliza- 
tion orders with the consequent decline of the volume of certain con- 
sumer goods, may necessitate temporary rationing at consumer levels 
and even require price and wage controls to prevent profiteering or 
excessive income. An effective wage-control program is needed for 
the purpose of controlling hourly wage rates, but not for the purpose 
of controlling take-home pay. I am trying to say that in my judg- 
ment the requirements of the mobilization, as well as the economic 
cooperation and the military cooperation programs are just certain 
to result in a lowering of the living standard of this country unless, 
or perhaps I should say in just such measure, as we failed to increase 
our production accordingly. 

I think it should be of major concern to all of us that we seek in 
any effective sound manner that we can to extend the workweek and 
to get that expansion accepted by the workers of America. I am say- 
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ing that it is the hourly wage rate that increases the cost of the product 
of that labor, and that is the thing that I think we should control. 

Price control designed specifically for the purpose of reducing prices 
of commodities to consumers, so that consumers may purchase more 
of those commodities, or purchase the commodities with less of their 
spendable income at a time when such spendable income already is 
in excess of the amount of consumer goods available, will serve only 
to aggravate inflation by widening the inflationary gap between effec- 
tive demand for, and supply of, consumer goods and services. Price 
controls so used will increasingly and progressively restrict the pro- 
ductive output of this country and create shortages. 

I keep coming back in my mind to one of the first ome hen state- 
ments that I heard when I came in to this Capital City of the Nation 
last December. I heard it from several sources and I am reasonably 
well impressed with its truth, that the best this country can hope 
for is a prolonged period of tension. I think, therefore, in approach- 
ing this problem of inflation we must think of it not in terms of a 
6-month or a 1-year or even a 2-year effort, but we must think of it 
in terms of a prolonged period of tension, and perhaps a prolonged 
period of a comparatively high level of mobilization. 

The Grange therefore strongly urges that the price and wage stabili- 
zation section of S. 1397 be amended to prohibit direct price control 
at the consumer level except when accompanied by a rationing 
program. 

Senator Dirksen. Mr. Newsom, I would like to ask a question. 
Are you then opposed to the control features as they now exist, unless 
they are accompanied by a rationing ee ¢ 

Mr. Newsom. I am, sir. It is the Grange’s position that failing 
to be able to balance consumer demand and supply of consumer goods 
in any other way, we must use the rationing process to curtail the 
demand and control the demand. We think price control without 

rationing only aggravates the situation, as we have said, and there- 
fore it is our ‘hope that this committee will give due consideration to 
what, in our judgment, is the desirable approach, namely, let the 
present price-control provisions expire, assuming this legislation will 
not be enacted prior to their expiration; and in any new provision for 
a really direct approach to the stabilization effort in the matter of 
controls, we honestly believe that price controls must be forbidden 
except when used in conjunction with rationing. Does that answer 
your question ¢ 

The Crarrman. In substance you say any control of anything 
should be abandoned 

Mr. Newsom. At the consumer level. 

The CHarrMan. Unless you have rationing? 

Mr. Newsom. Yes. 

The Cuamman. That is, for agricultural products ? 

Mr. Newsom. I confess to you, we are thinking primarily in terms 
of agricultural products. Our testimony has been prepared from the 
farmer’s point of view. I say to you quite emphatically, however, 
that we see no reason that that same general principle should not apply 
to nonagricultural consumer items, too. 

The CHatrman. Nonagricultural consumer items are what the 
farmer has to buy, and it puts those prices up. 
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Mr. Newsom. That is right, but we believe that a rationing program 
can serve the purpose a great deal more effectively. If you have to 
separate them, rationing can serve more effectively than price control. 

However, we think they are companion programs in time of emer- 
gency, and if you have to use one we put the higher priority, as you 
will notice all the way along, on rationing. 

Price is the natural and effective method of rationing consumer 
goods. To impose a price ceiling, or to roll prices back, is to disturb 
that normal rationing process and to impose the absolute necessity-—— 

The Cuarrman, In other words, you do not believe, and you testified 
to that effect, in rationing at the consumer level, as according to this 
statement, it is going to disturb the normal 

Mr. Newsom. I am afraid I do not get the full import of your ques- 
tion. 

The CuHatrmMan. Would you read again what you just read ? 

Mr. Newsom. Price is the natural and effective method of rationing 
consumer goods. To impose a price ceiling, or to roll back prices, is 
to disturb that normal rationing process and to impose the absolute 
necessity, the progressively imperative necessity—I mean to say the 
necessity will become greater as the program remains. 

The CHarmman. What about the roll-back, for instance, on beef? 
In your opinion it is going to make it progressively worse; is that 
right ? 

‘Mr. Newsom. It is going to make it progressively necessary that we 
provide a rationing program. That is what I am trying to say. 

The Cuarrman. I know, but unless we do that you say it is going 
to be worse. 

Mr. Newsom. Absolutely. 

The CuarrMan. Unless you have your rationing program to get so 
many pounds of meat, in simple words, it is going to be worse. 

Mr. Newsom. In the next sentence or two, Senator, I will tell you 
why I think that is true. 

The CuarrmMan. I just wanted to get that for the record. 

Mr. Newsom. That is right. 

Failure to do that means only that any given consumer will be able 
to purchase larger portions of the commodity thus controlled, price- 
wise. This, in turn, means that those consumers closest to the source 
of supply will, without an effective rationing program, get the lion’s 
share of that given commodity. 

The Cuatrman. That is what the meat people testified to yesterday. 
As a matter of fact, the gentleman here from the west coast, as I 
remember, specifically mentioned the situation would be far worse in 
New York and Washington, just to mention those two cities, they 
being so far away from the sources of supply. You bring that out in 
your statement here. 

Mr. Newsom. Senator, one of the big questions in my mind 

The Cuairman. So it is going to be worse where the people seem 
to want to have it rolled back the most. They are going to get less 
of beef. 

Mr. Newsom. That is exactly right. I am just trying to say as 
earnestly as I know how that the farmers of this country recognize 
they have a terriflic stake in the welfare of the consumers and in sup- 
plying the consumers their equitable share. I am trying to say to you 
that the present program prevents that. 
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The Cratrman. And the further you get away from the beef 
— the less beef the people who live further away are going to 


Mr. N vewsom. That is so completely true in my judgment, I fail to 
see W hy it is not universally recognized. 

Senator Scuorrret. But, Mr. Newsom, you also recognize, I am 
sure, that what we do want is the greatest amount of production of 
that poundage of beef on the hoof, do we not ¢ 

Mr. Newsom. I do. 

Senator Scnorrren. In order to provide the greatest degree of avail- 
able supply commensurate with the demand. “Now, anything that is 
done by way of regulation—to my way of thinking, these roll-backs 
are dishonest—is likely to curtail the production of beef. Those dis- 
locations are going to become increasingly greater the more regula- 
tion prevents the reduction in poundage. Is not that true ? 

Mr. Newsom. I say to you, Senator, that it is true, and I regret to 

say that we in agriculture, generally, in my opinion have not done too 
good a job of ples iding our major point—— 

The Crarman. Have you been given the opportunity ? 

Mr. Newsom (continuing). In this particular crisis. 

The CuamMan. Have you been given the opportunity ? 

Mr. Newsom. Frankly, Senator, ‘that answer is just a bit involved. 
We have been given some opportunity, but not the opportunity we 
would like to have. 

The Cuamman,. But you have not had farmers at the top level since 
this thing commenced ? 

Mr. Newsom. That is one of the major weaknesses in our structure. 

The Cuarrman. The Senators of this committee have requested that 
farmers be put on at the top level, but nothing has been done about it. 

Mr. Newsom. I would like to say to you, Senator, that we have had 
invitations from a few spots to do that type of thing. We in agricul- 
ture are in the tough spot of not being able to comply with those invi- 

tations too readily. I mean to say, I do not think I have to explain 
to you that we in agriculture do not have too many available dollar-a- 
year men, so to speak. It is possible, and I do not condemn industry 
for this at all, but it is possible for industry to permit some of their 
very able people to be loaned to the Government on a sort of leave 
and their salaries, perhaps, their retirement and their other monetary 
requirements are In some measure, in some cases, at least, met by 
their normal employer. We in agriculture cannot do that and we have 
a tough time trying to get capable men to come into those advisory 
positions. 

The Cuamrman. They do not give the farmer certificates of amorti- 
zation, either, do they ? 

It is a fact, you do not have the available men, as you say, to have 
in these departments here in Washington. You have to depend upon 
the Department of Agriculture. 

Mr. Newsom. To a large extent. 

The Cuarrman. That is, you do not have your private people up 
here. 

Mr. Newsom. That is right. I think that is a very potent fact in 
this whole controversy and discussion, so far as agriculture’s plight 
is concerned. I believe, Senator, I have substantially covered my 





1208 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


next paragraph, except that I would like to read that last underlined 
statement. 

Any program of controls, however, breeds more and more control 
until the necessity for such a program is eliminated, by removing the 
causes of the inflation itself. I should like to say that just 2 or 3 
weeks ago, when I was home on the farm in Indiana for a period of 
only 4 or 5 days I was greeted by a headline across the local home- 
town paper to the effect that one of the larger of the small packers 
in Indiana had his beef kill down by"86 percent because they were 
caught in the squeeze; because ceilings were placed on carcasses be- 
fore they were placed on live beef animals, and their slaughter opera- 
tion just dried up. So they demanded immediately as packers, “You 
have to put ceilings on the live animal at the producer level.” That 
is the type thing that I am trying to say here, that any control pro- 
gram just breeds more and more control because as inequities come in 
by reason of one control, we automatically, some of us, at least, seek 
more controls or try to eliminate those inequities. 

Senator Scuorpret. Mr. Newsom, I would like to ask you this, com- 
ing as you do from the great State of Indiana, which is a great finish- 
ing State for cattle, as you know, and a great corn-producing State; 
an actual home for those two great industries. I, coming from the 
State of Kansas, a great agricultural State, fail to see the necessity 
for licensing and gradually cutting back the slaughtering quota. I 
just have never had that fully explained tome. I wonder if you have 
run into some of that questioning in your good State of Indiana. 

Mr. Newsom. We certainly have. I think I could answer that 
one a bit more fully if I thought time permitted a similar answer on 
all of those things. 

The Grange is opposed to any change in the ceiling-price pro- 
vision for fluid milk as now provided by the Defense Production Act 
of 1950 and to that portion of section 104 under the price and wage 
stabilization section which provides that “for the purposes of this 
subsection,” setting a ceiling, “the parity price of any agricultural 
commodity, as of any date, shall be the parity price of such com- 
modity at the beginning of the then current marketing year or season,” 
and so forth. In our judgment, this later provision completely ignores 
the principle of justice and equity, and assuming there is any need 
even on the basis of administrative difficulties, which are the alleged 
reasons for incorporating this provision in the act, it is a frank ad- 
mission that the rest of the economy is not expected to be stabilized. 

The Cuarman. Amen. That is what I have been saying for 
months. 

Senator Dirksen. Mr. Newsom, you know that the Secretary of 
Agriculture suggested that change, do you not? 

Mr. Newsom. Yes, and I think probably it is fair to the Secretary 
to point out that he felt he was very definitelly crowded into a corner, 
in my judgment. I am not defending the suggestion, do not misunder- 
stand me, but I think honestly the Secretary was desperately crowded 
into a corner by a provision that he thought was a great deal more dan- 
gerous to agriculture than this. However, we cannot and do not accept 
this in any sense of the word. 

Senator Scuorrret. Mr. Newsom, might I state that a number of 
us from agricultural States question this very phase that you have 
mentioned here, most seriously. At least I fail to see it and to be 
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lulled into a sense of security on the part of those who say it would 
make no difference whatever. I want you to know I thoroughly con- 
cur with your position here, sir. 

Mr. Newsom. Parity itself for all purposes, not just for ceiling pur- 
poses, but for all purposes, will be stabilized if and when, and not after, 
the rest of the economy is stabilized. Parity only fluctuates as agri- 
culture’s cost index fluctuates. We can see no justification for this 
provision on the basis of equity. de 

We can, however, see as a result of this provision, a serious disrup- 
tion of orderly marketing processes. Let us assume for a moment 
that the price ceiling is established for the crop year. What incen- 
tive will there be for any producer to withhold any portion of his 
current crop for immediate market? What incentive will there be 
to farrow pigs in January and February in the face of adverse 
weather and higher cost? Pigs farrowed in more favorable weather 
cost less. 

Incidentally, one of the major items in the lesser cost is we have a 
great deal lower loss in the litters if they come along later in warmer 
weather, even with electric brooders and everything else. 

The removal of all differential in price will surely destroy orderly 
marketing, and create seasonal gluts and shortages. The packing 
industry just cannot handle livestock on that basis and price fluctua- 
tion has been the means of spreading the marketing over the year. 

I think, gentlemen, if time would permit, and if I thought it were 
necessary, I could give you a score of examples of just how this pro- 
vision would completely disrupt the process of orderly marketing, 
Surely there would be no point to trying to get our milk production in 
the coldest of the months up to as high a level as we can. Surely 
there would not be any point to trying to artificially dry our 
corn so that we could store it and have good marketable corn in the 
off season and get the benefit of that additional price. It is always 
available, nearly always, especially this year. There is an excellent 
demand for good mill corn. I know what I am talking about on 
that because I have frozen my face trying to take care of February 
pigs and we have struggled long and hard to try to maintain a high 
marketing quality on our own white corn at the right season of the 
year when the demand is high. 

Senator Scnorrren. Mr. Newsom, I would like to ask you at this 
point—L do not want to be embarrassing in my questions—but this 
Congress in enacting the original legislation that is now sought to be 
extended and amended, put in spec ific provisions for advisory commit- 
tees to come before these agencies before the regulations were pro- 
mulgated and established. Now, I am just curious to know to what 
extent you men of the great farm organizations on this instant ques- 
tion, had very much, if anything, to say and if you registered your 
protests with reference to this before it really came out ? 

Mr. Newsom. I do not know how extensively you want me to answer 
that, but we have struggled with that one as earnestly and as honestly 
as we know how. We have tried deliberately to point to the absolute 
justice of the provisions of the 1950 act. I commend the C ongress. 
As one who did not have any part in that I can be just as generous 
as I please about the provisions of that act. I think they were com- 
pletely equitable, insofar as the price formula itself is equitable, and 
there are a certain few inequities, in my judgment in the price formula, 





1210 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


but those very inequities themselves were recognized by the Congress 
in the alternate provisions for price-ceiling-setting pues that were 
provided. It is difficult for me to understand how the Congress 
itself could have done a better job. 

The Carman. I am glad you said that—if Senator Schoeppel 
does not mind my interrupting—because Mr. Goss testified very ex- 
tensively, as you remember, in the caucus room last year, about last 
June, and many of the recommendations“that the Sronee and the 
Farm Bureau made we put into the-law. I am glad the Senator 
brought that out, because the Congress certainly intended them to 
have more participation. 

Senator Bricker. There is another problem in connection with this 
that I want to inquire into a little further. That involves the parity 
fixing, either on an annual basis or on a monthly basis. As I under- 
stand it, and as it has been explained heretofore in the hearings, 
varity for the purpose of support prices is now on an annual fixed 
a it is not ? 

Mr. Newsom. No. For support prices, yes, I beg your pardon. 

The Cuamman. On a loan basis. 

Senator Bricker. On a loan basis. I should have said “loan” in- 
stead of “support,” but that is what I meant. 

Mr. Newsom. Yes. 

Senator Brickrr. We have in this original bill, as the law is now on 
the books, provided that you cannot fix prices on a commodity which 
has not yet reached parity. If it goes above parity you can fix prices, 
as they have on beef. Just where outside of that narrow field of fixing 
prices would it make any difference whether it is fixed on an annual 
basis or a monthly basis? If prices are going to continue to go up, 
of course, when a product passes beyond the parity level it is subject 
to regulation and price fixing, whereas, if it is below, it is not. So 
there is that narrow margin from month to month wherein a com- 
modity might come into the price regulation field that it could not 
come into throughout a year if it were on a yearly basis. Is that the 
only effect it would have? 

Mr. Newsom. No—— 

Senator Bricker. I may not be very clear on that. 

Mr. Newsom. I am not completely certain that I have the full 
import of your question. But let me comment to this effect 

The CHarrMan. One thing that ought to be clear, and I do not 
think it has been clear on the record, the support price of cotton or 
wheat, for instance, is a loan price. Is that correct ? 

Mr. Newsom. A loan price? 

The Cuatrman. I say, the loan price for the year is fixed. 

Mr. Newsom. That is right. 

The Cuarrman. But the loan price is 90 percent of parity. The 
price you fix is the parity price and that difference has never been 
brought out. I got to thinking about that last night. They always 
say the loan price, which is the floor on a Government loan from Com- 
modity Credit, or whatever it might be, on wheat or corn or cotton, 
but that is 90 percent of parity. 

Senator Bricker. Ninety percent of parity, but that parity price 
is fixed for a year, is it not? 

Mr. Newsom. That is right, but let; me point out a fundamental 
difference. 
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The Cuarrman. But that is a loan; that is not a ceiling price. 

Mr. Newsom. That is the fundamental difference and that is where, 
in my judgment, the comment of the Secretary was very unrealistic, 
because in the matter of a loan title to the property on which the loan 
is made does not change hands. It is not a final judgment. 

The Carman. Until the farmer sells it. 

Mr. Newsom. That is right. 

The Cuarrman. If the parity should go up in the meantime the 
farmer would get the benefit of the advance in parity when he sold. 

Mr. Newsom. Exactly right. If we permit the ceiling to be fixed 
on that basis when the transaction takes place that is the end of it. 
He has no chance of recovery. 

Let me point out to you a very fundamental indictment that I have 
not yet mentioned to this program. Let us assume, for a moment, 
that we do not stabilize the rest of the economy, and I think there has 
been, as I said a moment ago, a frank admission that they are not too 
sure they are going to get the job done, to say the least. Let us assume, 
therefore, that there does become some necessity for this sort of a 
stabilization of parity for ceiling-setting purposes. Is it not per- 
fectly clear to everybody that as we approach somewhere in the middle 
of the crop year, that the farmer that has any portion of his stor- 
able crop on hand is going to look very carefully to the picture as 
to what the price ceiling in the next crop year is going to be? I am 
saying to you gentlemen that you might conceivably and very probably 
completely stop the flow of agricultural commodities to market pend- 
ing the announcement of next year’s ceiling. Do I make my point 
clear ? 

The Carman. I think it is clear to me. I come from a farming 
country 

Senator Bricker. But the only thing the monthly parity would 
have, so far as the present bill is concerned as distinguished from the 
annual parity program, would be that sometime during the year, even 
in the crop season, you might, by the monthly parity formula, bring 
some crop into price control. Is that right ? 

Mr. Newsom. I think that is right. 

Senator Bricker. Is there any other effect that the distinction has? 

Mr. Newsom. So far as the equity, Senator, is concerned, I think 
perhaps that is the only point, but what I am saying is that the opera- 
tion of that proposal will completely disrupt the orderly marketing 
process. ‘ We will have the most awful glut on the market at harvest- 
time, and the most awful shortage as we get further away from har- 
vesttime, that this country has ever seen. 

The Cuatrman. There would be no incentive to borrow 90 percent 
of parity if they knew they could never sell it above parity at the time. 

Mr. Newsom. Absolutely. 

The Cuarrman. So you are ruining the loan program. What incen- 
tive would there be to borrow 90 percent of parity when you already 
know what parity is? 

Mr. Newsom. And I again, Senator, come right back to the con- 
sumer’s welfare in this program. I am saying to you that we must 
provide the consumers with a continuous flow, not just a spontaneous 
flow at harvesttime. 

The Cuarrman. For the consumer’s benefit as well as the farmers. 

Mr. Newsom. That is right. 
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Senator Bricker. I am concerned about this, because you are the 
first. one that has really attacked the problem, to tell you the truth, 
that has come before this committee. 

The Cuatrman. The rest do not know about it. 

Senator Bricker. I think that is true, too. 

For instance, we fix parity on a monthly basis at the present time. 
If you fix it on an annual oan and your index keeps on going up 
without getting the benefit of an increase in parity price or an increase 
in parity formula, you might have your-crop at the middle of the year 
put under control, or your prices put under control on a crop, when, 
if you had your monthly parity you would not yet have been up to the 
parity ceiling, is that right ? 

Mr. Newsom. I think if I understand what you are saying it is 
right, but I would like to call your attention to the fact that the 
point you just made is another valid reason for putting rationing in 
a higher priority than price ceilings, direct price ceilings. Certainly 
it means an additional justification for our position that you cannot 
have effective price control without a rationing program. 

The Cuatrman. All right, Mr. Newsom, if you do not mind, let me 
illustrate something. A cotton farmer has 100 bales of cotton. He 
puts it in a loan for the year that is set at 90 percent of parity. Say, 
he borrows 20 cents. Everything else goes up. Now, under their plan 
they will say parity for the year is 20 cents, so he has it on a Govern- 
ment loan at 90 percent, or with the bank, and things go up and up 
and up. He has sense enough to know that next year parity will have 
to be raised. Why should he sell any of his cotton? Why not leave 
it in the Government loan? That is what they are going to do. 

Senator Bricker. That will hold it off the market. 

The CHarrmMan. He could keep it for 2 years, if he wanted to. 

Senator Bricker. I was thinking of the adverse effect it might have 
if you come into price control on a commodity in the year when your 
parity would otherwise be going up. 

Mr. Newsom. That is the point of importance to agriculture. The 
points I am making, however, are of equal importance to agriculture 
and all the rest of America, and therefore I think perhaps they are 
more potent. 

The Cuatmman. To the consumer? 

Mr. Newsom. Yes. 

The Cuairman. How is the cotton mill going to buy the cotton to 
make textiles and expand the wealth if the farmer has the cotton in 
the loan at 90 percent of parity and everything else is going up? If 
he knows they are going to raise the parity next September he will 
just leave it in the loan. 

Mr. Newsom. If I am to answer that I could say to you, Senator, 
that the only opportunity I see for facing that situation is absolute 
confiscation of property. 

The Cuamman. Of course, you cannot make the farmer sell his 
cotton. 

The next year they will change the price of parity and then they 
will get the benefit of what they oat have gotten at the time they 
wanted to sell it. And who is going to lose? The farmer is not going 
to lose. The consumer is going to lose. 

Mr. Newsom. That is right. 
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Senator Bricker. Mr. Newsom, I want to say frankly to you that 
you are the first man that has come before this committee with an 
analysis of this problem. The Secretary of Agriculture says it is un- 
important, it makes it easier for us to do the job. The Secretary of 
Labor says we have got to have this, and the other representatives of 
the various departments of the Government come in and say that it is 
not important, it is just for the purpose of making it easier to put the 
program into effect. I for one am rather skeptical when they come in 
here from the various departments with a proposal like that, without 
any real significant meaning. There is something hidden behind it, 
and I want to thank you for ‘analyzing it for us. 

Mr. Newsom. Senator, I want to say to you very honestly that in 
these 6 months I have tried as earnestly as I know how to be strictly 
impersonal in my approach and my presentation to the respective peo- 
ple here, but I think I would be less than honest with the committee, 
Mr. Chairman, if I did not say to you frankly that I have been terriby 
disappointed, and that the only answer I have been able to get in my 
discussions with Mr. Johnston and others to this proposal is that 
somebody somewhere along the line has got to be the goat, in effect, I 
do not think anybody has ever used that exact term, to break this 
inflationary cycle. I submit to you—— 

The Carman. You will never break it that way because the wheat 
farmer, the cotton farmer and the corn farmer are going to leave th: at 
wheat, cotton, and corn in the loan and wait for the next year, and 
there will not be any wheat, cotton, or corn to get to the consumer. 

Mr. Newsom. When I raised these very points with them they 
always came back with the same remark that the Senator from Ohio 
just used a moment ago, that it is so little, that it amounts to so little, 
that surely farmers ought to be willing to give up that much, and I 
say to you frankly, that this job is too big to be whipped by giving 
up anything. We must give, but not give up. We must produce 
and we must assume our individual responsibility. 

Senator Bricker. Frankly, if you had not testified this morning 
this committee would have had no testimony before us exc ept that this 
is a relatively unimportant thing and it would make it easier for us 
to administer the program. That is the testimony we have had before 
this committee. 

Senator Scnorrren. I want to say to you, Mr. Newsom, that when 
Mr. DiSalle was here and this question was raised I said, “Just wait 
aminute. I certainly want to take a look at that. I am not convinced 
that there are not inequities that are not shown on first blush,” and 
I want to join with Senator Bricker and Senator Maybank and say 
to you that this is the first realistic and practical look that we have 
had the opportunity to have before us. 

Mr. Newsom. I thank you personally, but I confess to you that I am 
a bit embarrassed on behalf of agriculture that that statement has not 
been made before this time. 

The Cuamman. There has been no agriculture witness, only the 
Department, the various governmental departments. 

Senator Bricker. Mr. Johnston took the same position. 

The Cramman. With all respect to those gentlemen in the jobs 
they are doing, they do not know the pr oblems of the farmer. 

Senator Bricker. I see where Mr. Johnston has bought a farm out 
here. He will soon learn the hard way. 
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Mr. Newsom. I doubt if it is necessary, Mr. Chairman, to read this 
next paragraph, in light of the discussion. I am simply saying to you 
that to ask the agricultural producers of this country to absorb the 
shock that is necessary in breaking the inflationary cycle in the manner 
they propose to break it is grossly unfair. It will not serve the 
national interest well. 

The Carman. Even if we pass it as a law it will not, because 
it would just _ the produce on the loan if storage until the next 

arity price for the next year, because with everything going up they 
the parity under the law would have to be raised and the con- 
sumer would be the sufferer. 

Mr. Newsom. I repeat that the mass of consumers in our mobiliza- 
tion effort would suffer unless we invoked the power of confiscation of 
property, which disturbs me, frankly. 

Senator Bricker. Those who are supporting this program now 
and advocating it and driving hard for it are the ones that will suffer 
the most in the end. 

Mr. Newsom. That is true. 

The Cuarrman. They do not know it, that is the sad part of it. 

Mr. Newsom. Yes. 

Senator Scuorrret. There is one thing that should be pointed out, 
that parity as an index is based upon fluctuations, as we all know, but 
if they stabilize all the other factors there would not be any necessity 
for them to fool with this. 

Mr. Newsom. I have tried as earnestly as I know how to say exactly 
that. Parity will not be stabilized afterward, but exactly at the 
same time. 

Senator Scnorrret. But in the absence of those other stabilizing 
influences the injurious effects that you mention come into play. 

Mr. Newsom. That is exactly right. 

Senator Scnorrrer. And that is exactly what we are confronted 
with. 

Mr. Newsom. That is exactly right. 

Senator Bricker. When this law was first passed you had a con- 
stant running attack on that particular provision, as you know, from 
certain sources in this country. It was spread over the newspapers 
and the radio, unfortunately. 

The Cuarrman. They have been misled. They did not understand 
it. It isa highly technical thing that only a farmer or one who has 
been in the farming business for years and years understands. Tom, 
Dick, and Harry, with all due respect to them, do not understand it. 
The people in New York City do not understand it. Most of the 
hue and cry comes from there that I get, but they do not understand 
it. It will hurt them because the farmer will keep his goods and not 
sell unless, as you say, they pass a confiscation law here to confiscate 
the fellow’s wheat or eggs or whatever it is, and we are not going to 
do that. 

Mr. Newsom. We hope not, but the power to requisition and con- 
demn is provided in this bill. 

As a possible method of breaking the inflationary cycle without 
any resultant injustice or inequity which does not already exist, we 
have proposed to the President and to the Mobilization Committee a 
three-point program as follows: 
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1. Recognition that the provisions of the Defense Production Act of 
1950 with respect to agricultural prices are just and equitable. If all 
products rise to parity it will result in raising the cost of living less 
than 2 percent. 

Senator Bricker. That isan amazing statement. From the reports 
we have read and the criticisms—and I think we were cautious and 
careful in considering that aspect of it—you would think that that 
was the all-important factor in the cost of food, in the rise in cost of 
food. 

Mr. Newsom. Senator, that thing has been so grossly magnified, in 
my honest judgment, by some people, for political reasons more than 
anything else, that it is really pathetic. Iam trying to say to you 

The Cuarrman. I will say to you that there are more than poli- 
ticians. ‘The newspapers, the city newspapers, some of the newspaper 
people that I know, and they believe—and they are honest, honorable, 
good people—but they just do not understand parity, and to hear these 
wild statements that it causes the cost of living to rise and we have to 
freeze parity or all these things are going to happen—well, you are a 
practical farmer; you farmed all your life and my family has farmed 
all their lives, I know it will not. I know it is all wrong and I wish 
we could get some publicity, based on what you have said, to explain 
to the people that they are the ones that are going to be the losers. 
The farmer is not going to lose. He is not going to sell. He will wait 
until next year. 

Mr. Newsom. The plain truth of the matter is that the maximum 
justifiable adjustment in wage rates that can possibly be based upon 
that completely 100 percent successful rise to parity, if it should 
take place, would amount to only 3.4 cents an hour. I do not want 
to get into Mr. Johnston’s camp or anybody else’s camp by saying 
is not that awfully little, but I am saying that that in turn—I am re- 
liably advised—would amount to an inflationary wage adjustment of 
$2.300,000,000. 

On this matter of breaking the inflationary gap, which is the thing 
that is causing all of the loss of sleep, I propose that we break it at 
the level of government where we can all have a hand in absorbing 
the shock and make the necessary tax adjustment, if you please, to the 
wage payers of this country to account for that $2,300,000,000 and 
then let us attack the problem of level of profits, tax liability, and so 
forth, on their merits, divorced from the discussions on this matter of 
breaking the cycle itself. Let us do one thing at a time and get the 
job done and go on to the next job. That is what I am trying to say 
in this three-step program. The only criticism that has been offered, 
constructive criticism, in my judgment, that has been offered to this, 
our Grange proposal to break the cycle, is that it breaks it at a slightly 
higher level. 

I say to you that if it is the problem that has been posed to us to be, 
then we are justified in that approach to get it broken and stopped. 
We just simply cannot afford this strife and contention between 
groups in America when we must unite for the common cause. I 
could cite figures to you that I think I can prove, to the effect that if 
the agricultural producers of this country had enjoyed the same re- 
turn for their wages in 1950 that industrial labor received, if we had 
enjoyed the same return on our investment as other industry got, our 
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prices would have had to average 190 percent of parity. Our net in- 
come would have had to have been three times what it was. I think 
I can prove that, but I do not believe America can afford that kind of 
an argument now. I do not think we could win it, in the first place, 
and I just do not think that America can afford it. 

I think we must proceed with the job that is at hand. 

To summarize our position with respect to the proposed bill we 
would point out that the Grange recognizes that : 

1. The mobilization effort requires priorities and allocations of 
materials; 

2. Under some circumstances authority to requisition and condemn 
property may be needed in the national interest ; 

3. The abnormal requirements of our mobilization effort neces- 
sitates unusual provisions for expanding productive capacity and 
supply to meet the mobilization requirements. 

We therefore support those sections of S. 1397 providing, priorities 
and allocations, authority to requisition and condemn and expansion 
of productive capacity and supply, subject in the latter case, however, 
to an amendment to prohibit subsidies for the purpose of providing 
for prices at the market place at levels lower than those provided by 
section 402 of the Defense Production Act of 1950. 

We also recognize that the rising level of mobilization orders and 
production will result in a restriction of certain consumer goods and 
an increase in purchasing power at least for a temporary period; and 
that the Government has failed to control purchasing power ade- 
quately through measures enumerated above. 

We therefore urge that the section providing for price and wage 
stabilization be amended to provide for rationing at the consumer 
level and to prohibit direct price control except in conjunction with 
rationing. 

The proposal to prohibit the reflection of parity, or cost changes, 
and to thus ignore the importance of farm storage and orderly market- 
ing, is totally unsound and the striking of this amendment is 
imperative. 

‘The present situation may well be another example of need to dele- 
gate vast and comprehensive power to our executive branch of govern- 
ment in order to effectively and speedily meet emergencies. The dele- 
gation of power in this instrument is, however, so complete and so 
vitally significant to the freedom and very life of every American 
that we are pleased to note that those provisions for termination of 
the act or any section thereof by concurrent resolution of the Congress 
and for the provision of a Joint Committee on Defense Production 
are retained. 

We doubt whether the Congress has a right to delegate such compre- 
hensive power without retaining and exercising responsibility insofar 
as sound administrative process will permit. 

We urge the committee to consider, therefore, the possibility of 
amending section 712 to provide that: 

1. The members of the joint committee shall be chosen : 

(a) Three in each House by caucus of the majority party. 

(6) Two in each House by caucus of the minority party. 

2. Authorize adequate funds for a competent staff for efficient func- 
tioning of this committee. 
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I am trying to say to you, gentlemen, as I endeavored to say a 
moment ago, one of the most frightening dangers of any control pro- 
gram is that its operation, of its very self, tends to call for more con- 
trols. I think the greatest care in the world should be exercised, even 
though we concede that there are potent reasons for providing this 
sort of control, at least on the shelf, to see that they are so administered 
as not to perpetuate their need. 

The CHarrkMAN. Since you spoke about the joint committee, Sena- 
tor Bricker and myself, at this end of the Capitol, have done as well 
as we could, and I know that the Grange and the other organizations 
of this country realize that this program was late in commencing. 
As a matter of fact, the beef roll-back, which was the main issue, only 
came about within the last 2 weeks. In other words, we had nothing 
before us. All during November, December, January, and Feb- 
ruary 

Mr. Newsom. I understand that, Senator, but I think there is one 
flaw in the present provision before this committee. As a staunch 
advocate of balance of power within the Government in the first place, 
and as a believer in the responsibility under our two-party system, 
with the major responsibility on the majority party, I think it is funda- 
mentally sound, if it is administratively possible, and I hope it is, that 
party members in each of the Houses have a hand in this selection of 
the personnel for the joint committee. That is point No. 1. Point 
No. 2 is that we, I believe are reliably advised, that the present ap- 
propriation is perhaps inadequate to provide a competent staff. I am 
trying to say to you 

The Cuairman. That I admit and I think we would have asked 
for more money if we had had the opportunity to have done se. But 
what happened was we started these hearings before anything much 
had been done. For instance, the steel roll-back of 35 percent has just 
come about. We started these hearings 2 weeks ago. The beef roll- 
back came about after we started and it was for that reason we had 
not asked for money. I do not know whether Congress would have 
given us more money or not, but you are absolutely right. The staff 
is not adequate for what we see ahead. 

Mr. Newsom. I am very happy that you recognize it. There is an 
inherent danger that the very operation of controls will perpetuate 
the necessity for controls, and the greatest reliance that we can put 
upon the Congress, as our most direct representatives in this situation 
to safeguard that possibility is of major concern to us. 

This important battle of attacking inflation is a tough one. There 
just is not an easy way to do that job. There is no easy way to defeat 
communism in what T have referred to as a world-wide revolution. I 
think that is what we are in, at the present time. I have tried to say 
to you that, only to the extent that we are willing to work harder and 
longer and produce more, will we be able to head off an inescapable 
decline in our living standard in this country. 

In closing, if I may, I would like to borrow a remark that a very 
prominent economist made just a few days ago in a discussion on 
this very subject. I thought it was tremendously potent. He said, 
“Gentlemen, we may be putting entirely too much emphasis on direct 
stabilization,” and he meant price control, I know that. He said, “Let 
us remember that it is the propellers that drive the ship and not the 
stabilizers.” 
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I thank you, gentlemen. 

The Cuarrman. We thank you very much. 

Senator Bricker. I think you have made an excellent presenta- 
tion. 

Let me ask you one question before you leave. There was a note 
in this morning’s paper that an order was issued yesterday exempting 
eight out of 10 farm workers from wage controls. The Wage Sta- 
bilization Board issued an order removing-all farm workers making 
less than 95 cents an hour from the wage freeze. Their wages may 
be raised freely until they reach 95 cents. Above that rate pay raises 
may yet be given, provided the increases do not exceed 10 percent of 
the top wage level paid during 1950. 

Will that have any impact upon farming in the country, generally / 

Mr. Newsom. I am not sure that I am qualified to answer that. I 
would say to you that the basic facts, as I understand them, involved 
in this thing are these: That if we attempt to, by the best method 
I know, break up net agricultural income in the past year, we may 
assign zero percent of that income for management, just absolutely 
nothing, a assign 5 percent to return on investment, which is cer- 
tainly low enough, and even then we have an average wage return 
for the farmers of this country that amounts to only 69 cents an hour; 
dividing up the total agricultural income, as I have indicated, 69 cents 
an hour. 

Now, I ask you to keep that figure in mind in respect to this order. 
The point is, if we are going to pay more than 69 cents an hour for 
employed help, assuming that efficiency and ability to contribute to 
the agricultural productive effort is somewhere near average, then 
the operator himself is going to take just that much less than 69 
cents. 

Senator Bricker. The farm owner ought to be entitled to at least 
as much as his help gets. 

Mr. Newsom. That is right. 

The Cuarrman. The meeting will stand in recess until 2:30 this 
afternoon. 

Mr. Newsom. Thank you, sir. 

(Whereupon, at 1:15 p. m., a recess was taken until 2:30 p. m. of 
the same day.) 


AFTERNOON SESSION 


Senator Sparkman. Let the committee come to order, please. 
Mr. Mosher, is Mr. Ruffin with you this afternoon ? 


STATEMENT OF IRA MOSHER, CHAIRMAN, INDUSTRIAL MOBILI- 
ZATION COMMITTEE, NATIONAL ASSOCIATION OF MANUFAC- 
TURERS, ACCOMPANIED BY LAMBERT MILLER, GENERAL COUN- 
SEL; RALPH W. ROBEY, CHIEF ECONOMIST; AND LEO TEPLOW 


Mr. Mosuer. Mr. Ruffin is not certain he will be here. Dr. Roby 
is here, Mr. Teplow, and Mr. Miller. 

Senator SparkMan. Before we start, do you have a prepared 
statement ? 

Mr. Mosuer. Yes, Senator Sparkman. 

Senator SparKMAN. Will you just proceed in your own way? 
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Mr. Mosuer. My name is Ira Mosher. I am president of Ira 
Mosher Associates, New York City. I am appearing, as chairman 
of the mobilization committee, on behalf of the National Association 
of Manufacturers, an organization composed of more than 16,000 
members. 

I am limiting my testimony to title V of the Defense Production 
Act, which deals with labor disputes, since other aspects of the legis- 
lation before you have been discussed by another NAM representative. 

I think I should stop to explain that while I am thoroughly in 
agreement with all that Mr. Ruffin had to say about price controls 
and other controls this morning, I am dealing with a subject that is 
with us. We have got a Wage Stabilization Board that is now pre- 
sumably starting to function, and my remarks, therefore, are con- 
fined to that part, or that area of the situation as it exists today. It 
is not my intent, except as you may wish, to go into any comments 
on the Wage Stabilization Board itself, as it functions, except as 
under title V. 

I have this prepared paper which you have in front of you, which 
is rather long, and goes into considerable detail. If I may, I would 
just like to highlight a few points to try to save your time. 

Senator SparKMAN. I would be very glad for you to do that, and 
the statement in full will be printed at the end of your testimony. 

Mr. Mosuer. It has been less than 6 years since the industrial rela- 
tions of this Nation were released from the tight grasp of the Na- 
tional War Labor Board of World War II. If there is any one single 
thing conclusively proved by the War Labor Board it is that there 
can be no genuine collective bargaining so long as Government inter- 
vention fixes the terms and conditions of employment. 

Nevertheless, the President, over the unanimous objections of in- 
dustry, on April 21 again created an agency to intervene between 
employers and employees in framing their individual or collective 
bargains. The President took this action despite our wartime expe- 
rience and despite the congressionally defined national policy of re- 
liance upon negotiation and collective bargaining. Experience shows 
that neither collective bargaining nor the national labor policy based 
on collective bargaining, can survive\any protracted period of Gov- 
ernment intervention in the affairs of employers and employees. 

By recreating the Wage Stabilization Board and granting it cer- 
tain authodity in the field of labor disputes, the President acted on 
the basis of his so-called “general” powers and in contravention of 
the clearly expressed intention of Congress in enacting title V of 
the law now being reviewed by this committee. This was admitted 
by the General Counsel of the Office of Defense Mobilization when 
on May 8 he told the House Committee on Banking and Currency 
that the present Wage Stabilization Board was “not created under 
title V of the act.” 

It may be argued, of course, that the present agency is not the 
equivalent of the War Labor Board since it only has authority to “rec- 
ommend.” You should not be misled by such arguments, however, for, 
as you all know, there are many ways for “recommendations” of the 
Government to be made commands. You will all recall that decisions 
of the old War Labor Board were considered to be “recommenda- 
tions” only. Yet severe sanctions, both direct and indirect, were 
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brought to bear on any employer who chose not to follow the “recom- 
mendations” given by that agency. If you want to know the path 
the new Board will inev itably follow, consider these words uttered 
on April 30 by the United Labor Policy Committee—the group which 
was appeased by the Executive order of April 21: 

The United Labor Policy Committee accepts the reconstitution of the Wage 
Stabilization Board, with 18 members and with new powers to handle all dis- 
putes which substantially affect defense production; 

The National Association of Manufacturers opposed conferring 
disputes authority on the Wage Stabilization Board. It is also op- 
posed to the continuance of such disputes authority in that Board and 
to the creation at this time of any special agency having jurisdiction 
over disputes between employers and their employees. This position 
was adopted by our board of directors in February of this year. It 
has been subsequently reaffirmed after further intensive considera- 
tion had been given the question by the industrial relations commit- 
tee and the board of directors. 

The basic reasons prompting NAM’s board of directors to reach 
this position were fourfold. 

First. It was our sincere belief that there was no present need 
for any extraordinary agency such as the old War Labor Board. 

Second. Establishment of a special labor disputes agency would 
be destructive of the national policy of relying upon voluntary 
negotiation and collective bargaining for settlement of disputes. 

Third. Creation of such an agency would encourage rather than 
discurage labor disputes and work stoppages. 

Fourth. It is our belief that existing provisions of law are ade- 
quate to deal with any labor disputes w hich threaten the defense effort. 

With your permission I should like to expand briefly upon these 
reasons for our opposition to any special agency for the handling of 
labor disputes. 

1. No need exists for special disputes agency. 

The Economic Stabilization Administrator has been reliably re- 
ported—I heard him say so—as stating that less than one-half of 1 
percent of the cases awaiting action by the reconstituted Wage Stabili- 
zation Board were dispute cases. The remaining 9914 percent involve 
questions of interpretation, application, or amendment of national 
wage stabilization policy. 

These are cases where labor and management have agreed to cer- 
tain terms and conditions of employment subject to approval of the 
Wage Stabilization Board or where management alone has filed re- 
quests. These could have been processed on their merits if the labor 
members had not boycotted the Wage Board and thus rendered it 
helpless to act on petitions, issue interpretations, or revise policies. 
There have also been situations in which labor organizations sought 
to compel employers to violate stabilization regulations and thus to 
violate the law of the land. 

There is not one single solitary dispute case. They are by agree- 
ment by the parties, or by application of the employer alone. There 
is not a solitary single dispute case, so we are told, out of a total of 
1,600. 

Cases such as these cannot be considered labor disputes in the 
ordinary sense. They must be classified as either (1) good-faith 
arrangements where the parties expect the merits of their agreements 
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or arrangements to be judged on the basis of national policy; (2) 
strikes against the United States, rather than the employ er; or (3) 
designed to compel the establishment of a special agency in the ae 
of bypassing the Labor-Management Relations Act. 

Jases falling in the first category, to repeat, could have been proc- 
essed on the basis of olicy except ‘for the game of power politics be- 
ing played by the ‘indent of organized labor. 

‘In the second classification, no sympathy should be wasted on those 
who deliberately strike against the people of the United States. Cer- 
tainly I cannot defend them, be they employers or labor leaders. 

With respect to the third type of situation, for example labor’s 
walkout on the mobilization program, I need only remind this com- 
mittee of the well-known fact that leaders of organized labor have 
sought in every way possible to secure repeal of the Labor-Manage- 
ment Reltaions Act, labeled by them the “Slave Labor Act.’ 

Labor leaders see in a labor dispute agency a means of indirectly 
nullifying the provisions of the Labor-Management Relations Act 
specifically designed not only to promote good faith negotiations— 
in other words, genuine collective bargaining—but also to afford pro- 
tection to the public. Organized labor's objective is succinctly put 
in this quotation from the United Labor Policy Committee’s state- 
ment issued January 11, 1951: 

If this [Labor-Management Relations] Act remains on the statute books it 
can only continue to create discord and disputes and further impede labor- 
management efforts to achieve stability. It is fundamental, therefore, to indus- 
trial stability and hence to a sound stabilization policy that the Taft-Hartley Act 
be repealed. 

This statement is by the same United Labor Policy Committee 
which demanded creation of a disputes agency as part of its price to 
resume participation in the mobilization ‘effort. It is obvious, there- 
fore, that creation of a disputes board is regarded by leaders of 
organized labor as the practical equivalent of success in their drive 
to repeal the Labor-Management Relations Act. We submit that 
Congress should not sanction this obvious attempt to circumvent the 
law. 

On the basis of cases now pending before the Wage Stabilization 
Board it is difficult for me to understand how anyone can seriously 
contend that some sort of a special agency is needed to deal with labor 
disputes. 

Creation of special disputes agency would destroy collective 
bargaining. 

Both the Labor-Management Relations Act and its predecessor the 
Wagner Act state the basic Federal policy to be the encouragement 
of the practice and procedure of good faith collective bargaining as a 
means of mitigating and eliminating labor disputes. 

In the Defense Production Act, Congress reaffirmed this policy by 
stating that the “national policy shall be to place primary reliance 
upon the parties to any labor dispute to make every effort through 
negotiation and collective bargaining” to effect settlement in the 
national interest. 

I should like to emphasize that good faith negotiation and collective 
bargaining cannot survive when their exists a Government agency 
created for the purpose of deciding all types of disputes arising be- 
tween employers and employees in the normal processes of collective 
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bargaining. In such circumstances, the record of the War Labor 
Board demonstrates that bargaining is replaced by a series of me- 
chanical procedural steps to be taken in order to get a case to the 
agency for determination. The result, of course, is not only an end to 
collective bargaining but also the imposition of some form of com- 
pulsory arbitration. 

The record is very complete in that respect, and I will quote two or 
three cases. 

As early as August 1943, the War Labor Board felt called upon 
to comment on the tendency to bypass collective bargaining and refer 
all matters to the WLB for decision. It stated, in part: 


There is an unfortunate tendency on the part of some unions and some em- 
ployers to agree on nothing and to end up every negotiation by saying “Let the 
War Labor Board decide it, we won’t agree on anything.” * * * Collective 
bargaining cannot be bypassed without untoward results. (Case No. 3950-D 
(960), 10 WLR 556.) 

The inevitable results of the existence of a disputes agency is also 
illustrated by the War Labor Board’s Shipbuilding Commission 
which stated in January of 1944: 

It is fairly obvious that both parties have shaped their case all along in an 
effort to secure the most favorable action from the Commission, The union has 
used a shotgun loaded with fine bird shot hoping that at least a few of the pellets 
would ring the bell. The company appears to be under the impression that the 
Commission would grant the union something anyway and that it would weaken 
its “bargaining position” if it voluntarily acceded to any of the demands. (Case 
No. 111-10446 (25-1991-D), 21 WLR 121.) 

It is not surprising that the War Labor Board felt it was necessary 
to make such comments since it is axiomatic that the mere creation 
and existence of a labor disputes board discourages, undermines and 
prevents operation of the normal processes of collective bargaining. 
The surprising thing is that a considerable number of people, includ- 
ing leaders of organized labor, seem to think the millennium in labor 
relations is hand-feeding by a Government agency. One cannot es- 
cape being disturbed at the readiness with which organized labor is 
willing to abandon collective bargaining—its major precept—in favor 
of terms and conditions of employment dictated by a Government 
agency created as a form of appeasement to the 14 members of the 
United Labor Policy Committee. 

Let me read you an additional statement along these lines. Here 
is a quotation from William Green’s article, page 200, of the March 
1951 issue of the Academy of Political and Social Science, a speech 
on the Taft-Hartley Act, which reads as follows: 

Government dictation of all forms of employment would convert trade unions 
and management groups into political instruments, and would transfer the scene 
of bargaining negotiation to the Congress and the administrative agencies of the 
Government. Since wages and working conditions would in all equity have to 
leet very high standards in order to compensate workers for the loss of their 
individual rights, employees themselves would gain nothing while losing their 
freedom as well. 


Those are the words of William Green, written no longer ago than 
March 26, 1951. 

It is almost universally agreed that we have entered upon an emer- 
gency period the end of which cannot be foreseen. Our national tra- 
ditions are based upon voluntarism—not upon compulsion or dicta- 
tion. Our national labor policy likewise is premised upon voluntar- 
ism and good-faith negotiation and collective bargaining. 





7 OOA nmrrenrnrarToer WV rrAmrarrcenrrsa” Acer LAATOATOA COAT 6LTThUCU ECU Oe 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1223 


This tradition and policy should not be lightly abandoned, and never 
without a prior and conclusive demonstration of pressing need for 
governmental intervention of the type which experience has shown us 
would be inevitable once a labor-disputes agency is established or per- 
mitted to function. Accordingly we strongly urge that voluntarism 
and good-faith negotiation be given a chance to demonstrate their 
worth before adopting the compulsive methods of the totalitarians 
who seek to destroy our way of life. 

3. A disputes agency would encourage strikes and thus impede the 
mobilization effort. 

There is no doubt whatsoever that mere existence of the War Labor 
Board during World War IT served to and did encourage strikes—in 
spite of the “no-strike-no-lock-out” pledge. Thus, for example, the 
record shows there were strikes to get cases heard by the War Labor 
Board; strikes to extend and expand War Labor Board decisions; 
strikes in protest of War Labor Board decisions; and strikes to hasten 
War Labor Board action. As stated by the National Labor Rela- 
tions Board, which under the War Labor Disputes Act had the respon- 
sibility of conducting strike polls: 

The character of the disputes also point to the conclusion that unions are 
seeking to make use of the strike ballot to bring pressure in the form of a strike 
threat to bear upon the governmental agencies dealing with labor disputes, either 
in the hope of obtaining more favorable decisions or more rapid ones. (Ninth 
Annual Report of NLRB, p. 73.) 

These were strikes which it is entirely reasonable to expect would 
not have taken place except for the existence of a labor-disputes 
agency. 

During the period 1942 through 1945 the record shows there were 
16,426 strikes involving 8,410,000 workers with a direct loss of 64,400,- 
000 man-days of production. The indirect loss of production result- 
ing from these strikes is probably beyond calculation, but we do know 
it was an expensive luxury. These strike figures were compiled dur- 
ing a period when our Nation was engaged in an all-out war for sur- 
vival. They were also compiled during the period of the “no-strike” 
pledge given by organized labor in return for establishment of the 
War Labor Board in 1942. That is one reason why manufacturing 
industry would not ask for or expect a “no-strike” pledge today. With 
that number of strikes called during a period of actual war while a 
disputes agency existed, is it at all reasonable to expect that creation of 
a disputes agency in a period of “partial mobilization” will serve to 
minimize labor djsputes? We are convinced that it will not; in fact, 
we believe that, as during World War II, the mere existence of such 
an agency will encourage strikes and thus hamper defense production. 

We have attached to this memorandum two appendixes, appendix A 
is a strike record. It is my understanding you have had testimony 
that strikes have increased. It is true in 1949 the number of work 
stoppages did increase, but the number of man-days involved was 
some 20 percent less in 1950 than in 1949, which I suggest is a better 
measure than the number of work stoppages, and the number of hours 
lost were considerably less in 1950 than in 1949. I just enter that for 
the record, if I may. 

Senator SparkMan. Is that shown in your statement ? 

Mr. Mosuer. It is in “Appendix A, work stoppages, workers in- 
volved, and man-days idle.” I suggest, Mr. Chairman, that the record 
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of workers involved and days lost is a better record than the number 
of stoppages, which I understand has been presented to you on the 
basis that there have been more stoppages. I suggest that ‘those ¢ stop- 
pages were of less duration and of less intensity, and that the record is 
a pretty good record. 

4. Existing law is adequate to deal with disputes threatening the 
defense effort. 

As I indicated earlier, the Defense Produetion Act, in section 502, 
stated the national policy as placing primary reliance upon parties to 
resolve their disputes through negotiation and collective bargaining 
“and the full use of mediation and conciliation facilities.” 

You will also recall that the Labor-Management Relations Act 
created an independent Federal Mediation and Conciliation Service to 
assist parties in the settlement of their differences. That service in 
the almost 4 years of its operations is generally regarded as having 
made a substantial contribution to industrial peace. Yet the very 
existence of any agency similar to the War Labor Board of World War 
II would, as I have attempted to demonstrate, severely prejudice its 
effectiveness. 

We sincerely believe that, rather than embark upon a course which 
the record shows will aggravate labor disputes, it is far preferable to 
continue to rely upon good-faith negotiations and assistance from the 
Mediation Service for the resolution of differences between employers 
and their employees. 

In addition, the Labor-Management Relations Act contains provi- 
sions specifically and carefully designed to protect the public interest 
in situations where a dispute, for one reason or another, is not settled 
through negotiation and mediation and conciliation. 

These national emer gency provisions of existing law should be 
adequate to deal with such situations if utilized where the national 
interests are jeopardized. In event utilization of the national emer- 
gency provisions fail to settle a labor dispute, the President is required 
to submit to Congress a full and comprehensive report of all the 
proceedings, together with “such recommendations as he may see fit 
to make for consideration and apropriate action.” It is our deep 
conviction that Congress, which has the sole responsibility to es- 
tablish national policy, is the body to which such cases should be 
referred—not to some agency the mere creation of which will destroy 
negotiation and collective bargaining, will encourage strikes and 
thus impede the defense effort, and for which no need has been demon- 
strated. It is, therefore, our earnest belief that existing law is ade- 
quate to deal with any labor disputes which may ‘subst: antially 
threaten our mobilization program, and further that. no disputes 
agency of any kind is needed now or in the foreseeable future. 

As IT have pointed out earlier, and as this committee best knows, 
title V of the Defense Production Act clearly places primarily re- 
liance on negotiation, collective bargaining and conciliation and 
mediation for the settlement of labor disputes affecting national 
defense. Any other disputes-settling mechanisms are to be estab- 
lished only in accordance with any agreement which might be reached 
at labor-management-public conferences the President is authorized 
to initiate. 

Only by expressly forbidding the President from acting otherwise 
than in accordance with title V could Congress have made its statutory 
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design more clear. Notwithstanding the clear expression of Con- 
gressional authorizations and intent, the President, as you gentlemen 
know, on April 21 adopted the recommendation of 12 of the 16 
members of his National Advisory Board on Mobilization Policy and 
reconstituted the Wage Stabilization Board with jurisdiction over 
labor disputes. 

The four dissenting members of the President’s Advisory Board 
were those who had been appointed because of their experience in 
business and industry. It should be emphasized, however, that under 
Executive Order No. 10224 creating the Advisory B Soard, all mem- 
bers were “to represent the general “public and the general interest.” 

Attached to my statement as appendix B is a memorandum, which 
gives a complete history of what has happened in this general situa- 
tion in connection with wage stabilization, which I will refer to a 
little later, if 1 may. This statement was prepared in order that 
Members of Congress might be apprised of all of the facts leading 
up to the creation of a disputes body, industry’s views on this im- 
portant development, and the underlyi ing reasons for industry’s dis- 
sent to the recommendations of the ‘Advisory Board and the Presi- 
dent’s action. Accordingly, while I should like to have this memo- 
randum included in the record of your hearings, 1 shall not now 
dwell upon its contents. 

I would like to emphasize, however, that industry does not, as was 
pointed out by the Advisory Board members appointe «1 from business 
life, consider the meetings held by the President’s Advisory Board to 
be a labor-management- public conference as contemplated by the De- 
fense Production Act. Nor, obviously, does industry believe that 
any “agreement” was reached as was also required by that statute— 
even assuming that the meetings of the Advisory Board could be 
deemed to be a conference. 

We are reliably informed that representatives of the Attorney 
General’s office agree with this view. In fact, it has been reported in 
the press that representatives of the Attorney General had prepared 
an opinion for the Economic Stabilization Administrator to the effect 
that no disputes agency of any kind could be created until agreement 
was reached at a conference of the kind authorized in title V of the 
Production Act. 

Clearly, therefore, the President was not acting pursuant to statu- 
tory authority in directing the Wage Stabilization Board to assume 
jurisdiction over disputes between employ ers and employees. Conse- 
quently he must have been acting under whatever “general” or “im- 
plied” powers he may possess under the Constitution. 

In recent years there has been much discussion as to whether or not 
any “implied” power resides in the Presidency during periods of 
national emergency. Iam not a lawyer, as you gentlemen know, and 
am not qualified to discuss this legal question. It seems to me as a lay- 
man, however, that when Congress has specifically and expressly pro- 
vided the only means whereby, a disputes agency can be created, such 
express srocedures and limitations must necessarily prohibit the ex- 
ercise a any implied authority which might otherwise exist. Ap- 
parently, as I pointed out a few moments ago, the Office of the Attor- 
ney General agrees with this view. 
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Senator Bricker. Have we got any opinion from the Attorney 
General, any formal opinion of the Attorney General in that respect? 

Mr. Mosner. Only as a report in the press, Senator Bricker. 

Senator Bricker. What is the date, so we can get that report? I 
overlooked it. 

Mr. Mosuer. I can only guess. The President’s order was dated 
April 21 or 22. I would guess it to have happened early in April, 
somewhere between the ist and the 15th. -- 

I will be glad to get a copy of the press-release. 

Senator Bricker. I would like to have that so we can check on it 
and see whether there was a formal opinion, or what the extent of the 
opinion really was. 

A letter from Deputy Attorney General Ford on this matter will 
be found on p. 1761.) 

Mr. Mosuer. I would be glad to get the press release. 

(The order referred to follows:) 


Aprit 21, 1951. 


Executive OrpER 10233, AMENDING ExXEcuTIVE OrpER NuMBER 10161 WitH 
RESPECT TO WAGE STABILIZATION AND SETTLEMENT OF LABOR DISPUTES 


Wuereas the maintenance of wage stabilization under the Defense Production 
Act of 1950 is essential at this time in the interest of the national defense; and 

Wuereas the maintenance of effective wage stabilization imposes limitations 
on the processes of free collective bargaining, making necessary the development 
of machinery to facilitate the settlement of labor disputes in conjunction with 
the administration of wage stabilization; and 

Wuereas on April 17, 1951, the National Advisory Board on Mobilization 
Policy made the following recommendation to the President : 

“1, The Wage Stabilization Board shall be reconstituted as an 18-man 
tripartite Board with six representing the public, six representing man- 
agement, and six representing labor. 

“2. The reconstituted Wage Stabilization Board shall be empowered to 
assume jurisdiction of any labor dispute which is not resolved by collective 
bargaining or by the prior full use of conciliation and mediation facilities 
and which threatens an interruption of work affecting the national defense 
where: 

“(i) The parties to any such dispute jointly agree to submit such 
dispute to the Board, or 

“(ii) The President is of the opinion that the dispute is of a character 
which substantially threatens the progress of national defense and 
certifies such dispute to the Board. 

“3. In any such case certified to the Board by the President or in any 
such case where the parties jointly agree to submit the case to the Board 
for their recommendations, the Board shall investigate and inquire into the 
issue in dispute and promptly report to the President thereon with their 
recommendations to the parties as to fair and equitable terms of settlement. 

“4, In any such case where the parties jointly agree to be bound by the 
decision of the Board, the Board shall render a decision on the issues in 
dispute which decision shall be binding on the parties.” 

AND WHEREAS I deem it necessary and desirable that such recommendation 
be carried out, 

Now, THEREFORE, by virtue of the authority vested in me by the Constitution 
and statutes, including the Defense Production Act of 1950, and as President of 
the United States and Commander in Chief of the armed forces, it is hereby 
ordered as follows: 

SECTION 1. Part IV of Executive Order No. 10161 of September 9, 1950, is here- 
by amended by revoking sections 403 and 404 thereof and by inserting after 
section 402 thereof the following new sections: 

“Sec. 403. (a) There shall be in the Agency a Wage Stabilization Board (here- 
after in this Part referred to as the Board) composed of eighteen members who 
shall be appointed by the President. Six of the members so appointed shall be 
representative of the public, six shall be representative of labor, and six shall be 
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representative of business and industry. There shall be a chairman and a vice 
chairman of the Board, each of whom shall be designated by the President from 
among the members representative of the public. 

“(b) In addition to the functions assigned to it by the provisions of the 
following sections of this Part IV, the Board shall perform such other functions 
with respect to wage stabilization as may be determined by the Administrator 
after consultation with the Board. 

“Sec. 404. To the maximum extent consistent with the maintenance of effective 
economic stabilization, the provisions of this Part shall be administered in such 
a way as to preserve collective bargaining between labor and management. 

“Sec. 405. The Board may assume jurisdiction of any labor dispute which is 
not resolved by collective bargaining or by the prior full use of conciliation 
and mediation facilities and which threatens an interruption of work affecting 
the national defense where: 

“(a) The parties to any such dispute jointly agree to submit such dispute 
to the Board for recommendation or decision, if the Board agrees to accept 
such dispute, or 

“(b) The President is of the opinion that the dispute is of a character 
which substantially threatens the progress of national defense and refers 
such dispute to the Board. 

“Sec. 406. In any case referred to the Board by the President under section 
405 the Board shall investigate and inquire into the issues in dispute and 
promptly report to the President thereon with its recommendations to the 
parties as to fair and equitable terms of settlement. 

“Sec. 407. In any case where the parties jointly agree to submit the case to the 
Board for its recommendations under section 405, the Board shall investigate 
and inquire into the issues in dispute and shall advise the parties of its rec- 
ommendations for fair and equitable terms of settlement. 

“Sec. 408. In any case submitted or referred to the Board under section 405 
where the parties jointly agree to be bound by the decision of the Board, the 
Board shall render a decision on the issues in dispute, which decision shall be 
binding on the parties. 

“Sec. 409. Any wage action taken by the Board with respect to any case 
submitted or referred to it under section 405 shall be consistent with stabilization 
policies. 

“Sec. 410. Such panels and subsidiary agencies of the Board as may be deemed 
necessary may be constituted under this Part, and in order to carry out its func- 
tions under this Executive order, the Board may promulgate rules, regulations, 
orders, and directives.” 

Section 2. All orders, regulations, rules, certificates, directives, and other 
actions relating to any function affected by the amendment made by the pro- 
visions of section 1 of this Executive order (including the appointments of mem- 
bers of the Board in office on the date hereof) shall remain in effect except as 
they are inconsistent herewith or are hereafter amended, revoked, or terminated 
under proper authority. 

Section 3. Nothing in this Executive order shall be deemed to supersede any 
provision of Executive Order No. 10193 of December 16, 1950. 

Section 4. No action inconsistent with the provisions of the Fair Labor Stand- 
ards Act of 1988, as amended, other Federal labor standards statutes, the Labor- 
Management Relations Act, 1947, or with other applicable laws shall be taken 
under this Executive order. 

Harry S. TRUMAN, 


THE WHITE House, April 21, 1951. 


Mr. Mosuer. Under the Constitution all legislative power of the 
Federal Government is vested in the Congress and the President 
is commanded to “take care that the laws be faithfully executed.” In 
my judgment, the President, in recreating and defining functions of 
the Wage Board, did not take care that the laws be faithfully exe- 
cuted since he clearly by-passed the specific provisions of and the con- 
gressional intent aaeenee in the Defense Production Act. 

Not only did the President, in Executive Order No. 10233 of April 
21, bypass the intention of Congress expressed in the Defense Pro- 
duction Act; he clearly avoided one of the requirements of the Labor- 
Management Relations Act. 
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You will recall, I am sure, that the national emergency sections of 
the Labor-Management Relations Act provide in part for establish- 
ment of boards of inquiry to inquire into and report on the issues 
involved in a labor dispute. 

Senator Bricker. That is in specific disputes. 

Mr. Mosuer. That is in specific disputes; yes. 

These Boards of inquiry, however, are specifically prohibited from 
making recommendations for the settlement of the dispute under con- 
sideration. As compared to this statement of congressional purpose 
and policy, Executive Order No. 10233 directs the wage board, in dis- 
pute cases certified to it, to report to the President “with their recom- 
mendations to the parties as to fair and equitable terms of settlement.” 
Thus the Executive order avoids the prohibition against “recom- 
mendations” contained in the Labor-Management Relations Act. 
Perhaps it is only coincidence that both organized labor and the Ad- 
ministration are opposed to that statute. The fact remains, however, 
that Executive Order No. 10233 deliberately evades the congressional 
purpose stated in two statutes. 

Tt has been testified that the Wage Stabilization Board is supposed 
to operate in a different type of dispute than that contemplated in the 
national emergency provisions of LMRA. The Wage Stabilization 
Board, however, is supposed to act only in cases affecting defense mo- 
bilization, whereas the national emergency provisions of LMRA are 
supposed to be invoked in strikes affecting the national health or safety. 
In these critical times, defense mobilization and production are 
synonymous with national safety. It is our position that, unless a 
defense strike is of such proportions that it affects the national safety, 
there 's no need to invoke any special emergency disputes agency. If 
it does endanger national heé ith or safety, the national emergency pro- 
visions of LMRA should be utilized. 

In conclusion, for the foregoing reasons it is our well-considered 
judgment that no special disputes handling machinery is needed, now 
or in the foreseeable future. Accordingly, we believe that all pro- 
visions of title V of the Defense Production Act, authorizing estab- 
lishment of any special labor disputes agencies or procedures, should 
be repealed. In addition, since the President’s action in authorizing 
the Wage Board, created under title IV of the Act, to take jurisdic- 
tion over disputes was “extra-legal,” that authority should be with- 
drawn and the President should be specifically prohibited from again 
conferring disputes powers upon any such wage stabilization agency 
or creating any special disputes agency under any “general” or “im- 
plied” powers he allegedly possesses. 

We fully realize the seriousness of this last recommendation and 
deeply regret the necessity for making it. At the same time, however, 
if the President, by virtue of his office, possesses general authority to 
act in contravention of the clearly expressed intention of the Congress, 
then any legislation in the field of labor relations is futile. 

If that result is to be avoided, then the only alternative left Con- 
gress is to prohibit and restrict. In our judgment this issue is much 
deeper than whether or not a disputes agency shall be created or con- 
tinued. The broad and deep issue is whether the Congress shall 
legislate and the President shall “take care that the laws be. faithfully 





ad 


EY 
E 
* 
< 
4 
3 

4 
} 


IRE NOES ESE ANAT OAL EL ET A ANGE LB EE 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1229 


executed” as was specifically provided by the framers of the Constitu- 
tion. We cannot believe that Congress will abdicate its functions and 
abandon its responsibilities. 

Attached to this brief is the strikes tabulation, which Senator 
Sparkman asked about a few moments ago, and also is attached this 
document headed “Settlement of labor disputes in wage stabilization.” 

I would like, if I may, to refer to one paragraph. 

Senator SparKMAN. Is this your Appendix B? 

Mr. Mosner. Yes. 

I would like to refer to page 25. It is the first full paragraph, No. 


3. It reads as follows: 


Permitting an alleged Wage Stabilization Board to act as a labor disputes 
settling agency converts the Board from a wage stabilization agency into an 
instrument for artificially raising wages and thereby feeding the fires of inflation. 

It is inevitable that wage stabilization policy should assume a role secondary 
to the Board’s function of settling disputes. 


I would like to repeat that: “It is inevitable that wage stabilization 
policy should assume a role secondary to the Board’s function of 
settling disputes.” 

If, in order to settle a dispute, it is necessary to puncture wage Ceilings, the 
Board would undoubtedly do so, and consequently the Board itself would be the 
first to violate its own wage stabilization policies. 

Senator SparkMAN. Do I understand that you would like to have 
all of this printed as a part of the record ? 

Mr. Mosuer. I think it ought to be part of the record, if it may. 

Senator SparKMAN. As Appendix B to your statement? 

Mr. Mosuer. Yes. 

Senator SpaRKMAN. That will be done. 

Mr. Moswer. Thank you. 

(Appendixes A and B follow :) 


APPENDIx A 
STRIKES 


Prewar Labor Board period 


1938 _. - ia 4, 150, 000 
1939 Sa 2, 613 1, 170, 17, 800, 000 
1940 xe . 0 577 rt) 6, 700, 000 
Reed se c a z , 2s > 360, 23, 000, 000 

Total. ‘ 2, 181 795, 0 56, 650, 000 
Average for period - . _- : ‘ 3, . 3 1, 198, 75 14, 162, 500 


ll, War Labor Board period 


840, 000 $ 180, 000 
Binsin aca 3 TH 1, 980, 000 13, 500, 000 
1944 056 > 120, 000 720, 000 
testi) Pt . 75 } 470, 000 38, 000, 000 

Total , 426 _ 410, 000 64, 400, 000 
Average for period -__- Hi | 6.5 2. 102, 500 . 100, 000 
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II, Summary 


Percentage increase in number and magnitude of strikes during War Labor 
Board period: 





Percent 
Ce een ee enn ee ne scxoumnliphoaoemep anewininntocianpiic oes abaemetaben 34.8 
Number of workers involved increased___....___________--____-_____ 75. 4 
Biaeaine bike Serene is ea as Sit os ini es 13.7 
IV. Strikes in 1949 compared with strikes in 1950 
Cae at eh 5 - aiasle caurat a Wa 
Year | Work stop- | Workers in- Man-days 


pages | volved idle 
a ad 
| 





i a a De ee a ie te 3,606 | 3,05 50, 500, 000 





ROL sc. neato. nic ncs otk tebe tee ee 4,843 | 2, 410, 000 38, 800, 000 
ieee MAS ie ee +1,237 |  —620,000 | —11, 700,000 
Percentage chamme from 20600... .. ko ek +34.3 | —20.5 —23.2 








Source: U. 8. Department of Labor, Bureau of Labor Statistics. 


V. Summary 


Although the number of strikes occurring in 1950 were 34.8 percent higher 
than the number of 1949 strikes, both the number of workers involved and the 
number of man-days lost declined, 20.5 and 23.2 percent, respectively. 


Aprrenpix B 
SETTLEMENT OF LABOR DISPUTES AND WAGE STABILIZATION 


(A statement by the National Association of Manufacturers, 14 West Forty-ninth 
Street, New York 20, N. Y.) 


May 2, 1951 


SUMMARY 


The President's action in establishing a labor disputes board under the cam- 
ouflage of a Wage Stabilization Board creates the danger of unnecessary indus- 
trial disputes, ineffective wage stabilization, and is contrary to congressional 
intent as clearly expressed in the Defernse Production Act. 

The first wage stabilization conferences were held in mid-January and it was 
apparent at that time that the labor organizations were attempting to expand 
the Wage Stabilization Board into a disputes settlement agency. The management 
groups were unanimous in their opposition, pointing out that it was contrary 
to public policy as incorporated in the Defense Production Act. 

The United Labor Policy Committee “walked out” on the Mobilization Pro- 
gram in mid-February in a public revolt against the Wage Stabilization Ad- 
ministrator’s 10 percent wage increase formula. 

Almost immediately the representatives of business organizations began a 
series of conferences with the Economic Stabilization Administrator in an effort 
to find a solution to the impasse. On March 14, the management groups offered 
a carefully thought out program for reconstruction of the Board. 

That program, if it had been adopted, would have provided a sound basis for 
putting the Board back into action at once. It would have given the Board full 
authority to act in stabilization matters. It would have been a instrument to 
handle many of the problems which labor claimed were not being dealt with. 

But organized labor refused to return to the Board or to permit it to function 
in any way unless it was given authority to handle all types of labor disputes— 
those outside the field of wage stabilization as well as those within it. 

Not only was the threat of crippling strikes held over management for 2 
months in an effort to force agreement on an all-out disputes board, but acqui- 
escence to labor’s demands was stated as the price of their rejoining the mo- 
bilization program. It is noteworthy that the only strikes of any national conse- 
quence during that period were over stabilization policy and could have been 
handled by the type of Board proposed by management. 
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There were basic reasons for management’s strenuous, continuous, and united 
opposition to changing the Stabilization Board into a disputes agency. These 
were: 

1. It would make effective wage stabilization impossible because the proposed 
board would always be under pressure to trade away wage stabilization prin- 
ciples in dealing with labor disputes. 

2. It would undermine genuine collective bargaining between employer and 
employee and substitute a sort of labor-dictated compulsory arbitration. 

3. It would promote industrial unrest and provoke disputes rather than help 
prevent and settle them. 

4. It would, in effect, seriously impede the operation of at least certain pro- 
visions of the Labor Management Relations Act of 1947. 

Any one of these reasons would have been enough to make management shy 
away from the establishment of such a disputes agency with all of the inherent 
evils which characterized the War Labor Board of World War II. But in 
combination they loom as far too great a threat to the mobilization program to 
permit management agreement on such a proposal. 

However, the way was cleared for the scuttling of the Wage Stabilization 
Board and converting it into a disputes agancy when the President appointed 
his 17-man Mobilization Advisory Board, which proceeded over the united pro- 
test of the industry members to recommend the establishment of the kind of dis- 
putes board demanded by organized labor. 

Even though the reconstituted board is not granted the power to order terms 
of settlement of nonwage disputes, its power to “recommend” terms of settle- 
ment to the President, amount to the same thing, as was demonstrated by the 
War Labor Board during World War II. In addition, the Executive order 
does not even require return to work by striking employees pending consideration 
of a given dispute by the Board. 

The creation of a labor disputes board by Executive order contrary to the 
expressed intent of Congress raises serious question concerning usurpation of 
power by the Executive branch of Government, and will undoubtedly receive 
eareful congressional consideration. 

The attached statement, with supporting data, was prepared in order that 
Members of Congress might be apprised of the facts leading up to the creation 
of a disputes settling board; industry’s views on this important delevolpment 
in labor-management relations; and the underlying reasons for industry’s 
position. 

By Executive order issued April 21, President Truman created an 18-mem- 
ber tripartite Wage Stabilization Board with authority to pass, not only on 
wage stabilization policy and interpretation, but also on the entire range of 
labor-management disputes which threaten(s) an interruption of work affecting 
the national defense. 

This action by the President of the United States is bound to seriously inter- 
fere with the defense mobilization program, will encourage industrial disputes 
and work stoppages, and rewards the labor leaders who had conducted a 2-month 
sitdown against the Government with reference to the entire defense mobilization 
program. In taking this step, the President has disregarded specific provisions 
of law, as well as the clear intent of Congress. 

Because there has been so much confusion growing out of organized labor’s 
campaign to spike the defense mobilization program, industry’s position with 
reference to the entire probram of wage stabilization and settlement of labor 
disputes is here set forth, together with a summary of the events leading up to 
the President’s Executive order of April 21. 


THE INTENT OF CONGRESS AS EXPRESSED IN THE DEFENSE PRODUCTION ACT OF 1950 


In enacting the Defense Production Act of 1950, Congress authorized price 
and wage stabilization on its own motion and not at the request of the Presi- 
dent. In doing so, Congress laid down certain specific principles applicable to 
wage and price stabilization. 

First: Congress intended the fullest possible reliance upon voluntary action. 

It provided that—“The President may encourage and promote voluntary 
action by business, agriculture, labor, and consumers.” (Section 402 (a) ). 

Further, Congress stated its intention that the authority conferred by title IV 
(relating to price and wage stabilization) shall be exercised in particular with 
full consideration and emphasis, so far as practicable, on the maintenance and 
furtherance of the American system of competitive enterprise * * * the 
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maintenance and furtherance of sound working relations, including collective 
bargaining, and the maintenance and furtherance of the America way of life.” 
(Section 401). 

Second: Congress intended that wage stabilization should be an integral part 
of price stabilization. 

For example, in section 402 (b) (1), the President is authorized to issue 
orders for price ceilings and at the same time shall issue regulations and orders 
stabilizing wages, salaries, and other compensation * * *”. Similarly, sec- 
tion 402 (b) (8) provides that whenever a ceiling is imposed on a particular 
material or service, the President shall stabilize wages, salaries, and other com- 
pensation relating to the production of such material or service. Subsection (4) 
of the same section also provides for the general imposition of wages, salaries 
and other compensation in case of general imposition of price ceilings; while 
subsection (5) provides that the stabilization of wages must be accompanied by 
regulations prohibiting increases in wages, salaries, and other compensation, 
which the President deems would require an increase in the price ceiling or 
impose hardships or inequities on sellers operating under the price ceiling. Con- 
gress clearly realized the interdependence of price and wage stabilization and 
intended effective wage stabilization to accompany and support any price control 
that might be imposed. 

Third: It was the clear intent of Congress that existing laws concerning labor- 
management relations be utilized to the fullest extent. 

That intent is clearly expressed in section 402 (d) (2) specifying that no 
action shall be taken with respect to wages, salaries or other compensation 
which is inconsistent with the provisions of the Fair Labor Standards Act of 
1938, as amended or the Labor-Management Relations Act, 1947, or any other 
law of the United States, or of any State * * *’, Likewise, under title V of 
the Defense Production Act which deals with the settlement of disputes, there 
is specifically provided that no action inconsistent with the provisions of the 
Fair Labor Standards Act of 1938, as amended, other Federal labor standards 
statutes, the Labor-Management Relations Act, 1947, or with other applicable 
laws shall be taken under this title. 

Fourth: It is the clear intent of Congress to separate wage-stabilization ma- 
chinery on the one hand and the mechanism for the settlement of disputes on the 
other as two entirely distinct problems. 

Wage stabilization is provided for in title IV of the act which also deals with 
price stabilization. Wage stabilization is regarded as a purely economic control 
which is an essential part of price stabilization. The settlement of labor disputes, 
on the other hand, is an entirely separate problem which is provided for under 
title V. There is nothing in the law or in the legislative history of the act which 
indicates any intention to combine disputes-settlement provisions with wage 
stabilization. 


SPECIAL CONDITIONS REGULATING ESTABLISHMENT OF DISPUTES AGENCY 


It is clear, therefore, that the settlement of labor disputes was to be carried 
out only in conformity with the national policy of placing primary reliance on 
negotiation and collective bargaining and within the framework of existing law. 
Any other disputes-settling mechanisms were to be established only in accord- 
ance with any agreement that might be reached between labor and management 
at voluntary conferences initiated by the President. Only by expressly forbid- 
ding the President from acting otherwise than in accordance with title V could 
Congress have made its statutory design more clear. 

Sections 502 and 503 of title V set forth the manner in which such procedures 
should be devised. Section 502 reiterates the national labor policy as one which 
places “primary reliance upon the parties to any labor dispute to make every 
effort through negotiation and collective bargaining and the full use of mediation 
and conciliation services to effect a settlement in the national interest.” 

The only action the President is authorized to take is “such action as may be 
agreed upon in any such conference and appropriate to cary out the provisions 
of this title” with due regard for established stabilization policies. Congressional 
intent was clarified in the discussion on the Senate floor between Senator Donnell 
and the members of the Conference Committee in behalf of the Senate. Senator 
Donnell asked, “Am I correct in understanding that in order that the President 
may be authorized to take the action mentioned in the second sentence of section 
502 there must have been agreement by each and all of the three segments indi- 
eated, namely, management, labor, and such persons as the President may 
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designate to represent the Government and the public?’ In replying to that 
query, the chairman of the committee said, “I believe that interpretation is the 
correct interpretation.” Senator Donnell further clarified the issue by stating 
that “in order that the President may have the power to take the action mentioned 
in the second sentence of section 502 there must be an agreement by a majority” 
of each of the groups. The reply was that the Senator “is absolutely correct.” 
Senator Donnell continued “and unles there is such an agreement by each and 
all these several segments, the President would not have the power conferred upon 
him by that section.” Senator Donnell was assured that that interpretation “is 
absolutely accurate.” * 

To make the point even more crystal clear, Representative McConnell raised 
the question in the following manner: “They [the Conference Committee] men- 
tioned here in the descriptive part of the report on page 35 that the President 
would be authorized under this provision to establish a board, commission, or 
other agency similar to the War Labor Board of World War II to carry out 
the purposes of the title. It is my understanding that he could not designate 
such a board unless it was agreed to under the provisions of title V, is that 
correct?” Mr. Wolcott: “That is my very distinct understanding.” 

Thus, it is clear that section V of the Defense Production Act, which is the 
only section that deals with the establishment of any agency for the settlement 
of industrial disputes, requires an agreement by representatives of each of the 
major groups before the President is authorized to establish a power with au- 
thority to intervene in labor-management disputes. 

Accordingly, the framework of congressional intent is clear and unequivocal : 

1. Price and wage stabilization are intended to operate primarily on the basis 
of voluntary action of business, agriculture, labor, and consumers. 

2. Wage stabilization is considered an integral part of price stabilization. 

3. Creation of machinery looking toward the settlement of labor disputes is 
intended to be entirely separate and apart from wage stabilization, 

4. In labor-management relations, primary reliance is to be placed upon nego- 
tiation and the normal processes of collective bargaining supplemented by the 
full use of mediation and conciliation to effect settlement in the national interest. 

5. Existing labor legislation is to remain in full force and effect and is not to 
be modified by any action under the Defense Production Act. 

6. No governmental labor-disputes agency is to be set up without previous 
agreement between representatives of labor, management, and the public. The 
President is authorized to take only “such action as may be agreed upon in any 
such conference and appropriate to carry out the provisions of this title.” 


THE WAGE STABILIZATION BOARD IS ORGANIZED 


Following the enactment of the Defense Production Act, the President on 
September 9, 1950, issued Executive Order 10161, part IV of which deals with 
economic stabilization. The Economie Stabilization Administrator, in accord- 
ance with part IV, is authorized to include in his agency a Wage Stabilization 
Board composed of nine members appointed by the President on a tripartite basis. 
The function of the Wage Stabilization Board is to “make recommendations to 
the Administrator regarding the planning and development of wage stabilization 
policies, and [it] shall perform such further functions with respect to wage 
stabilization as may be determined by the Administrator after consultation with 
the Board.” There was nothing in the Executive Order relating to the Wage 
Stabilization Board implying that the Wage Stabilization Board would have 
any function other than that of advising the Administrator concerning the plan- 
ning of the development of wage stabilization policies, except the mere refer- 
ence of “further functions with respect to wage stabilization.” It is clear, 
therefore, that the Wage Stabilization Board was originally set up in accordance 
with the provisions of the Defense Production Act and congressional intent. 

After appointment, the members of the Board, on December 17, 1950, issued 
a statement of broad philosophy on wage stabilization which concluded with the 
statement that “the stabilization of wages, salaries, and other compensation, the 
primary concern of the Wage Stabilization Board, and other measures of the 
type listed in (c) above (controls over credit, rents, speculative commodity 
markets, business inventories, and allocation of scarce materials and goods) will 
not by itself attack inflation at its source, but will merely conceal and defer 
its effects, while permitting a pressure of hidden spending power to build up.” 


? Congressional Record, September 1, 1950, pp. 14291-14294. 
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Furthermore, the Wage Stabilization Board concluded that “it will do all in its 
power to perform its stabilization function according to the intent and spirit 
of the law.” This statement, subscribed to by all nine members of the Wage 
Stabilization Board, including the three labor representatives, was fully in 
accord with congressional intent and recognized that the Board’s function was 
to be limited by the intent of Congress. 


LABOR DRIVES FOR A DISPUTES BOARD 


From its very inception, the Board was handicapped by a struggle instigated 
by the labor members of the Board to turn the Wage Stabilization Board into a 
disputes-settling agency. For a considerable period of time, the Board remained 
inactive on wage-stabilization policies, while labor and public members brought 
pressure to bear upon the Economic Stabilization Administrator until he dele- 
gated to the Board his authority for establishing policies relating to wage sta- 
bilization." Furthermore, the labor members of the Board, supported in some 
measure by the public members, urged that the Board be given the power to 
deal not only with wage stabilization policy, but also to determine specific 
labor disputes which might be brought before the Board. It was also apparent 
that the labor members of the Board preferred to develop wage stabilization 
policy on a case-by-case basis, rather than establish broad principles applicable 
uniformly throughout the economy. 

This drive to convert the Board into a disputes-settling agency was so pro- 
nounced that during the hearings held by the Board with representatives of 
labor and management on January 10, 11, and 12, 1951, management representa- 
tives repeatedly emphasized that the Board was not intended to deal with labor 
disputes and, therefore, should not extend its functions to become a disputes- 
settling agency. It was pointed out that the situation in 1951 is entirely different 
from that in 1942; that the problem now is to fight infiation rather than find a 
method for settling labor-management disputes. The business groups pointed 
out that there must be separation between the function of formulating wage- 
stabilization policy and the function of administering it, since otherwise the 
administering agency would modify the policy in the face of pressure from 
either side. It was also pointed out that there were no major national labor 
disputes threatened or actual at that time requiring extraordinary means for 
dealing with them. In addition, the Labor-Management Relations Act provided 
a mechanism for handling labor disputes threatening the national welfare, as 
well as strikes caused by such unjustifiable actions as jurisdictional strikes, 
secondary boycotts, closed-shop demands, and so on. 

It was evident at these hearings that the labor members of the Board were 
determined to convert the Wage Stabilization Board into a dispute-settling board. 


WHY LABOR INSISTS ON A DISPUTES BOARD 


Neither then, nor since, have labor leaders or labor members of the Wage Sta- 
bilization Board explained why they insist upon the establishment of a labor- 
disputes board. It is axiomatic that the creation of a labor-disputes board 
prevents, discourages, and undermines the normal processes of collective bar- 
gaining. The pressure for setting up a labor-disputes board apparently stems 
from the following considerations: 

1. Labor leaders would prefer to find some other means than the normal 
process of collective bargaining for achieving their demands. 

2. Labor leaders recall that during World War II, an unprecedented growth 
of union membership resulted in part from decisions of the War Labor Board, 
based on continuous compromise and on imposition of maintenance of union 
membership throughout a large segment of American industry. They undoubt- 
edly anticipate that a governmental labor-disputes agency at this time would 
have the same effect. 

3. Labor leaders have done everything possible to make wage stabilization 
inoperative in practice. They undoubtedly recognize that setting up a labor- 
disputes board would provide a useful mechanism for puncturing any wage- 
stabilization formula that might be developed. 

4. Organized labor has sought in every way possible to repeal or hamstring 
the operation of the Labor-Management Relations Act of 1947. Labor leaders see 
in a labor-disputes board a method of directly bypassing the national emergency 
section of the Labor-Management Relations Act and indirectly nullifying other 
provisions of that law. Organized labor’s philosophy is succinctly put in this 


1See excerpts in bold type in text of United Labor Policy Committee’s Statement to 
President Truman on Mobilization and Stabilization—Appendix A. 
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quotation from the United Labor Policy Committee’s statement issued January 
11, 1951: 

“Labor-management stability is essential to an effective wage-stabilization 
program. The Taft-Hartley Act, in the past, has impeded such stability by 
encouraging employers to resist the democratic process of free collective bar- 
gaining. If this act remains on the statute books it can only continue to create 
discord and disputes and further impede labor-management efforts to achieve 
stability. It is fundamental, therefore, to industrial stability and hence to a 
sound wage-stabilization policy that the Taft Hartley Act be repealed.” 

It is obvious that a governmental disputes board is regarded by organized 
labor as a practical equivalent of success in its drive to repeal the Labor-Man- 
agement Relations Act. 


LABOR’S PROGRAM OF NONCOOPERATION 


The record demonstrates the attitude of labor members of the Wage Stabili- 
zation Board with reference to wage stabilization. Since they refused to sign 
any wage-stabilization order, the general wage freeze announced on January 26, 
1951, had to be issued over the signature of the Economic Stabilization Admin- 
istrator. . Following the general wage freeze, continuous discussions were held 
within the Wage Stabiliaztion Board in an effort to liberalize wage stabilization 
so as to eliminate time inequities and other major inequities while maintaining 
an effective wage-stabiliaztion program. These discussions culminated in the 
development of regulation 6, which provided, in general, that companies whose 
employees had not had a 10 percent general wage increase since January 1950 
could make general increases up to that level. The figure of 10 percent was 
considerably higher than the increase in the cost of living from January 1950 
to February 1951.2 The industry members of the Board had recommended a 
figure of 8 percent. The labor members had recommended a figure of 12 percent, 
but permitting escalator clauses in existing agreements to operate without limi- 
tation. The 10-percent figure was, therefore, a compromise figure reached by 
the public and industry members. 

Regulation 6 by its own provisions was intended to operate only until July 
1, 1951, and section I of the regulation provided that the policy of that regulation 
was to “be fully reviewed and reexamined before” that date. 

The labor members not only dissented from this recommendation of the Board, 
but also resigned in a body on February 16, 1951, and their resignation was sub- 
sequently converted into a general labor boycott of the Nation’s mobilization 
program by the resignation of labor members from other agences of the Govern- 
ment’s mobilization program on February 28, 1951. 

With the resignation of the labor members, the operation of the Wage Stabili- 
zation Board came to a full stop, except that the staff of the Wage Stabilization 
Board could continue to process cases in accordance with policies previously 
effectuated by the Wage Stabilization Board. The Bconomiec Stabilization 
Administrator subsequently further liberalized wage-stabilization policies by 
issuing regulations 8, 9, and 10 which, among other things, permitted certain 
cost-of-living escalator clauses to operate even if they resulted in general wage 
increases exceeding .10 percent. But the labor members of the Stabilization 
Board refused to return to the Board. 
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ATTEMPTS TO RECONSTITUTE THE WAGE STABILIZATION BOARD 


Immediately after the announcement of the general stabilization formula 
incorporated in regulation 6, cases arose in which labor and management agreed 
upon wage increases apparently exceeding the ceiling and which could not be 
put into effect because they were not permissible under established wage-stabili- 
zation policy. Neither could the Wage Stabilization Board consider whether 
an exception should be made in these cases or whether the stabilization policy 
should be modified because the Board’s operation had been disrupted by the 
walk-out of the labor members and their continued refusal to sit on the Board. 
In the meantime, agreements reached in the railroad, shipbuilding, meat-packing, 
and textile industries, among others, which exceeded existing wage ceilings, 
could not be processed and, in some cases, strikes were called not because of 
any real dispute with the employer, but because the employer was prohibited 
by wage-stabilization regulations from paying the full wage increase agreed 

‘According to the official statistics of the Bureau of Labor Statistics, the Consumers’ 
Price Index during this time indicated a rise of 8.8 percent. 

83762—51—pt. 2 11 
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upon. During all this time, it is obvious that the leaders of organized labor 
had adequate recourse if they had been prepared to resume their places on the 
Wage Stabilization Board and abide by majority decision. They chose, how- 
ever, by means of vituperation, malicious innuendo and downright untruths to 
seek to convince the American people that organized labor was the victim of 
a deliberate conspiracy between the industry and public members of the Board 
and the Director of Defense Mobilization.’ 


INDUSTRY'S EFFORTS TO SOLVE THE IMPASSE 


Immediately after the walk-out of the labor members, a long series of con- 
ferences were held between representatives Of labor and the Government and 
between representatives of industry and the Government. Sincere efforts were 
made by industry to find a formula which would be acceptable to organized 
labor so that the Wage Stabilization Board could resume operation. However, 
it appeared that the real crux of the situation so far as organized labor was 
concerned was its determination to convert the Wage Stabilization Board into a 
governmental labor disputes board. 

During all of these many negotiations, there was no indication that labor 
would return to the role offered it in the mobilization program if the wage 
formula were revised: among a long list of far-reaching demands, the only one 
pertaining to wage stabilization appeared to be organized labor's insistence upon 
the conversion of the Wage Stabilization Board into a labor disputes board. 

In a sincere effort to meet the labor viewpoint, the representatives of business 
organizations—namely, the National Association of Manufacturers, the Chamber 
of Commerce of the United States, and the Business Advisory Council to the 
Secretary of Commerce—unanimously submitted a compromise proposal to the 
Economie Stabilization Administrator on March 14, 1951. That counterproposal, 
attached to this statement as appendix C, agreed to the labor proposal that the 
Wage Stabilization Board be enlarged to 18 members. This management pro- 
posal agreed that the reconstituted Board should have the authority to recom- 
mend wage-stabilization policy, subject only to approval or rejection of the Eco- 
nomic Stabilization Administrator. The management groups, however, objected 
to consideration of any nonmentary or noneconomic issues by the reconstituted 
Wage Stabilization Board or by any other new board. It was proposed that the 
Wage Stabilization Board might hear interested parties on matters growing 
out of or directly related to the stabilization program and involving economic 
or monetary issues only in order to interpret and rule on the application of exist- 
ing policies, to change existing policies, or adopt new policies. It was made 
clear that the Board was not to consider any case in which a strike was in 
progress and was not to make exceptions to existing policies for particular cases. 

This proposal on the part of the united management representatives was 
rejected by the spokesmen for organized labor. 

Further conferences were he'd and the management representatives sought to 
meet labor proposals while avoiding the establishment of a governmental labor- 
disputes board. 

At a final meeting held on April 17, the management members made the follow- 
ing proposal: 

1. That the Wage Stabilization Board shall be enlarged to an 18-man tri- 
partite board, with 6 representing the public, 6 representing management, and 6 
representing labor, with authority limited to the formulation and recommenda- 
tion of wage-stabilization policies, and their interpretation and administration. 
The Board may adopt such procedures as it deems necessary to clarify questions 
or disagreements arising out of the meaning and application of established wage- 
stabilization policies in effect. 

2. That the Board be requested immediately to review and examine existing 
wage-stabilization policies with a view to making such recommendations for 
general revision or additional policies as current economic conditions or wage- 
stabilization issues raised in pending cases may warrant, consistent with the 
provisions of the Defense Production Act. 

3. ‘That with respect to disputes other than questions and disagreements about 
the meaning and application of wage-stabilization policies, no further steps 
toward the establishment of a special dispute-settlement agency should be taken, 
as existing law and procedures are entirely adequate. 

This proposal, while it would have permitted complete review of existing wage- 
stabilization policies, was likewise rejected by the labor members, who continued 
their boyeott of Government mobilization agencies, including wage stabilization. 


2See direct quotations from labor publications and spokesmen, appendix B. 
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EFFORT TO GAIN MANAGEMENT ACCEPTANCE OF LABOR PROPOSAL 


In the meantime, the Economic Stabilization Administrator undertook to obtain 
the assent of business groups to labor’s insistence upon the establishment of a 
labor-disputes board. The Administrator consulted with representatives of the 
National Association of Manufacturers, the Chamber of Commerce of the United 
States, the Committee for Economic Development, and the Business Advisory 
Council. The business representatives were united in their opposition to the 
establishment of a labor-disputes board. 

Finally, apparently at the insistence of organized labor, the President set up 
a National Advisory Board on Mobilization Policy of 16 members “of outstand- 
ing experience and ability.” This Board was established by Executive Order No. 
10224 “to represent the general public and the public interest,” and included 
members with various kinds of experience, including four members with expe- 
rience in business management. This Board, under the chairmanship of the 
Direetor of Defense Mobilization, held three meetings. The members of the 
Board were not selected because of any special background or experience in 
labor-management relations. 

The first problem assigned to the Advisory Board was the question of recon- 
stituting the Wage Stabilization Board. At the April 12 meeting of the Na- 
tional Advisory Board on Mobilization Policy, the members with experience 
in business management made it clear that they were participating in the 
Board’s deliberations in their individual capacities and not as representatives 
of specific business organizations. They emphasized that their participation on 
the Board would be in accord with the Executive order creating the Board which 
required that each member “shall represent the general public and the public 
interest.” They made it clear that the National Advisory Board was not a labor- 
maangement conference and that they did not attend the meeting as delegates 
to such a conference or to enter into agreements in behalf of any organizations 
of which some of them happened to be officers. 

At its third meeting, on April 17, the industry members of the National Ad- 
visory Board on Mobilization Policy were presented by the labor members with 
a formal document containing labor’s proposal for reconstituting the Wage Sta- 
bilization Board as a disputes-settling agency. The document was entitled 
“Memorandum of Agreement,” and the document began with these words: “La- 
bor and management have this day * * * concluded the following agree- 
ment * * * ” It will be recalled that title V of the Defense Production Act 
authorizes the President only “to take such’action as may be agreed upon” in any 
labor-management-public conference, initiated by the President. The conclusion 
was inescapable, that an attempt was being made to use the National Advisory 
Board on Mobilization Policy as a labor-management conference, despite the 
fact that the members had been appointed “to represent the public and the pub- 
lic interest.” 

Subsequent developments further led to the conclusion that a deal had been 
made. When the members with experience in business management refused to 
sign the agreement proposed by the labor group, the National Advisory Board, 
at its April 17 meeting, recommended to the President, by a vote of 12 to 4, that 
the Wage Stabilization Board be enlarged and empowered to assume jurisdic- 
tion of any labor dispute referred to it jointly by the parties or certified to the 
Board by the President of the United States. This recommendation was made 
over the unanimous dissent and opposition of those members of the Board who 
were selected because of their experience in business management. The Presi- 
dent on April 21 issued an Executive order reconstituting the Wage Stabilization 
Board as a disputes-settling board, despite the fact that the President had never 
initiated a labor-management conference to discuss the settlement of disputes as 
authorized by title V ; despite the fact that the President was given no authority 
except “to take such action as may be agreed upon in any such conference :” and 
despite the fact that business had, in the public interest, continuously and con- 
sistently exposed the establishment of such a governmental disputes board 
and continues to do so now. 


POWER TO “RECOMMEND” AND POWER TO COMPEL 


It will be argued that the present Wage Stabilization Board is not the equiva- 
lent of the War Labor Board of World War II fame. After all, the Wage Stabi- 
lization Board is only given the power to “recommend,” unless the parties agree 
to be bound by the Board’s decision. It will be recalled that, despite the ex- 
tensive power exercised by the War Labor Board, despite its numerous orders 
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and directives enforced if necessary by drastic Government measures, wherever 
the authority of the Board was questioned the Board then took the position that 
its decisions were merely advisory and that it had no authority to impose them 
upon the parties. There is little doubt that the current administration which 
gave the Board the power to “recommend” in cases of industrial disputes over 
the united opposition of industry would be equally alert in backing up the “rec- 
ommendations” of the Board. Furthermore, employees who do not agree to sub- 
mit their disputes to the Board for “voluntary arbitration” by the Board, will 
have to be prepared to face strikes called for the sole purpose of forcing them 
to submit their disputes to the Board for “voluntary arbitration.” 


INDUSTRY'S RECORD OF CONTINUOUS COOPERATION IN THE MOBILIZATION PROGRAM 


Throughout this entire period, representatives of management continued to 
give their fullest cooperation in all phases of the country’s mobilization program. 
In this connection, it should be noted that industry members of the Wage Stabili- 
zation Board remained on the Board and continued to make their contribution to 
the mobilization effort even when they believed the Board’s recommendations 
were unsound. Industry’s record of the fullest possible cooperation with the 
defense mobilization program hes been continuing, consistent, and constructive. 

For example, industry representatives dissented from General Regulation No. 2 
but continued to serve on the Board. Furthermore, management’s proposals 
would have made it possible for the Wage Stabilization Board to resume opera- 
tion and to consider the accumulating hundreds of cases which could not be 
handled under existing wage stabilization policy. The labor representatives 
insisted that the Wage Stabilization Board was inadequate because it could not 
deal with labor disputes. It is reliably reported that less than one-half of 1 
percent of the hundreds of cases awaiting Board action are dispute cases; the 
remainder are all questions of interpretation, application, or amendment of wage 
stabilization policy. 

Labor members further threatened that if their demands were not granted, 
they had the power to stop defense production throughout the country, and they 
implied that they would not hesitate to use that power. Similar manifestos can 
be expected with reference to any other demands put forward by the leaders of 
organized labor. 

On the other hand. industry representatives have continued to do everything in 
their power, despite attacks by organized labor and various governmental agen- 
cies, to make their fullest contribution to the mobilization program. Representa- 
tives of industry have continued their active participation even when their 
recommendations have been disregarded, and when their constructive proposals 
for the efficient management of the defense program have been rejected. 


THE STATUS AND EFFECT OF THE RECONSTITUTED WAGE STABILIZATION BOARD 


The reconstitution of the Wage Stabilization Board, in addition to being a 
clear evasion of the Defense Production Act, is a violation of congressional in- 
tent, as clearly expressed in the Defense Production Act, and is bound to have 
the following results: 

1. The granting of labor’s unreasonable demands as a result of labor’s walk-out 
will encourage further demands. Whenever labor leaders are unable to achieve 
their goals through normal democratic procedures or collective bargaining, they 
will know that they can obtain the desired result by again walking out on the 
Nation’s mobilization program until their demands for personal power or eco- 
nomic or political favoritism have been granted. In this connection, it should 
be noted that the leaders of organized labor have made it clear that they reserve 
the right to stage a similar walk-out at any time. They refuse to make any 
commitment or to give any guaranty to cooperate in the Nations mobilization 
program. 

2. The existence of a labor disputes-settling agency prevents the operation of 
normal collective bargaining. Experience demonstrates that the existence of 
such a board makes a farce of collective bargaining, and that the parties are 
encouraged merely to go through the motions in order to have their case certified 
to the disputes-settling agency. During World War II, the existence of the 
War Labor Board encouraged strikes —strikes designed to get a case heard by 
the War Labor Board; strikes to extend and expand War Labor Board decisions ; 
strikes in protest against War Labor Board decisions. These are strikes which 


2 For a record of strikes during World War II, see appendix D. 
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would not have taken place except for the existence of a labor disputes-settling 
agency. The encouragement of strikes under these circumstances results in 
defiance of government and puts civil authority to peril. The setting up of a 
labor disputes agency encourages more strikes, rather than less. For example, 
during the period from 1942 through 1945, when the country was engaged in an 
all-out war for survival, despite a no-strike pledge on the part of organized labor, 
the record shows that there were 16,426 strikes during this period, involving « 
direct loss of 64,400,000 man-hours of production, in addition to the unestimated 
secondary losses throughout the economy. 

3. Permitting an alleged wage stabilization board to act as a labor disputes- 
settling agency converts the Board from a wage stabilization agency into an 
instrument for artificially raising wages and thereby feeding the fires of inflation. 
It is inevitable that wage stabilization policy should assume a role secondary to 
the Board’s function of settling disputes. If, in order to settle a dispute, it is 
necessary to puncture wage ceilings, the Board would undoubtedly do so. Con- 
sequently, the Board itself would be the first to violate its own wage stabilization 
policies. o: ; 

4. As the Wage Stabilization Board had itself recognized, price and wage 
stabilization by themselves would have little effect upon inflation, since they 
are directed at the results; on the other hand, it is abundantly clear that, without 
effective wage stabilization, any attempt at price control would be utterly futile. 
So long as price control is utilized, however, price control cannot be administered 
without effective wage stabilization. As Congress clearly indicated in enacting 
title 1V of the Defense Production Act, wage stabilization is part and, parcel 
of price stabilization. 

5. The creation of a labor disputes board by the President—a surrender by 
him to the ruthless pressure of a self-constituted group of 14 labor leaders 
has no justification whatever so far as the present labor-management relation- 
ship is concerned. There are no major strikes which could not be handled by 
the ordinary processes of collective bargaining under existing law. Labor- 
union leaders recall that the War Labor Board was instrumental in hastening 
the development of unionization, in granting a wage increase beyond wage- 
stabilization policy, and in imposing union security upon thousands of com- 
panies in which unions were unable to obtain compulsory unionism through 
collective bargaining. They look to the present Wage Stabilization Board to 
have the same result. They demand Government imposition of terms of employ- 
ment which they are unable to obtain through the more difficult and voluntary 
processes of collective bargaining. In so doing, the President took a step which 
Congress itself has repeatedly refused to do. Congress has refused to upset 
collective bargaining; on the contrary, Congress has repeatedly reemphasized 
that national labor policy rests upon voluntary collective bargaining where 
employees choose to be represented by unions, Congress has refused to permit 
compulsory arbitration, because that is the antithesis of voluntary collective 
bargaining. Congress has refused to impose Government control upon labor- 
management relations, but instead has enacted safeguarding provisions requiring 
that nothing be done that is inconsistent with.existing laws. 

6. Establishment of a labor disputes board constitutes a severe blow to the 
prosecution of the defense mobilization program. The encouragement of addi- 
tional strikes, the demonstrated power of these 14 labor leaders to exact con- 
cessions from the Government—these will interfere with the orderly prosecution 
of defense and civilian production. The defense program will inevitably be 
endangered by reducing the production of goods and services essential to the 
military forces and the maintenance of a sound civilian economy. 

The fruit of appeasement is always bitter fruit. In this case, appeasement 
of labor leaders will result in greater inflation, less production and encourage- 
ment to organized labor to repeat the performance in order to wring even 
greater concessions from Government. 


INDUSTRY'S ALL-OUT SUPPORT FOR THE MOBILIZATION PROGRAM 


Throughout these negotiations, despite pressure from Government and threats 
and abuse from organized labor, industry’s position has been clear. Business 
and industry hold that in the critical world situation in which the entire free 
world looks to the United States for leadership, we must break all production 
records while maintaining a sound economy and fighting the forces of inflation. 

So far as concerns the maintenance of continued production, it is essential 
that the relationship between labor and management be determined through 
collective bargaining wherever employees choose to be represented by unions. 
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Experience demonstrates that that kind of voluntary cooperation will result 
in far greater production than any Government-imposed formula which may 
be resented by one or both parties. The statistics on time lost as a result of 
labor-management disputes indicates that the present situation is fairly good.’ 
There is no overwhelming wave of strikes requiring governmental intervention. 
In case any strike does seriously endanger national health or safety, the pro 
visions of existing law are adequate to deal with it. Any attempt to impose 
compulsory arbitration, -by way of a labor-disputes board or otherwise, would 
result in causing synthetic and unncessary strikes,in order to get cases before 
such a board. A wage-stabilization board, extralegally converted by Presidential 
order into a disputes board, is a threat to Maximum preduction, on which so 
much depends. 

The haunting threat of inflation can best be offset by appropriate fiscal policies : 
reduction of avoidable nondefense Federal spending; taxation high enough 10 
pay our way as we go rather than operate at a Federal deficit; restriction 
of business and consumer credit except to facilitate essential production facili- 
ties and essential. production; and encouragement of individual saving. As the 
Wage Stabilization Board itself stated, the stabilization of prices and wage 
“will merely conceal and defer the effects of inflation, while permitting the 
pressure of hidden spending power to build up.” 

However, if price control is nevertheless resorted to in an effort to stem the 
results of inflation, it is futile to attempt it at all unless accompanied by effec- 
tive wage stabilization. 

To give the Wage ‘Stabilization Board the additional power to settle labor 
disputes would be to guarantee the failure of wage stabilization and to convert 
an alleged wage-stabilization agency into a device to promote inflation. 

All sectors of the business community are united in the conviction that the 
establishment of a labor disputes board would interfere with production and 
destroy any possibility of effective wage stabilization. 

Despite industry’s conviction that the creation of a labor-disputes board is 
extralegal, unwise, and even dangerous, business and industry will continue to 
cooperate to the best of their ability while using every opportunity to demon- 
strate what we believe to be the right road to follow in order to achieve the 


production we need, in order to maintain industrial peace, and in order to defeat 
inflation. 


CONGRESSIONAL RESPONSIBILITY FOR A SOLUTION 


The cynical policy of labor appeasement in violation of the clear intent of 
Congress and in contravention of specific provisions of law requires that Congress 
take specific action, in connection with the extension of the Defense Production 
Act or otherwise, to correct a situation which threatens the entire defense 
mobilization program, encourages industrial strife and endangers the economy. 

Congressional action should leave the Executive no room for surrender to 
14 men not representing the public by evading or nullifying the intent of Congress 
through Executive orders or administrative directives. In every country where 
dictatorship has arisen to oppress the people, it has been effectuated by seizing 
the executive control of Government and imposing its will upon the representa- 
tives of the people. In this critical period when the free world looks to the 
United States for leadership, our representative institutions must be improved, 
rather than permit them to be usurped by Executive authority acting at the 
behest of 14 labor leaders who have not been elected to any position in 
Government. 

The establishment by the President of a labor disputes board in contravention 
of the clear intent of Congress and in gross disregard of the provisions of the 
Defense Production Act demonstrates the need for congressional assertion of 
its representative authority. The executive branch of the Government cannot 
be permitted to evade the basis of our republican form of government: that it 
is the representatives of the people in Congress assembled who determine the 
law under which the country operates. 

The threat to the defense program posed by unwarranted and extralegal 
oxecutive action calls for congressional consideration to assure the people that 


their representatives are aware of the perils and are prepared to take the re- 
quired action. 


—_—_ —————_———- 


1 See appendix D. 
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The flouting of the intent of Congress by the executive branch poses a funda- 
mental threat to the representative form of government. In this situation, 
Congress faces a grave responsibility. 


APPENDIX A.—-LABOR STATEMENT TO PRESIDENT TRUMAN ON MOBILIZATION 
AND STABILIZATION 


Organized labor in America has established a united labor policy committee 
composed of representatives of the American Federation of Labor, the Congress 
of Industrial Organizations, the Railway Labor Executives Association and the 
international Association of Machinists. We pledge ourselves unreservedly to 
the service of our Nation and to the support of the President in the present 


crisis. 
Objectives of united labor policy committee 


Our purpose is to develop a common approach to the problems arising out of 
the mobilization and stabilization program. We are deeply concerned for our 
country’s security and welfare. 

The security, the dignity and material well-being of the wage earner in 
America as well as throughout the whole world, are dependent upon the preserva- 
tion and extension of the democratic way of life. 

We are fully aware of the grave emergency confronting our Nation. We dedi- 
cate ourselves to help make our country strong and to use that strength to bring 
peace and abundance to mankind. 

It is imperative that labor be granted active participation and real leadership 
in every important agency in our mobilization effort. We regret that to date 
labor has not enjoyed opportunity for full participation in the mobilization 
effort. 

Free labor can make its fullest contribution only if it is permitted to serve at 
all levels of defense mobilization both with respect to policy and administration. 
No one group has a monopoly of ideas in the mobilization of our resources. 
Each group has much to offer and cooperatively we can defeat the world-wide 
challenge of dictatorship. 


Control of living costs 


The control of the prices of all the elements in the working man’s every day 
necessities is the central problem in wage stabilization. We are compelled to 
point out that under the provisions of the Defense Production Act of 1950 it is 
impossible to control these prices. 

Under this legislation, great increases are specifically permitted in the price 
of food, which constitutes approximately 40 percent of the living expenses of 
the average American family. In addition, rents which constitute about 13 
percent of living costs, are not now effectively controlled. 

So long as food prices and rents are thus subject to sharp and drastic increases, 
compensatory wage adjustments must be permitted. The present prohibitions 
upon control of food prices and rents are an effective barrier to any system of 
prices or wage controls, and the elimination of these prohibitions are preliminary 
to any workable stabilization action. Effective control of retail food prices can 
be achieved and at the same time farmers can be assured fair prices for their 
products. 

The Defense Production Act should be promptly amended by the Congress to 
accomplish these ends. 


General and selective controls 


American industries are so integrated that no one of them can be singled out 
for the purpose of wage and price control. Price control, to be effective, must 
be general. Adequate machinery and vigorous enforcement procedures must be 
created. Otherwise, such controls will break down. 

The Government should strive for justice and workability in its stabilization 
measures. To subordinate these factors to pressure for hasty improvisations is 
not in fact speed, but is rather postponement of the time when real stabilization 
will be achieved. 

While the imperative preliminary steps are being taken, other phases of the 
stabilization program must be taken into consideration to avoid later error and 
delay. With reference to wage stabilization, three basic principles should be 
considered so that they may be embodied in the regulations to be applied. 
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Basic principles of wage stabilization 

The first of these has to do with procedures. At the present time, wage sta- 
bilization is subject to needlessly cumbersome machinery. As now provided, 
wage policy must first be recommended by a Board representative of labor, in 
dustry, and the public. The recommendations of this Board are then subject 
to the arbitrary decisions of a single individual. This makes expeditious and 
just action impossible. 

Review by a single top Administrator, chosen for his general administrative 
experience rather than specific competenence in the wage field, adds nothing to 
the process of wage stabilization excepting unceftainty, procrastination, and 


arbitrariness. Wage-stabilization procedures*should be revised so that the Wage 


Stabilization Board is given the status and authority to make decisions on mat- 
ters within its jurisdiction. 

The wage-stabilization policy must permit the adjustment of wage rates to 
compensation for increases in the cost of living. Wage stabilization must not 
become wage freezing. This policy must also provide for the correction of sub- 
standard wages and the adjustment of inequities in existing wage rates within 
or between industries. 

The now well-recognized principle that wage earners should share in the bene- 
fits of industrial progress and increases in productivity which the Nation must 
and will have from its industrial workers, should be specifically embodied in 
the wage-stabilization policy. Any wage-stabilization policy must recognize ex- 
isting collective-bargaining agreements which themselves assure stability. 

This would apply, for example, to the automobile and other industries where 
existing contracts provide for the orderly adjustment of wage rates. The abro- 
gation of contracts arrived at through collective bargaining would inevitably lead 
to industrial unrest and this will defeat the very goal of stabilization. 

Overtime payments for premium work now protected by collective-bargaining 
agreements or existing law must continue to be held involate. These provisions 
do not in any way preclude the working of a workweek longer than that now 
considered to be normal. They merely provide the incentive for productive over- 
time and holiday work. 

Purchasing power 

An equitable tax, savings, price and rationing control program is the answer 
to this problem of excess purchasing power. Rising taxes upon the workers 
as well as the rise in living cost have already cut their purchasing power. 

Furthermore, the Government has embarked upon a program of stimulating 
the voluntary investment of as much as possible of current wage payments in 
defense savings bonds of the United States Government. The labor organizations 
stand ready to cooperate in every way in the attainment of this goal. 

Effective price and rationing controls will stimulate the flow of unspent income 
into voluntary savings. Savings will provide a pool of consumer purchasing 
power to drive the Nation ahead when the emergency is over and production of 
civilian durable goods may be safely expanded. 

Manpower 

Our labor force is the Nation’s greatest single asset. Steps should be taken 
to strengthen and enlarge our manpower resources. These steps must recognize 
the fact that free labor can outproduce slave labor. Free labor will play its 
role in attaining our objective of maximum production. World War II experi- 
ence demonstrates that maximum efficiency, cooperation, and morale can be 
secured through voluntary manpower policies. Use of compulsory civilian labor 
will defeat our efforts to attain our goal of maximum production. 

Conclusion 

American workers and their unions offer these suggestions in order to get the 
emergency production program under way as quickly and effectively as possible. 
We conceive it our responsibility not just to offer verbal assurances, but also 
to point out those difficulties and problems which must be solved if we are to 
achieve maximum national security. 


Unitep Lasor Poticy COMMITTEE. 
DECEMBER 20, 1950. 





Aaah RR NROE ara He Ml Pa cick rd 


Se 2 


RRS oe BF tae 


Ei AOE ERPS: 


a, 






d 
Eo 
% 
‘ 
x 
4 
i 
3 
# 
£ 


SG 


ib el 8s 


> 


eM Te ETP 


6 


ae 


CAA ee ee a 


nlaisitiead had tee 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1243 


= 
APPENDIX R.—SELECTED QUOTATIONS FROM REMARKS BY LABOR LEADERS 


1. Charge That a Conspiracy Exists Between Representatives of Business and 
Mobilization Officials 


A. Statement by William Green, president, American Federation of Labor, 
as reported in the New York Times, April 27, 1951: “We have witnessed the 
seizure of power—under the cloak of mobilization—by an exclusive clique, drawn 
from the board rooms and countinghouses of America. 

“The mobilization of America calls for enlightened leadership, not the arbi- 
trary dictation of the factory boss. This is still a democracy. The American 
people cannot be ridden into the fray by self-appointed war lords or some syn- 
thetic Caesar.” 

B. Walter Reuther’s statement on NBC television show Meet the Press, as 
reported in the New York Times, March 12, 1951: 

“Walter Reuther, president of the United Auto Workers, CIO, charged today 
that the Government's so-called 10 percent wage formula was the result of ‘deals 
eut in the back room’ behind labor’s back. 

“He also accused Charles E. Wilson, Director of Defense Mobilization, of 
failing to ‘meet his responsibilities’ and of handing down ‘arbitrary decisions.’ 


2. Attacks on the Mobilization Program Camouflaged as Attacks on “Big 
Business” 


A. Labor rally in support of labor demands, as reported in Daily Labor Report, 
published by the Bureau of National Affairs, March 20, 1951, page A-1: “AFL 
leadership, working in concert with CIO, undertakes to build up ‘grass roots’ 
support for organized labor’s attack on Government conduct of the mobilization 
program by spreading before a conference of AFL State and city leaders the 
charge that big business, led by Defense Mobilizer Wilson, has taken exclusive 
control of mobilization policy-making, shut labor out. - 

“AFL Secretary-Treasurer George Meany describes Wilson as more power- 

ful than the President, and AFL Vice President George M. Harrison adds that 
if this country has to keep mobilized for 20 years ‘we will certainly become a 
regimented bunch of serfs and there will be damn little left to divide up among 
those who work for a living’.” 
B. Remarks of Walter Reuther at CAW-CIO Covention, Cleveland, Ohio, April 
1951, as reported in Daily Labor Report, April 2, 1951, page A-8: “In the 
light of the scandalous profits, in the light of the fact that there is an attitude of 
complete disregard of basic responsibility in Washington and in the councils of 
industry, I think it would be tragic, dangerous, and unrealistic—it would be a 
disservice to the war effort—if organized labor in this period of profiteering 
and run-away prices would even remotely think of giving & no-strike pledge. I 
say we have got to keep the right to strike as our only weapon to fight against 
injustice in America.” 

C. Excerpts from a letter to President Truman by James B. Carey, secretary- 
treasurer of the CIO and president of CIO’s International Union of Electrical 
Workers, published in Daily Labor Report, January 24, 1951, page A-10: “Yet 
we have been ignored on the top administration level. There is no labor union 
official holding any top policy position in Government. But, in the last few 
months, there have been appointed the following to key Government posts: 

“Charles BE. Wilson, president of General Electric, a corporation which has 
raised its prices to heights that harm the pocketbook of American citizens; which 
has dealt in cartels with the vicious Nazi I. G. Farben Industry; which has given 
preferred treatment to a Communist Party organization posing as a labor union. 
And who are Wilson’s two top lieutenants in the Office of Defense Mobilization? 
A general who muddled the Berlin situation, and a banker. 

“General Harrison, president of the International Telephone & Telegraph 
Corp., a monopoly which has gouged the phone and cable users of the world for 
generations. Harrison heads the Defense Production Administration. 

“Walter Gifford, president of the American Telephone & Telegraph Co., a 
monopoly which reaches right into the homes of almost all Americans and which 
has often tried to punish its employees for insisting on a real, not a company, 
union, 
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“Gifford was appointed to be Ambassador to Great Britain. 
“In other words, an antilabor boss was sent to be our contact man with the 
Labor Government of Great Britain. * * * 

“But what happened? The Tafts and the NAM and the C. of C. and those 
you called Wall Street in 1948 have scored a coup d’etat—they have taken over 
the people’s government. That statement must be true, since their men have 
been named to run the show. * * #* 

“Do we continue to be second-class citizens? Or do we get an equal voice in 
the operation of the government agencies which affect the lives of our members 
and the products which they produce?” 9 

D. Statement of James B. Carey, secretary-treasurer of the CIO, as delivered 
by James Click, international vice president of IUEW-CIO, at National Farm 
Institute, February 16-17, 1951, Des Moines, Iowa: “I deeply regret that a crisis 
precipitated by industrialists disguised as Government officials intent on wreck- 
ing labor’s living standards and contracts, makes it impossible for me to attend 
the institute’s meeting as I planned. The continued blitz directed at labor, 
which will have a direct effect on the Nation’s farmers, would greatly reduce 
labor’s purchasing power and consequently farm income generally. * * * 
While labor standards are thus being destroyed corporations like General Elec- 
tric continue to build up unprecedented and fabulous profits. Big business, 
wearing a transparent mantle of Government officialdom is clearly endeavoring 
to undermine the tripartite. arrangement of labor, industry, and Government 
in planning economie stabilization and to alienate labor and farmers from the 
administration. If big business succeeds in this attempt to destroy labor’s effec- 
tiveness, farmers will find themselves the next economic victims.” 

E. Statement by James B. Carey, following the first session of an executive 
board meeting of the International Union of Electrical Workers, February 24, 
1951, as noted in the New York Times, February 25, 1951: “Mr. Carey added 
his voice to the general labor attack on the Wage Stabilization Board. He 
declared that ‘the strangle hold of big business on America’s mobilization pro- 
gram is hamstringing the Nation’s entire defense effort.’ ” 

F. Jacob S. Potofsky, president of the Amalagamated Clothing Workers of 
America, CIO, is quoted as having said at Cincinnati, March 3, 1951 (the New 
York Times, March 4, 1951) : “ ‘Labor is ready,’ Mr. Potofsky said, ‘to help make 
America again the arsenal of democracy, provided big business, which has 
Seized power, is ready to let us play our proper role.’ Mr. Potofsky declared 
that Mr. Wilson had been ‘unfair, arrogant, and intolerant in not playing the 
game the American way.’ ” 

G. Statement of James B. Carey, secretary-treasurer, CIO, at labor rally 
in New York, April 26, 1951, as reported in the CIO News, April 30, 1951: 
“Carey spoke on ‘Whose Defense Program Is It? He answered his own query— 
‘It’s big business.’ He denounced the ‘obscene accumulation of enormous profits 
and not wage increases,’ as the major cause of inflation.’ ” 

He described the “ ‘profit-taking spree * * * running beserk’: business 
scheming to dodge not only excess-profits taxes, but other taxes as well; the new 
price ‘control’ set-up that he said will increase prices; the fake ‘sacrifices’ of 
business and the genuine sacrifices of the average American.” 


3. Labor’s Insistence Upon Formation of a Labor Disputes Board 


Walter Reuther, speaking at Cleveland on April 2 at the UAW-CIO convention, 
is reported in Daily Labor Report for April 21, 1951, page A—-9 to have served 


notice that: “* * * we are not going back into a reorganized Wage Stabili- 
zation Board until it has disputes machinery.” 


APPENDIX C 
TEXT OF STATEMENT BY INDUSTRY ON POLICY FOR WAGE STABILIZATION BOARD 


Marcu 13, 1951. 
Hon. Eric JOHNSTON, 


Economic Stabilization Administrator, 
Washington, D.C. 

Dear MR. JOHNsTON: Representatives of the undersigned organizations have 
received and given serious consideration to your memorandum of March 12, 1951, 
outlining your views as to the nature and authority of the Wage Stabilization 
Board. As you know we have considered with you throughout several confer- 
ences the problems arising from the withdrawal of the representatives of organ- 
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ized labor from the present Board. We have also reflected to you the views of 
our respective organizations up to the present time. These views have been 
reviewed by us with our principals and associates. 

In the interest of clarity we set forth at this point the text of your memorandum 
of March 12, 1951: 

“1. The Board to be reconstituted as an 18-man tripartite Board. 

“29 The reconstituted Board to adopt and administer wage stabilization rules 
and regulations, subject to policy review by the Administrator. 

“8 The Board to hear and adjudicate disputes where the parties to such dis- 
putes agree to submit them to the Board and to be bound by the Board's decision : 
provided that the Board may establish procedures for rejecting any cases in which 
it concludes that collective bargaining has not been exhausted. 

“4. The Board to hear and adjudicate any disputes certified to it by the Presi- 
dent as affecting the national defense program; provided that there shall be 
unintgrrupted production while the case is before the Board. 

“5. The Board’s determination of any dispute case shall be subject to the 
approval of the Administrator if it involves any change in previously established 
wage stabilization policy.” 

I 


As to item No. 1 of your memorandum, we take no exception. It is our 
understanding that enlargement of the Board was under consideration for some 
time before the defection of the labor members, and was favored by all groups. 
This seems to us merely a matter of practical administration having no essential 
relation to any consideration of enlarged functions. We understand also that 
the proposal does not involve replacement of any present members who may 
desire to continue on the Board. 


II 


The reconstituted Board under General Order No. 3 would have the functions 
here outlined. We believe that policy review should be modified to cover approval 
or rejection but not modification by the Administrator of orders of the Board. 
We understand this course was unanimously recommended by the members of the 
Board in December last. 

III 


The remaining points of your memorandum deal with the problem of handling 
labor disputes. Such disputes involve issues of two kinds: (a) Those of a 
monetary or economic character, directly related to and affecting stabilization, 
involving all forms of remuneration to employees as defined in section 702 (e) 
of the Defense Production Act; and (b) those of a nonmonetary or noneconomic 
character, such as, but not limited to, union security, seniority, disciplinary 
rules, jurisdictional questions, union in-plant organizational activities, manage- 
ment functions, operating procedures, etc. 

As to non-monetary or non-economic issues, we are unable to agree that it 
is either necessary or wise to give the Wage Stabilization Board authority to 
hear and decide disputes over such issues; nor do we feel that a new or separate 
agency to handle disputes over such issues is at present necessary. We are of 
the opinion that present procedures provided by law should in most, if not all, 
cases prove adequate. We are of the further opinion that in any event all exist- 
ing procedures available to the parties or to appropriate agencies of government 
should be utilized before determining that new machinery is necessary or de- 
sirable. 

The course we recommend is in harmony with the spirit and the language 
of section 502 of the Defense Production Act, which declares that “The national 
policy shall be to place primary reliance upon the parties to any labor dispute 
to make every effort through negotiation and collective bargaining and the full 
use of mediation and conciliation facilities to effect a settlement in the na- 
tional interest.” 

In the development and administration of wage stabilization policies, questions 
and disputes will arise not only as to interpretation and application of existing 
policies, but also as to adequacy and equity of those policies themselves. Subject 
to certain definite safeguards which we shall recommend, we are of opinion 
that the Wage Stabilization Board is the appropriate agency to hear interested 
parties on matters growing out of or directly relating to the stabilization pro- 
gram and involving economic or monetary issues only, 
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Problems in this field will ordinarily fall into one or more of the following 
categories : 

(1) Requests for interpretations or rulings as to application of existing 
policies ; 

(2) Petitions for changes in existing policies, or adoption of new policies; 

(3) Petitions for permission to exceed existing ceilings or otherwise to be 
exempted from the operation of general rules and policies. 

In any of these situations, there may or may not exist a labor dispute, and 
such dispute may or may not have resulted in a work stoppage. 

It is our opinion that in any of these situations the Board should provide pro- 
cedures by which it, or agents designated by_it, may receive applications, peti- 
tions or requests for rulings or interpretations, and by which due consideration 
shall be given thereto. However, in any case where a strike is in progress 
when such proceeding is initiated by representatives of the employees, the 
Board should decline to proceed with the application unless and until the strike 
his been terminated and the men have returned to work. 

Where a matter is jointly submitted by an employer and his employees or 
their representatives, both submitting parties should be required to agree, in 
advance, in form to be prescribed by the Board, that they will abide by the 
final decision. 

The Board should be precluded from passing upon non-economic or non-mone- 
tary issues. 

The Board should have authority to give final and binding interpretations 
or rulings as to application of existing policies. It should, on the other hand, 
have no authority to modify an existing policy in a particular case, but should 
in any case or cases where it appears as a result of its investigations that a 
change in policy is indicated, report to the Administrator with its recommenda- 
tions as to the changes in policy. The Administrator should thereupon approve 
or reject the Board’s recommendations but should not modify them. Any change 
in policy should be general in application and not confined to the particular 
parties or case in which the application for change may have been made. 

Where a petition is for permission to exceed the general ceiling or formula 
then in effect, such petition should be summarily rejected unless it alleges 
facts which would bring the case within a recognized exception previously 
provided for by the Board’s regulations or general orders. Where the petition 
contains such allegation, the Board shall investigate the facts and after such 
investigation, and hearings if it shall hold them, it shall reject the petition un- 
less it is convinced that the case falls clearly within a recognized exception 
previously provided for. 

It must be recognized that if the wage stabilization policies are definite and 
clear, as they should be, the answer in a large majority of cases will and should 
be a decisive “No.” This may result in a number of strikes. It is obvious that 
strikes under such circumstances are not ordinary labor disputes between em- 
ployers and employees: They are strikes against the Government itself, designed 
to coerce or induce it into making concessions. A firm policy in dealing with 
such strikes is essential to the maintenance of a sound stabilization policy and 
to preservation of a proper respect for Government itself. Such strikes should 
not be met with appeasement or consession. They should be handled in accord- 
ance with existing law, including, where appropriate, the national emergency pro- 
visions of the Labor Management Relations Act. 

Before coneluding we feel impelled because of the gravity of the need for 
effective stabilization to point out that the recommendations you have made 
to the Board for further liberalization of such policy involving validation of 
so-called productivity increases, elimination of pension, welfare and insurance 
benefits from ceiling limitations, and catch-all provisions described as hardship 
and inequity cases, are fraught with hazard to any degree of effective stabiliza- 
tion, may stimulate disputes, encumber administration and lead to a complete 
failure of stabilization. 

Respectfully submitted, 

Tre Joint COMMITTEE FOR THE BuSINESS ApviIsorY CoUNCIL, 
NATIONAL ASSOCIATION OF MANUFACTURERS AND THE 
CHAMBER OF COMMERCE OF THE UNITED STATES, 
(Signed) WALTER WHITE. 
Ira MOSHER. 
O. A. SEYFERTH. 


Senator Sparkman. Before we take up the questioning, Senator 
Bricker, I direct your attention to this: According to the discussion 
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you and I both participated in at the end of the meeting this morning, 
a’member of the staff did call Mr. Eric Johnston’s oflice and ascer- 
tained that, of the cases that have been filed, all have been settlements 
that have been made at the industry-plant level between industry and 
management, in the individual plants, and there has been no single 
decision yet by the Board. 

May I say further that it is the plan—Mr. Johnston’s office will 
submit to us a formal statement that may be included in the record. 

(The following was submitted for the record by the Economic Sta- 
hilization Agency: ) 

A backlog of nearly 3,000 are pending before the Wage Stabilization Board and 
new ones are coming in at a rate of nearly 100 a day. 

These are all voluntary requests for adjustment in compensation outside the 
provisions of existing Wage Stabilization Board regulations. 

They are not disputes. They are all requests for increases which employers 
and employees have agreed are essential to their activity. 

About half the pending cases have been filed by employers of unorganized 


workers. The other half involve agreements negotiated by companies and 
unions for wage adjustments. 

The first decision announced by the Board in any of these cases was on May 
18, 1951, in the meat packers wage case, when the Board divided 8 to 4, with 
public and labor members voting for an increase above the 10 percent ceiling and 
the industry members of the Board voting against the increase. 


Senator Bricker. I wish they would do that; it will clarify the 
whole record if he does. 


Mr. Mosuer. May I inject a comment ? 

Senator Bricker. Yes. 

Mr. Mosuer. You said settlements at the plant level. 

Senator SPARKMAN. Well, agreements. 

Mr. Moser. They are agreements between unions and employers. 
They may be national, industry- wide bargaining cases to which, inci- 
dentally, we are very much opposed. 

Senator SparkMAN. The point I was trying to make was that it 
did not involve settlement yet by the Wage Stabilization Board. In 
other words, this is in line with the statement Mr. Ruflin made this 
morning. 

Mr. Mosier. My point is I would not have so much objection if 
they were a result of agreements between the union and individual 
employers which are concerned with the area situations, because that 
is the basic approach in my own opinion, and in the opinion of my 
group, toward this problem. 

I suggest that much of our difficulty comes from these national 
agreements which cover the whole gamut from coast to coast, and 
from the Gulf of Canada, and that is the situation and is the root of 
much of our trouble. 

Senator Bricker. As I understand it, the Board had approved an 
ll-cent rise in the packinghouse case. That does pierce the 10-per- 
cent ceiling, does it not ? 

Mr. Mosuer. That meat case is a very interesting one. That is a 
case of the four big packers, as I understand it, and I understand that 
whatever they agree to, the rest of the industry follows. There is 
your national bargaining, your industry-wide bargaining. 

The agreement ‘with the companies amounted to 11 cents. Two of 
those cents would have been the 2 percent within the 10-percent for- 
mula. I suggest to you that, contrary to some remarks that were 
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made this morning, the industry members on that Board you will find 
did not vote for that recommendation. 

Senator Bricker. They did not vote for it? 

Mr. Mosuer. No; I don’t understand that anybody this morning 
suggested there had been a vote by industry members on the Board. 

Now, Senator Bricker was under the impression that that had been 
done. 

Senator Bricker. Not that there had been a vote, but that there was 
an understanding on the part of the laber members of the Board, and 
of the industry members on the Board, that they would go along with 
these increases. That was the impression I got from Mr. Johnston. 

Senator SparKMAN. My impression was that all of the agreements 
entered into were at a level below the Wage Stabilization Board, and 
that there had been no vote yet in the Wage Stabilization Board, only 
a single case, and that this packers case is the first case. 

Mr. Mosuer. That is the root of the trouble. You see, fundamen- 
tally in the Wage Stabilization Board, the 10-percent limit was set 
and was, shall we say, an attempt to get together. Industry wanted 
8 percent, and labor wanted something more, and the 10 percent itself 
was a compromise at that time. It is my understanding that no later 
than within 30 or 40 minutes, industry members of the ‘present Board 
are not voting for that increase. It is an individual case settlement, 
and in our various proposals to Mr. Johnston, and to Mr. Wilson, in- 
dustry asked and suggested that to consider these situations as special 
cases would completely ruin any hope of wage stabilization, because 
you have a wage dispute, and the wage situation, as I have said before, 
becomes wholly secondary, and all they do is settle the strike, so they 
give the raise. 

Now, I suggest to you when they give that raise to the packers, and 
perhaps they will—I don’t know seathae they will or not, but I am 
thinking that they will. 

Senator Bricker. The ticker says it has been done. 

Senator SparRKMAN. It says tentatively agreed to. 

Mr. Moser. That must have been later than 2 o’clock. 

The one case alone—think how far that reaches, packing plants 
in practically every city of any size all over this country. The pack- 
ing plant located w ithin 10 miles of my plant in Massachusetts, where 
does it leave me? I have to have a raise, too. They create a thousand, 
or a hundred thousand inequities for every one of those individual 
cases. 

If you are going to have wage stabilization—and that is one of the 
reasons I don't Ww ant it, because you can’t make it work—if you are 
going to have it, it can’t be done on the basis of settling dispute cases. 
It can’t be done. 

Senator SparkMAN. Let me ask you a question in order to get it 
clear in my mind: 

Let’s assume for the sake of argument that they did allow this 11- 
cent-an-hour increase. Do I understand, or not, that that would be—— 

Mr. Mosuer. That punctures the ceiling, 2 cents of that, I under- 
stand, is within the ceiling. Nine cents punctures it. 

Senator SparkMAN. In other words, they only had a 2-percent mar- 
gin in order to come to the 10-percent increase ; is that right ? 

Mr. Mosuer. Yes. 
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Now, you see the average rate in that industry—this is an average 
hourly rate including overtime, is about $1.50 an hour, so that if 9 
cents of that 11 penetrates that ceiling you have an increase there of 
toward 6 percent, so your ceiling becomes 16 percent and not 10. 

Senator SpaRKMAN. Now, if that is true, why was there agreement 
between labor and management at the plant level ? 

Mr. Mosuer. To avoid a strike. There was a strike—you will re- 
member there was a strike; I don’t have the record, but I remember 
there was a strike in Des Moines or Omaha of 8,000 employees that 
walked out as a demonstration to the employer as a demonstration 
of what would happen to him if he didn’t agree with them, to go to 
the Wage Stabilization Board. To ask an employer to hold out 
against ‘both the union and the Government is a little naive, in my 
opinion. 

Senator Scnorrren. Mr. Mosher, would you favor wage contracts 
that were tied to the commodity price levels similar to the General 
Motors contract ? 

Mr. Mosuer. No, sir; that is not an official position of NAM. I have 
to give you my personal opinion. 

Escalator clauses of the type that are not the result of direct produc- 
tivity—and incidentally, I believe in paying for productivity; I 
think we should ay for it, and as a workman I would see that I got 
paid for it, or eed when you talk about escalator clauses that 
are not the result of payments for productivity, all you do is raise 
the wage level, and you have to raise the price level, because if you 
are going to have wage control you have certainly, if you raise wages, 
to allow prices to go 7 with them, the wage element being, statisti- 

ally, some 62 percent, I think was the figure mentioned this mor ning. 

As a matter of fact, it is really nearer 80, because you have to 

take in private employees and entrepreneurs, so your total wage pay- 
ments in this country become upwards of 80 percent, not 60. 

I suggest you can’t raise wages without raising prices. 

Take the packing industry now: their average profit on sales after 
taxes is 0.7 percent on sales. I believe the labor factor is somewhere 
between 15 and 20 percent of the sales dollar. Let’s assume that it is 

5 percent—I will take the lower figure. If we raise wages 9 cents 
to $1.50, we have a 6-percent raise in wages, and if 12 percent of our 

sales dollar is payroll, we have a raise of 6 percent of 15 percent, or 
0.9 percent. That is where it comes out arithmetically. 
I suggest to you if their profit is 0.7 percent, it can’t be done. 
Now, if you want to pick me up on that one and say that my 0.7 
s after taxes, and taxes are half of their income their total profit is 
i4 percent before taxes, and if you take 0.9 off of that, you have 
left 0.5; half of 1 percent, and the Government takes half of that 
in taxes, and you have a quarter of a percent left. 

I suggest you don’t stay in business on that basis, and that is 
what we are up against. 

Senator Sparkman. Now, back to these escalator clauses, such as 
Senator Schoeppel asked you about. I understand he asked you about 
the General Motors escalator clause, and you said you were not in 


favor of that; you would be in favor of one that was tied to produc- 
tivity ? 


Mr. Mosuer. Oh, yes. 
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Senator Sparkman. Now, the General Motors is tied in part to 
productivity; isn’t it? 

Mr. Mosuer. It is tied in part to an imaginary figure representing 
a supposed increase in productivity. I don’t know what the motors 
figures are today on productivity. I know that through the war 
period that productivity went right down there—it has come back to 
some extent—to what extent, I don't know. The national figures are 
more or less quoted that productivity does increase as much as 2 per- 
cent or 3 percent a year; well, 2 percent_a year on an average pay of 
any figure you want to name doesn’t reach these figures that are 
commonly used—I think it ‘is 4 cents an hour; is it not? The 
arithmetic doesn’t hold up in these situations. 

That is about all I am saying. 

Senator Sparkman. Now, your objection to this present Wage 
Stabilization Board, War Labor Board, or whatever you want to 
call it—I believe the correct name is Wage Stabilization Board—you 
say that it is not legal, or it is in contravention of the law. 

Mr. Mosuer. Of the expressed intent of the Congress. 

Senator SparKMAN. Because it is not in keeping with the intent 
of Congress as expressed in title V of the act? 

Mr. Mosuer. Yes. 

Senator SparkMANn. Now, in order for that to be true, it would 
have to be established under title V; wouldn’t it? 

Mr. Mosuer. If it was to be in accord with the existing law, it would 
have to be established under title V; yes. 

Senator Sparkman. But didn’t the Pr esident, in issuing the Execu- 
tive order, show clearly he did not establish it under title V2 

Mr. Mosuer. We had an opinion from the Attorney General that 
he couldn’t, and he undertakes to say that he established it under 
implied powers. I suggest to you that with the presence of definitely 
written law, as is in title V, expressing the intent of Congress, he 
deliberately avoided that law, and I will use the words “evaded it.” 

Senator Sparkman. Didn’t he in the Executive order show that 
he was establishing it under title IV? 

Mr. Mosner. I don’t think’so. I have a copy of the order here. 

Senator SparKMAN. He says “by virtue of the authority vested in 
me by the Constitution and statutes, including the Defense Production 
Act of 1950,” and so forth. 

Senator Bricker. What is there in title IV that would give that 
power ? 

Mr. Mosner. Mr. Miller suggests, Senator Sparkman, that there 
is no specific authority in title IV to set up a disputes agency, and 
what I am undertaking to say is inasmuch as tile V spec ifies and spells 
out in detail what must be done in order to create a disputes agency, 
that to create a disputes agency under some other situation is to evade 
the expressed intent of Congress. 

Senator Bricker. In section 402—I don’t care about arguing the 
point, I do want to just suggest this: 

In order to carry out the objectives of this title—that is, title [V— 
the President may “encourage and promote voluntary action by busi- 
ness, agriculture, labor, and consumers.” That is under Price and 
Wage Stabilization. 

As I understand it, your objection to it is that the Board as set up 
really has a dual function, and you are afraid that in the exercise of 
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the two functions, the one which you think ought to have the prior 
consideration would be subordinated. 

Mr. Mosuer. I don’t think there is any question about it, because 
the record is clear on that. If I may go afield for : 

Senator SparKMAN. You think that the primary purpose ought to be 
wage stabilization? 

Mr. Mosuer. If you are going to have wage stabilization, let’s have 
it, and let’s not mix it up w ith a lot of labor disputes, because as I 
have tried to say, the question of the wage rate becomes wholly second- 
ary to the settlement of the dispute. 

1 think history proves that. 

Senator Sparkman. Going back to these some 1,600 cases that are 
down there now, whatever number there are, I believe someone told 
me not a single one of those involved a dispute; I believe you said that 
in your statement. 

Mr. Mosuer. It does not involve other than the monetary agree- 
ment. 

Senator Sparkman. In other words, those 1,600, using that round 
number for the sake of argument, do constitute a problem for wage 
stabilization ¢ 

Mr. Mosuer. Yes. 

Senator SparkMAN. Now, are there any wage dispute cases before 
the Board at the present time ? 

Mr. Mosuer. Well, no; there are none. I understand the survey 
shows there are no items 

Senator SparkMAN. Are there any others? 

Mr. Mosner. No; | understand not. 

Senator SparkMAN. In other words, as the Board stands today, it is 
functioning as a wage stabilization board? 

Mr. Mosuer. Yes: but we know from history 

Senator Sparkman. You feel that that condition will not continue. 

Mr. Mosuer. I know it won’t continue, based on history. 

Senator SPARKMAN. It seems to me, and I will put the statement 
this way, involving two “if’s”; if the question in contest, each time, 
is that of wages, and if management and labor show the same unanim- 
ity of easy agreement that they have shown so far, too much unanimity, 
I think, enough even to suggest collusion, to my way of thinking, not 
just involving these 1,600, but back over some period of time, then 
I don’t see that we are going to need a wage dispute board; it looks 
like it will be all wage stabilization. 

Mr. Mosuer. If you are going to have stabilization, the Board had 
better act asa stabilization board, and not as a dispute-settling agency. 

It is true that these cases—bear in mind the Board was not supposed 
to handle disputes—disputes on such matters other than wages have 
not come through on the Board. The Board has just started to func- 
tion within a matter of hardly more than days. 

I would like to call your attention to what has h: appened in the past, 
when the Government gets into this picture, and I am going to refer 
back again to some figures that were quoted this morning. 

The minute you get a government panel handling these situations, 
you get these cases coming down to Washington. You invite them. 
You can’t ask management—I say you, can't, that is my opinion— 
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perhaps one can, but I think it is rather naive, I repeat, to think that 
management can hold out against both the union and the Government. 

Now, you go back in history; who started this price, this wage spiral 
that we had starting back in 1946? It was started from government 
intervention into labor-management negotiations. The first 18.5 per- 
cent raise came out of the Office of the Secretary of Commerce. 

I know that is where it came from; I was there the day he released it. 

Senator SparkMAN. What did that involve? 

Mr. Mosuer. He made the statement that the automobile industry 
could raise wages 18.5 cents without raiSing prices, and it was a report 
written by certain interests, whose name I don’t need mention, and 
the Secretary released that report, and that is where your first wage 
increase started. 

You had, following that, or along about that time, a General Motors 
fact-finding panel that made the recommendation, and those were be- 
tore Taft-Hartley. You had an oil panel along about that time. 
I think following that we did have a steel panel that came in, avoiding 
Taft-Hartley, within 2 years, and they all contained recommendations. 

Frankly, they were devised by the Government set-up to make it im- 
possible for management not to agree to the wage increase. 

Senator Sparkman. Let me follow that up a little bit, if I may. 

Mr. Mosher, it seems to me that you are saying something that ought 
to be considered very carefully. Iam talking about the present, I am 
not talking about back to 1946. 

I certainly think I join you in criticism of that report on the auto- 
mobile industry, and two or three other things that came along that 
year and the next year, and I related some of them here his morning, 
big steel and big coal, I think, have led the way, year in and year out. 

Mr. Mosuer. I suggest industry-wide bargaining, Mr. Sparkman. 

Senator SPARKMAN. You mean you suggest it—— 

Mr. Mosuer. I suggest that is the basic cause of it. 

Senator SparkMaN. Again, isn’t that the case of the pot calling the 
kettle black, because hasn’t it been argued for on both sides? 

Mr. Mosner. I think it has been. 

Senator SparKMAN. It certainly has been, and still is. 

Mr. Mosner. I think there are cases like that. 

. Senator Sparkman. I will say this: I am sitting here trying to be 
thoroughly objective, without any cause to plead on either side. I am 
looking at it from the consumer angle, and from the angle of the 
soundness of the economy of this country. I think that is something 
that all of us had better be thinking more and more about, and as 
I have seen these agreements, sitting as a member of the Joint Com- 
mittee on the Economic Report, and you have testified before our 
committee, as I have seen these agreements come up from time to 
time, in that segment of our economy, which after all sets the pattern 
for wages and prices, I have thought that each side was subject to 
just about as much criticism as the other. 

What I want to ask you right now is about this Board; how many 
people are on that Board? 

Mr. Mosuer. Sixteen. 

Senator SparkMAN. They represent whom ? 

Mr. Mosuer. It is 18. There are six representing the public, there 
are six representing labor, and six representing industry. 
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I believe the President’s order says that these people are appointed or 
intended, as I interpret it, as members of this committee with a par- 
ticular background according to these three categories. In other 
words, the attempt is made to make them public members, and you 
know why that is, Senator Sparkman. That is to get away from 
having the men, not legally, but extralegally instructed  deleg: ites, as is 
the case with one of the three segments. 

Senator SparkMAN. Yes; as a matter of fact, I was happy to see him 
come that far in making the announcement. As a matter of fact, I 
have always been opposed to the idea of writing into legislation, or 
anything else, that this group and that group or some other group 
should have so many representatives on any board that is set up. I 
think it is wrong; I think it is fundamentally wrong. I think in a 
board of this kind or any other board they ought to ‘be appointed as 
American citizens to represent everybody. 

Senator Bricker. You and I are together on that. I expressed that 
a few days ago. 

Senator SPARKMAN. Yes; I do believe that. At least, I am glad to 
see the President got this far away in setting up this particular board, 
but here is the particular point I want to make 

Senator Bricker. Has he? 

Senator SpaRKMAN. He announced that they were appointed to rep- 
resent all, but he was trying to get people with particular backgrounds. 
I can say he came that far; I wouldn’t say far enough, but it was a 
departure from some of it in the past. 

Mr. Mosuer. Just to get the record straight, Mr. Miller reminds 
me that was a specification in the National “Advisory Committee on 
Mobilization Policy. I agree with your expressed statement, but I 
was wrong. 

Senator SPARKMAN. We may find there was something in the statute 
relating to that, because I know there is a strong tendency up here on 
the Hill to lay down how different segments shall be represented. 

Be that as it may, when you say now that the employer has to fight 
the union down on the local level, and then he has to fight the Govern- 
ment when he comes here, it seems to me you are say ing that : a majority 
of that Board, he knows in advance, is going to be against him. 

Now, why should that be? 

Mr. Mosuer. I can’t say the majority of this Board is, because I 
have a very keen appreciation of a good many members of that Board. 
I know no exception. 

I think in general that Board will live up to, most of them, at least, 
two-thirds of them, to be exact, will live up to their public responsi- 
bilities without any doubt. 

That Board, as currently constituted—I don’t know what that Board 
is going to be in the future, but I did suggest to you in my brief, and 
I — that the intent of labor is to bring these cases to Washing- 
ton, because they think they will get more out of W ashington than they 
could get out of a local situation, -and that is purely history. 

I am expressing it as my opinion, but I can back it up with any 
quantity of positive evidence that you want. 

Senator Sparkman. If management feels that it is going to get less, 
why does it give way so easily down on the local level ? 
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Mr. Mosuer. If management thinks this is going to get less—I will 
put it the other way—that labor is going to get more out of Wash- 
ington, labor just doesn’t come to any agreement at the local level, 
and lets the case go through. 

Senator SpaRKMAN. All 1,600 of these cases are in agreement, every 
single one of them, you told us a few minutes ago. Now, labor came 
to an agreement there at the local level, and so did management. 

Mr. Moser. That is quite true. 

Senator SparkMan. Why is it, if management sees that it is going 
to have to fight in Washington, why does it give way so easily down 
on the local level? 

Mr. Mosuer. I think you have to state it on the other side, the other 
way around, you have 1,600 cases, but that is 1,600 out of, I don’t 
know how many hundreds of thousands of cases that are going to come 
through here as we go along, if this thing continues. 

Senator Sparkman. Don’t you think these 1,600 are pretty well set- 
ting a p yattern ? 

Mr. | fosHER. I don’t think necessarily so. - 

Senator SparkMAN. I understood you to say the packers’ case set 
the pattern. 

Mr. Mosuer. If it is approved, that will set the pattern. 

Senator SparkMAN. And according to the ticker it has been tenta- 
tively approved. 

Mr. Mosuer. I would like to interrupt a moment, if I may, and 
quote some other figures. 

Mr. Johnston stated to us in one of our conferences that in con- 
sidering this wage-stabilization picture that half of the people in 
manufacturing had no increase at all since January 1950, and that 
only 3 million of them had had as much as 10 percent, yet the Wage 
Stabilization Board’s original amount as put out arrived at a fizure 
of some 10 percent. That gives you a picture of the economic impact 
of these cases, and that is what industry is afraid of. 

Senator SparKMAN. Now, by the way, I am glad you mentioned 
Mr. Johnston, because that brings up another question in my mind: 

All of these things are set up under the supervision of, and ver- 
tainly is subject to some degree of supervision by men like Eric Johns- 
ton, who used to be president of the United States Chamber of Com 
merce, and by Mr. Charles E. Wilson, who used to be president of 
General Electric. 

Now, do they change completely when they come to Washington ? 

Mr. Mosner. You don’t re: lly want me to answer that question; do 
you! 

Senator SparkMAN. Well, that is a part—— 

Mr. Mosner. I am sure you know all about that Washington 
atmosphere. 

Senator SparkMAN. That is a part of the Washington which man- 
agement, as you say, has to fight. 

"Mr. Moser. I am afraid—— 

Senator SparkMAN. No; I am asking in all seriousness about these 
things, because I think sometimes it is just perhaps a misunderstand- 
ing, ‘and sometimes I think there is a dangerous line of argument go 
ing on in the country in tearing down the confidence of our people i in 
the Government in W ashington. 
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What ought to be corrected, we ought to correct, but I think we 
ought to be very understanding, and very objective in making our 
statements regarding W ashington and regarding our Government, and 
Mr. Johnston, and Mr. W ilson, and General Harrison, and so many 
more, Mr. Weinberg, and how many others I could name, are a part of 
this Government in Washington, and are the part that are handling 
this program. 

Mr. Mosuer. There is nothing in my remarks, and certainly nothing 
in my intent, Senator Sparkman, that in any way casts any aspersions 
on any of these gentlemen. 

Senator SpaRKMAN. Oh, I understand; and neither do I. 

Mr. Mosuer. I have the very highest regard for what they are try- 
ing to do. 

Senator SparkMAN. And so do I. 

Mr. Mosner. We don’t know how long these individuals are going 
to be in their respective jobs. I have a very keen appreciation of 
what they are up against. 

Senator SparkMAN. Let’s go back to the Second World War. We 
do know some of the people came in and took some of these jobs, didn’t 
stay there, but in every instance, practically, they were replaced by 
men of the same ‘aliber, I believe, the same type. I can’t recall an in- 
cident right now. You take our War Production Board al] the way 
through the war was headed up by people like that, General Harrison 
and Mr. Wilson were here during the war. I am not certain whether 
Eric Johnston came in part of the time or not. 

I am not trying to provoke any argument, I am just trying to state a 
few views we ought to keep in mind. 

Mr. Mosuer. We have a v ariety of situations here. In the first 
place, we are not at war, and we would have wholly different condi- 
tions, I believe, if we had a war condition. 

Senator SparKMAN. I think you are right on that. I think we are 
up against a tougher job under partial mobilization than we would 
have under ee “inobilization. 

Mr. Mosuer. I don’t think I agree with you although I think I 
agree with your intent, because I am afraid you may mean that com- 
plete control of everything is the easiest way to handle everything. 

Senator Sparkman. No; Iam thinking about the will of the people 
in working together cooperatively. 

Mr. Mosuer. I quite agree with you it is very difficult, if not im- 
possible, to get that backing from many people except under an ex- 
treme emergency. I have no doubt of what our people would do in an 
extreme emergency ; they would be behind whatever you wanted to do, 
100 percent. 

Senator SparKMAN. I have taken too much time. Senator Bricker? 

Senator Bricker. I want to understand more fully how these cases 
come before the Wage Stabilization Board that has been set up. Do 
they only come in when labor and management have agreed upon an 
increase which would pierce the 10- percent ceiling ? 

Mr. Mosner. It is specified in the President’s order, and I get mixed 
up a little between these various steps. There are two classes of cases. 
The President may certify to the Board, is that in the President’s 
order? It is spelled out, Senator Bricker, in the order. Frankly. I 
get all “balled up” between proposed procedures. Mr. Miller will 
answer,if he may. Hehasthe information. 
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Mr. Mitier. Mr. Chairman, under the Executive order setting up 
the new Wage Stabilization Board, or reconstituting the Board, there 
are really two ways in which the cases can come up there. One is by 
agreement between the parties. 

Senator Bricker. That is the character of the 1,600 that Mr. John- 
ston talked about the other day. 

Mr. Mrtrer. That is right, but most of those came up prior to the 
reconstitution of the Board, I think, Senator; because they were agree- 
ments, but in addition they were merely seeking an interpretation or 
an application of the existing policies of the Wage Stabilization 
Board. 

Now, the other way that they can come up under the new Executive 
order is by certification from the President. 

Senator Bricker. He will delegate that authority. 

Mr. Mosuer. That is right. That delegation of authority has not 
yet been made, as I understand it, but it is certain to be made, and 
there will be some other agency. 

Senator Bricker. That is where your side issues will come in? 

Mr. Mosuer. That is right; exactly. 

You recall that under the old War Labor Board it was done by 
the Mediation and Conciliation Service, but it really amounted to 
nothing more than a way station to the Board. There was no collec- 
tive bargaining, or anything like that; it was simply a procedure for 
getting the case certified to the Board. 

Those cases were certified in those days without even the employer 
knowing the case had been certified, in many cases. 

Senator Bricker. What is the distinction between the functions 
of this Board and the old Board that passed out of existence? Does 
that come largely in the classification of the certification, or the refer- 
ence of cases which are of a character substantially threatening to the 
national defense ? 

Mr. Mosner: The major difference arises from this: That it was 
assumed by the old Board, and I think rightfully so, that they did not 
have powers to settle disputes on other than monetary or economic 
lines—in other words, other than wage cases. 

Senator Bricker. Those had to meet the approval, of course, of the 
director. They were simply a recommending board on wages. 

Mr. Mosuer. Yes. Those cases come to them then for interpreta- 
tion. The Board, at least a majority of that old Board, I understand, 
did not think it was their function to settle individual cases. I think 
they thought they could go as far as to hear an individual case for the 
purpose of determining if their policy should be changed, but it was 
not their intent, as the old Board started to function, to hear an indi- 
vidual case. 

Senator Bricker. To take testimony on disputes to see whether or 
not their wage ceiling had been a proper one. 

Mr. Mosuer. To see whether the general ceiling 

Senator Bricker. Should be modified or not, or amended. 

Mr. Mosuer. Whether it should be changed, or whether there should 
be an additional ceiling created in different areas. 

It might go in either direction. 

Senator Bricker. I think that is all. 

Senator SparkMANn. Senator Schoeppel ? 
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Senator Scnorrren. Mr. Mosher, looking at this thing objectively, 
we are going to have to have some kind of pattern to follow, aren’t we 

Mr. Mosuer. I think so. I think unless we have a pattern, if we 
go by individual cases, I hate to think where we will land. 

Senator Scnorrren. That is the thing, as I listen to this testimony 
here, and as I listen to what has transpired. A situation could de- 
velop where we would be going like the spokes of a wheel, out in vari- 
ous and sundry directions. 

Now, what have you got to suggest or recommend as a pattern to 
follow? 

Mr. Mosuer. My original approach to this subject was if you are 
going to have wage stabilization—I have to put the word in ‘because 
you know my general premise—there is only one way it can be done, 
and that is by area determination. 

In other words, take the historic wage differentials, the historic 
patterns that are pretty well established in areas, and settle those cases 
on that basis. To take an individual case, and if that individual case 
represents inequity, and it is deemed necessary that the wage rates 
be raised in that case, then that decision should affect the area. It 
should be a policy established covering a given area 

To pick out an individual case is only to invite as m: iny cases as you 
have competing employers in the labor market, in the cavieaban labor 
market. That is in the opinion of our people, a good many hundreds 
of them who have studied this thing for years, the best solution that 
we can suggest. 

Senator Scuorrren.. I am glad to have your suggestion on that. 

Now, I have had many inquiries come to me—well, “T don’t want to 
get personal about it, but I happen to be from Wichita, Kans. There 
is the airplane plant situation down there. It is accelerated, of course, 
now being built up, and will be built up more to meet defense needs 
and requirements. 

An order comes out, or a suggestion comes out from the Department 
in Washington saying that becs ause it comes under a certain act, they 
can establish a w age level. 

Mr. Mosuer. Exactly. 

Senator Scuorpren. A wage level, strictly, positively foreign to any 
of the wage relationships that had heretofore existed in the Wichita 
industry. Maybe that is going a little far, but I say this in order to 
make my point, and in relationship to the other industries throughout 
that area. This of course requires all other industries within that 
area that do not enjoy the benefits of lush Government contracts, to 
completely pyramid their wage scales out of all expectation to people 
who have been working there for years and years, whose wages have 
progressively advance ed. 

What prompted my question awhile ago was, how are we going to 
arrive ata pattern to follow? Iam interested in your area suggestion. 

Mr. Mosuer. Take the case you mentioned. That means that either 
the employers competing in that labor market for labor in that market, 
if they can’t afford to go to that wage rate—and here is where we get 
into the general run of ‘small business, and I shall not attempt to define 
small business—I think that is rather difficult. You get the generai 
run of employers who are small employers by any definition you want 
to set up, and they have only two decisions to make at that stand- 
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point; either they have to pay rates that will go up to that spiral— 
I am guessing you may refer to some of the Walsh-Healey stipula- 
tions—they have either got to go up to that rate or go out of business. 
They have no recourse. 

Senator Scuorrret. And from a big department store, clerks are 
going out and into that plane plant down there that don’t know a 
rivet from a button. 

Mr. Mosner. I am sure you are familiar*with the story of the Sa- 
vannah River project. e 

Senator Scnorrret. Now, looking at it again objectively, where are 
we going to stop, what pattern are we going to follow and who is 
responsible for the determination of that pattern, if we are asked to 
pass legislation for the orderly working out of this thing in preventing 
these inflationary spirals? 

That is what is worrying me. I was just trying to find out from 
men like you, who are experts in the field—I certainly am not—how 
we are going to determin how far we should go, and then, how to 
adhere to the final determination during the period of this emergency 
so we don’t have this thing all out of balance, and in my book, 
cockeyed, 

Mr. Mosner. Well, my answer won’t be very satisfactory, because 
it is based on my firm belief that you can’t make it work, anyhow, 
and you are reciting the reasons why it can’t work. The old com- 
petitive laws have to come back into action to make business work. 
When you start to put these arbitrary rules and regulations in, and 
that is what we are discussing, you create for everyone you put in 
hundreds of others and then the spiral goes. 

Senator Scnorrret. But we ought to have at least some know-how. 
and some common sense on the part of those who are building this 
thing that we have to work by, and recognize there are different and 
changed conditions, and try to work with them equitably and fairly. 
If we could work out some yardstick, we ought to do it. 

Mr, Mosuer. If you are going to have wage stabilization and make 
it work, then you have to be able to lay down certain definite rules: 
you have to be able to lay down rules which will not of themselves 
create the necessity for laying down a billion and one other rules. | 
frankly wouldn’t know how to do it. I don’t think it can be done. 

Senator Scnorrren. Well, if men like you don’t, God help some of 
us around here who are trying to write the laws. 

Senator Bricker. At the present time, under the operation of 
this new Wage Stabilization Board which has been created, the old 
10-percent limit is practically meaningless, isn’t it? 

Mr. Mosner. If the decision comes out as is anticipated today on 
the meat case, you have a 15-percent limit, if my arithmetic was cor- 
rect as I tried to go through it a few moments ago. The answer to 
your question is “Yes,” the ceiling is punctured right away. 

Senator Bricker. It has already been pierced by the railroad work- 
ers’ case, and the fringe benefit consideration. 

Mr. Mosuer. Of course, it has already been punctured by the ex- 
clusion from the 10 percent of so-called fringe agreements. 

Senator Bricker. The fringe benefits, and by the nonoperating rail- 
road workers. That case directly pierced the ceiling. 

Mr. Moser. Well, you take the fringe issues today; I don’t know 
what they amount to, but 3 years ago they amounted to somewhere 
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around 10 or 12 percent of the average payroll. When you have 
fringe issues, ineltding escalators, w hich weren't common then, but 
with benefits, vacation, : ‘and all of which we subscribed to as e mployers, 
incidentally, iene was a 12-percent factor. I don’t know today 
whether that is 15 or 18 percent. Those things are all cost, and to 
ignore them in considering wage rates is again naive. 

I know of no better way to express it than that. I just can’t ignore 
those factors. 

Now, if you go back to Mr. Johnston’s own statement that half of 
our people haven't had any raise at all between January 1950 and 
the spring of 1951, the very 10-percent formula itself was inflation- 
ary by a tremendous number of dollars. 

Now insted of 10 percent that they would be entitled to, they are 
entitled to, say, 15 percent, plus fringe benefits before they get to any 
ceiling at all, and this new Board as a result of that becomes simply an 
individual board to hear cases, and if they grant one I don’t see how 
they can deny another. 

Senator Bricker. There is a feeling by some that would go that 
route that it will slow down pay raises. 

Mr. Mosuer. Yes; I suppose it will slow them down, but I wonder 
what it does to production in the process‘ I know, for instance, in 
one of my own businesses, that when M-22 came through, our orders 
received went down to one-third of the orders we had been receiving, 
and that was all because of M—22, our customers wouldn’t buy from us 
until they found out whether we would roll back. I can tell you no 
roll-back will be involved, because labor and material are already 
50 percent above the amount we have raised. That is what happens 
when you get this sort of thing, our business, from an orders-received 
sti indpoint, has gone—well, 1 won’t mention it in the presence of the 
lady stenographer. 

Senator SparKMAN. There is one thing I want to ask another ques- 
tion or two about. 

On page 12 of your statement you say: 
in recent years there has been much discussion as to whether or not any implied 
power resides in the President during the periods of national emergency. 

I am not a lawyer, as you gentlemen know, and am not qualified to discuss this 
legal question. It seems to me as a layman, however, that when Congress has 
specifically and expressly provided the only means whereby a disputes agency 
can be created, such express procedures and limitations must necessarily prohibit 
the exercise of any implied authority which might otherwise exist. 

_ Apparently as I pointed out a few moments ago, the office of the Attorney 
General agrees with this view. 

Now, first I want to ask you about the last sentence, as to the office 
of the Attorney General. Do you refer there to any formal opinion ? 

Senator Bricker. That was the point I asked about a while ago. 
He said there was a press release. 

Mr. Mosuer. I said it has been reported in the press that representa- 
tives of the Attorney General had prepared an opinion for the Eco- 
nomic Stabilization Administrator to the effect that nothing could be 
created until agreement was reached at a conference of the kind au- 
thorized in title V of the Production Act. 

Senator Bricker asked me to supply the press release, and I will be 
glad to do so. 
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Senator SparkMaNn. Now, the second thing I want to ask you is 
this: Since reading that statement I have checked title V, and I fail 
to see language that would justify this statement. 

The only means whereby disputes agencies can be created are lan- 
guage that would place explicit limitations upon the President. This 
is avery short title; I wonder if you could point out in the title just 
where that language is? 

Mr. Moser. | have in front of me title V. It says that it is the 
intent of Congress that there shall be ni&intained effective procedures 
for the settlement of labor disputes affecting national defense. 

Senator SparkMAN. Let me read all of that: 

It is the intent of Congress in order to provide for effective price and wage 
Stabilization pursuant to title IV of this act and to maintain uninterrupted pro- 
duction that there be effective procedures for the settlement of labor disputes. 

I did want to show that there is a definite tie-in with title IV of 
this act. 

Mr. Mosner. Yes; but then the thing proceeds to set out a series 
of specific steps, procedural steps. 

Senator SparKMAN. Yes; I realize that. 

Mr. Mosuer. Isn’t it reasonable—I shouldn’t be asking questions, 
but I will have to phrase it that way—isn’t it reasonable for me as a 
layman to assume that when Congress proceeds to specify certain def- 
inite steps which must be taken to create a disputes agency, I can’t 
draw any other conclusions, and that is what was meant. 

Senator SpaRKMAN. I can see that that conclusion might be drawn 
now if there is not any other legislation where this would provide an 
outlet. 

In other words, in order for it to exclude any other power that exists, 
I think it would have to be pretty specific denial of that other power. 
There is such a thing as power going to the President under differ- 
ent statutes. 

For instance, the very last sentence in this act, we recognized cer- 
tain powers going to president under the so-called Taft-Hartley Act, 
and provided specifically—I remember when it came up, Senator 
Bricker asked that it be put in. We all agreed that it wasn’t neces- 
sary, because nothing was done here that expressly repealed any pro- 
vision of the Taft- Hartley Act, but nevertheless we wrote it in be- 

cause we felt that we would show oy that that was intended. 

Mr. Mosuer. I think, Senator Sparkman, in part you answered 
your own question, because Mr. "Teplow was just pointing at the last 
paragr aph you just read. That is one of our positions. 

Senator Sparkman. I think Senator Bricker will agree with me it 
was the feeling of the committee generally it was not. necessary, but 
because he pr eferred it in, we wrote it in. 

Senator Bricker. It was the intention that nothing be done here 
to violate any of the terms and duplicate any of the powers given to 
the fair labor standards, under the Fair Labor Standards Acct. 

Mr. Mosner. On page 8 of this document headed, “Settlement of 
labor disputes,” there is a paragraph, a section starting, “Special con- 
ditions regulating establishment of disputes agency,” and we quote 
from the C ongressional Record : 

Congressional intent was clarified in the discussion on the Senate floor be- 


tween Senator Donnell and the members of the conference committee in behalf 
of the Senate. Senator Donnell asked, “Am I correct in understanding that in 
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order that the President may be authorized to take the action mentioned in the 
second sentence of section 502 there must have been agreement by each and all 
of the three segments indicated, namely, management, labor, and such per- 
sons as the President may designate to represent the Government and the pub- 
lic?’ In replying to that query, the chairman of the committee said, “‘I believe 
that interpretation is the correct interpretation.” Senator Donnell further clari- 
fied the issue by stating that “in order that the President may have the power to 
take the action mentioned in the second sentence of section 502 there must be 
an agreement by a majority” of each of the groups. The reply was that the 


Senator “is absolutely correct.” Senator Donnell continued, ‘‘and unless there 


is such an agreement by each and all these several segments, the President 
would not have the power conferred upon him by that section.’ Senator Donnell 
was assured that that interpretation “is absolutely accurate.” 

I will not read the rest of it. 

Senator SparkMan. Yes; I recall the circumstances under which 
some of these provisions were put in. The point I was making was 
this—and I think it is a good legal proposition—that, in order to re- 
peal or overrule any power that may exist in another statute, the lan- 
guage must be so clear that the intent actually to do away with the 
other power must be shown. I just raise the question ; I do not say 
the power exists elsewhere; I am not pointing my finger to any other 
statute and saying it is here; but I do want to point out if there is the 
power somewhere else I fail to find anything in title V that would 
repeal any such power. 

Mr. Mosner. Well, again, I am not a lawyer either. I am told— 
I will put it that way—there is no power. 

Senator SPARKMAN. Do not put me in that category. 

Mr. Mosner. I thought you said you were not. 

Senator SparKMAN. I have not practiced in a long time. 

Mr. Mosner. You were fairly busy elsewhere, Senator. 

Senator Bricker. During this time I was not in Congress, but I 
was busy out in Ohio on the program of war production, and I think 
our record was pretty good. 

Was the old War Labor Board created by specific statute ? 

Mr. Mosuer. My best recollection—and I will ask my counsel to 
correct me if Iam wrong—is that it was created by an Executive order. 

Senator Bricker. Under the War Powers Act. What was the au- 
thority under which he created it ? 

Mr. Mosner. I think at the time it was first created there was no 
authority, and later was carried into legislation, but I think there 
was no authority at the beginning, and I think that authority was 
questioned. Is that right, Mr. Miller? 

Senator Sparkman. I believe it was under one of the war powers 
acts originally. 

Mr. Minter. That is right; he quoted almost the same powers as in 
this present instance—his general authority as Comm: aie in Chief 
and under the general statute. There is one difference, however, that 
I think is important in this connection, and that is in this particular 
instance the Congress has acted. They have pointed the way in 
which a disputes agency should be set up. 

During the old War Labor Board, or prior to the establishment 
of the old War Labor Board, there was no such direction from the 
Congress, which makes a distinction from the point you mentioned a 
moment ago, Senator. 

Senator Bricker. Is there authority here in this Wage Stabilization 
Board and in the Labor Board under the Taft-Hartley bill—is there a 
duplication of authority or conflict of authority here? 
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Mr. Mosuer. Oh, a very definite conflict between the intent of the 
two set-ups. The Taft-Hartley Act calls for ad hoc panels, with no 
power of recommendation. 

Senator Bricker. Just a fact-finding body and issue-determining 
board ? 

Mr. Mosuer. Yes, sir. 

Senator Bricker. And then that comes to the board, and this is 
really a board with more authority to make recommendations and 
hear specific cases, as those fact- finding panels were ? 

Mr. Mosuer. Yes, sir. 

Senator Bricker. Is there any other conflict in duties or powers ? 

Mr. Mosuer. I will have to ask my assistant; I do not know. 

Mr. Miuuer. I think Mr. Mosher mentioned the conflict as far as 
the national emergency provisions are concerned. There are other 
aspects of the disputes agency authority I think that the new Wage 
Stabilization Board will have, where they could run into very serious 
conflict with the Labor-Management. Relations Act. There is no 
limitation, really, on what they could order in a particular case in 
order to settle a dispute. For example, you could come in with union- 
security problems, in which the Taft-Hartley Act spells out certain 
procedures that are to be followed, and presumably, even though an 
election had been carried out under the t, ‘aft-Hartley Act, employers 
are not compelled to give that union shop under the Taft-Hartley Act. 

There would be no reason why the board, for example, the Wage 
Stabilization Board, could not go ahead and order that union shop 
into a contract if they wanted to settle the dispute that way. The 
same might be true with almost any other noneconomic dispute; that 
is, where there are no monetary issues involved and where they would 
normally be settled through collective bargaining, this board could go 
ahead and order those into the contract, and normally those would be 
thrashed out through collective bargaining, which probably would 
not be the case under the W age Stabilization Board set- -up. 

Senator Bricker. There would be no effective w ay that your legal 

rights could be prevailed on? 

Mr. Miter. I do not believe so in a good many cases, Senator. It 
is hard to visualize all the circumstances that might come up, but 
normally the opinions or decisions of boards of this nature are simply 
advisory in character, anyhow, but they have quite a bit of weight. 
The power of the Government goes with them, almost. 

Senator Bricker. With all the other powers that go along with the 
Production Act, it almost compulsory ¢ 

Mr. Mitxer. That is correct; it is practically compulsory. 

Mr. Mosier. What we face with a superboard of that type is, I will 

say point-blank, almost the complete failure, if not the complete 
failure, of local collective bargaining. Why fuss with it wheyt you 
have got a big board down in W: ashington that you can run to? And 
I do not say that labor is to blame alone in that respect. Management 
will do the same thing if they think they can get less in one case, or 
more in another, whichever angle you are looking at this from; down 
to Washington they come. We do not have any collective bargaining 
on which our whole situation depends as we look into the future, and 
are not talking about a short period; we are talking, I am afraid, 
about a long, long time. Mediation and conciliation service, which 
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has done a good and important job, will in many cases be actually 
bypassed. We will go to the big board and find out what we can get. 

Senator Bricker. In a situation of that kind it would seem as 
though you are almost making inflation inevitable rather than at- 
tempting to prevent it. 

Mr. Mosuer. I think that is exactly the trouble, as I have tried to 
point out. 

To take one case, I may have a plant next to a textile plant which is 
the controller of the market in that area. Whatever they set in that 
area, next door to them, do I not have to pay a rate that is comparable ? 
Certainly I have, so I will be here with a case the minute the textile 
case goes through. 

Senator Bricker. Then there is no way they can in good justice 
stop your increase ¢ 

Mr. Mosuer. No. 

Senator SparkMANn. Mr. Mosher, I certainly believe that we ought 

to have a board that will stabilize wages. However, going back to 
this point of yours that this makes it inflationar y and does away with 
collective bargaining, it seems to me—and I am taking these 1,600 
cases as an example—that whatever brake this board may apply on 
these cases is going to be that much of a brake that would not other- 
wise have been applied, because had it not been for the existence of 
this board these cases would have been settled at the local level and 
these higher wages would have been granted. 

Mr. Mosner. The intent of that board—I am perhaps going into 
a field and guessing at what was intended, but I believe the intent of 
the board as they started to function was to establish a set of rules 
and regulations and not to go by individual cases. It is true that 
1,600 sounds like a lot of ¢: ses, but after all we have something like 
1,000,000 businesses in this country and more than 300,000 manufac- 
turers of all sorts, shapes, and sizes. The 1,600 is a relatively small 
proportion of the total amount of labor involved, and you want to 
bear in mind that these cases are in there, I think about half, by agree- 
ment between union and employers, and about half by employers 
alone. 

We have other phases of this situation. We have 75 percent of the 
employables in this country in the labor force not in unions, and you 
must also bear in mind we have M-22 which says we cannot raise 
white-collar workers. That is not what it says in exact language, but 
that is the net result of it. In other words, you cannot raise a white- 
collar worker; and I am one myself, too, though I do not draw a salary. 

Senator SparKMAN. Senator Bricker and our staff director and all 
others will sympathize with you in that statement. 

Mr. MosHer. May Mr. Teplow make a remark on the 1,600 cases? 

Senator SpaRKMAN. Will he be sympathetic too? 

Mr. Mosuer. I think so. We are all sympathetic, with no intent 
to be other than that. 

Mr. Trptow. In connection with these 1,600 cases, while it looks 
like those are a lot of cases in which apparent agreement has been 
made to puncture wage stabilization and salary st: vbiljzation ceilings, 
I think we must all recognize that every time a control is imposed of 
any kind you have inevitably a certain number of inequities that are 
created; and a great many of these 1,600 cases, particularly those in 
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which voluntary application has been made by an individual com- 
pany, are cases in which the management of the company realizes that 
has been a real inequity and are attempting to correct that; and it 
may include a small number of the employees in that company; it 
may apply to one man. 

I believe Mr. Johnston testified that a great number of those cases 
involved but one individual, so I do not think one should draw the 
conclusion ‘that because 1,600 cases have been filed that labor and 
management are in collusion to pucture.wage ceilings. 

I would like to make one other point in connection with these 
1,600 cases. Had it not been for wage stabilization, it is not at all 
inevitable, one cannot conclude that these 1,600 increases would have 
been made. In other words, the very existence of a national wage- 
stabilization formula means that a great many companies will sa 
“Why worry about it? Let the Government stand the gaff. Why 
should I be unpopular with my union ? J will agre with that. I know 
Washington will not permit it anyway.” 

That is one way in which wage stabilization and that kind of con- 
trol inevitably destroys genuine collective bargaining. You cannot 
do it; you lean on the Government to do it for you. 

Senator Bricker. I think the chairman will agree with me that 
the reason the word “stabilization” was adopted in the beginning in 
conference, as I think it happened, was to take care of the cases such 
as you cite there in regard to those inequities within an industry or 
within an area. There was no thought of the ceiling being pierced 
after it was once fixed. It was only to stabilize and bring those that 
were below what was a reasonable income up to the maximum that had 

sally been fixed. There was no discusion as I remember, at any time, 
in the committee or in conference, Senator Sparkman, on anything 
else. I may be wrong in that, but that is all that I remember. 

Senator Sparkman. I certainly agree with you so far as the sta- 
bilization point is concerned. We did have considerable discussion 
on the question of wage disputes, and bringing the two together is 
what caused more trouble than anything else. 

Senator Bricker. To go back to the question of a moment ago 
about the old War Labor Board, I am reading from a book by Foster 
Rhea Dallas on labor in America in regard to the old War Labor 
Board: 


The genesis of the War Labor Board was a conference of labor and business 
leaders, summoned by President Roosevelt almost immediately after Pearl 
Harbor to avert the antiunion legislation pending in Congress and establish a 
basis for wartime cooperation that would minimize possible strikes. It met 
in Washington on December 17, 1941, and after prolonged discussions agreement 
was reached on a three-point program: No strikes or lock-outs for the duration 
of the war, peaceful settlement of industrial disputes, and the creation of a labor 
board to handle all controversies that otherwise failed of solution. It had not 
proved possible in the course of this meeting to arrive at an understanding 
mutually acceptable to labor and management on the basic issue of union security, 
that had wrecked the National Defense Mediation Board. Roosevelt forcefully 
cut the Gordian knot by insisting it be left to future settlement by the new War 
Labor Board. 


Ts that substantially the fact? 

Mr. Mosner. No; I do not think so, Senator. I am glad you 
brought it up. TI am going back into my memory, which is not too 
good that far back. 
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That conference was called, and labor and management failed to 
agree on the union-security issue. The meeting broke up. I have the 
verbatim copy of this thing because I was one of the cochairmen of 
the labor-management conference in 1945, and I looked it up at that 
time, so I am going back that far. 

Labor and management did not agree, and I am sorry to have to 
make this statement publicly, but the President announced very 
shortly thereafter, within a matter of hours or minutes, that they had 
agreed, and he promulgated that order when management to this 
day—it is a very sorry point with individuals. 

Senator Bricker. To continue: 

The Board was then created by Executive order in January 1942— 
it says— 

It was tripartite in form, composed of 12 members—4 representing management, 
4 labor, and 4 the public under the chairmanship of William H. Davis— 
and then goes on to explain the Board. 

Mr. Mosuer. The one point, union security was the one that man- 
agement would not agree with labor on. 

Senator Bricker. It says here that they did not agree on that issue. 

Mr. Mosuer. If I may, Senator Sparkman, I would like to add a 
general comment as to these number of cases. 

I think to be realistic now—the word was used often this morning 
and I again repeat it—what happens in thiese cases is that where the 
employer makes a certain offer, just let us suppose it is a perfectly fair 
offer and reasonably acceptable, the union leader does not dare accept 
that offer because it is not as much as he had hoped to get, he is not 
certain that his own people will like it, at least he cannot live up to 
what he has promised them. What does he do? He lets it come to 
Washington, and there is your end to collective bargaining. 

Take it from the employer’s side. The employer figures if the case 
comes to Washington the employees are going to get a certain amount 
anyhow. He cannot afford to offer them any part of that amount 
because they will add that on to what they might otherwise expect to 
get in Washington, and that ends collective bargaining. That is our 
worry. ‘That is realistic cases, and that is why you get this pile-up 
of cases, or Why you will get it, and I do not think you have even seen 
the starting point on it. This is just a fly on the wall. 

Senator SparKMAN. I will not say that I have not intended to stress 
the number because of the bigness of it, but on the ground that they 
did constitute a sample of what is now taking place, and what we may 
expect to continue to take place. 

Now, I want to make just this point. I have received a great 
many letters, communications, protesting against the setting up of this 
Board on the ground that it did contravene the Taft-Hartley Act, 
so I appreciate the discussion that we have had this afternoon with 
reference to that. I do want to point this out: First of all, this is 
purely a voluntary board, neither party can be made to come to it. Is 
that not right ? 

Mr. Trrtow. Yes, they can. 

Senator Sparkman. There is no power of subpena, and it is mv 
understanding that neither party can be compelled. 
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Mr. Tertow. With respect to that, please note that there is one class 
of cases which may be referred to the Board—certified to the Board 
by the President of the United States. Now, whether or not the 
Board has power to subpena is rather a technic: al point, but when the 
President certifies a case to the Board, it necessarily assumes authority 
under this Executive order to handle that case, and to hand down its 
recommendations to the parties and to the President. Now, of course, 
the parties can prejudice their case by failing to appear. 

Senator SparkMAN. That case that.the President can certify are 
those cases that he thinks may have a direct adverse and substantial 
effect on the national defense program. Is that not true? 

Mr. Tertow. You are right, but during the time—— 

Senator SparkMAN. You raise the point-it may be they can be com- 
pelled to submit to those cases, is that right ? 

Mr. Treprtow. Their case is submitted, whether they attend or not. 
I do not know about the technical point as to whether or not they can 
be forced to appear before that Board, but we do know that the Presi- 
dent has authorized the Board to make recommendations to him with 
reference to that case, whether the parties appear before the Board 
or not. 

Senator Sparkman. Of course, those recommendations would be 
whether or not wages would be increased. 

Mr. Trptow. It is not limited to wages at all. It may relate to 
anything in which—concerning which a dispute exists between 
labor and management. 

Senator SparkMaAn. I thought Mr. Mosher said awhile ago it was 
limited to wage disputes. 

Mr. Trertow. Not so far as this executive order giving the new 
Wage Stabilization Board power to act in disputacases 

Mr. Mosuer. In our or iginal discussions with Mr. Wilson that was 
one of the strong points we » made, if the Wage Stabilization Board wa 
given the opportunity to handle only monetary economic cases, or 
monetary cases, other than nonmandatory, there might not be so much 
objection to it. We strongly objected to .throwing in these other 
issues which we are afraid will get mishandled in the process. 

In the brief, on page 2, Mr. Miller points out to me that we state, 
and I am quoting: 


The United Labor Policy Committee accepts the reconstitution of the Wage 


Stabilization Board with 18 members and with new powers to handle all 
disputes which substantially affect defense production. 

It is true the only limit is defense production. 

Senator SpaRKMAN. Now, just one question regarding the Taft- 
Hartley Act, and let me see if I am correct in my understanding on 
that. 

The President is not—well, he has complete discretion in invoking 
the Taft-Hartley Act. 

Mr. Mosner. Presumably he follows those words, “National health 
and safety” which I think are broad enough to cover almost any- 
thing. 

Senator SparkMAN. It is within his discretion, is it not? 

Mr. Mosier. Yes, sir. 

Senator SparkmMan. And the action there is voluntary also? 

Mr. Mosuer. Voluntary on his part; yes, sir. 
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Senator Sparkman. If it is purely voluntary on the President’s 
part to invoke the Taft-Hartley Act, assuming that he prefers the 
other method of setting up the Wage Stabilization Board, and he 
does that, is that in any way circumventing the Taft-Hartley Act 
which he did not have to invoke in the beginning? 

Mr. Mosuenr. I think your title V specifically sets forth a method 
that shall be followed, and it also states, if I remember the words 
correctly, it is in the last paragraph of that act, that no action incon- 
sistent with the provisions of the Fair Labor Standards Act of 1938, 
as amended, other Federal labor standard statutes, the Labor-Man- 
agement Relations Act of 1947, or with other applicable laws shall 
be taken under this title. 

What I am trying to say, Senator Sparkman, is that my answer 
to your question is that the Taft-Hartley Act is the will of Congress 
and the will of the people, and that we should follow that. 

Senator SparKMAN. We intended that nothing in this act should 
contravene that. We wrote that in with our eyes open. 

Mr. Mosuer. He is providing another method of handling a sit- 
uation. 

Senator SparkMANn. But his invoking action under the Taft-Hartley 
Act would be voluntary in any event? 

Mr. Mosuer. Yes, sir. 

Senator Sparkman. Then if he has the choice of two ways of 
dang. it, can you say that subpenaing one is contravention of the 
other ? 

Mr. Mosuer. I do not think he had that choice. I think you had 
the Labor-Management Relations Act that spelled forth the pro- 
cedures that he should use, and then title V specifies in a rather un- 
usually detailed fashion just what shall be done to create the disputes 
board, and I cannot draw any other conclusion than that he deliber- 
ately contravened that intent of Congress. 

Senator SparKMAN. Let us talk about the Taft-Hartley Act in 
this respect, too. Is it not true that it relates to cases that have a 
bearing on the national interest? In other words, are they not cases 
of broader scope, for instance, than your case in which you mentioned 
just one man was interested ? 

Mr. Mosuer. Oh, yes, of course. 

Senator SparKMAN. In other words, you could not invoke the Taft- 
Hartley Act for the one-man case? 

Mr. Mosuer. I could not imagine any one man that is indispensable. 

Senator Sparkman. Is it not true that there may be literally hun- 
dreds of thousands of little cases like that that will have to be 
handled by some agency that the Taft-Hartley Act could not—for 
which the Taft-Hartley Act could not be well—used ? 

Mr. Mosuer. Well, those cases do not arise in the regular operation 
of business. Surely you get them once in a while, they are few and 
far between, but they just do not happen under ordinary conditions. 
We can fill up all the imaginary situations we want to. 

Senator Bricker. As long as it involves only wages, you have no 
— under this bill? 

Mr. Mosurr. No. 

Senator Bricker. Just one further question that concerns me very 
much at the present time. We are trying to hold the line on prices. 
83762—51—pt. 218 
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Wages are certainly a definite part of prices, of the cost of the final 
product. 

Now, we have a roll-back on beef, and an attempt to fix a price of 
beef at the slaughterhouses, through quotas and through prices. 

Say, for instance, that they are granted to the slaughterhouses and 

ackers an increase in wages; how then can Mr. DiSalle hold the price 

evel he might fix in the face of a wage increase? They are permitted 
to consider that or have to consider that.in the fixing of prices, do 
they not? ine 

Mr. Mosuer. If he is going to be fair with the employer, certainly 
he has got to recognize that any labor cost has got to go into the 
price of the product, particularly in that industry where we are sell- 
ing on a 0.7 percent margin. 

Senator Bricker. And it is the inflationary effect of this that you 
cannot avoid if you keep on piercing this so-called ceiling, say raise 
it to 15 percent, with all the fringe benefits and the percentage of 
cost that that amounts to, and with the acceleration and esclator 
clauses, and the increased wages under those, I do not see how you 
could possibly hope ultimately to hold prices even at their present 
levels. 

Mr. Mosuer. Certainly about all I can say is to agree with you a 
hundred percent. If you are going to raise costs, wages or otherwise, 
then prices are going to go up, no matter what anybody thinks, or 
we are going to go out of business and there will not be any produc- 
tion. 

Senator Bricker. You just cannot continue to require the stock- 
holder to take the loss that is going to come, or take it out of his 
physical assets, and this is what will inevitably happen. 

Mr. Mosuer. The cruel part of the situation is that first of all we 
need production. We need a lot of other things along with it, but 
we have got to have production, we have to have that quantity of 
goods to meet that flow of dollars. That is our first objective, and 
anything we do that prevents production—I quoted in the case of 
one of my own little companies where the orders have gone from 
$75,000 a week down to $25,000 a week since M-22 was announced. 
Our customers are waiting to see if we are going to roll back. I do 
not know how long it is going to take us in our case to fill out that 
information, but we have not help enough in the office to do it, I know 
that. 

Senator Bricker. Even though profits have been reasonably 
eood 

Mr. Mosuer. Profits have been very good. 

Senator Bricker. And high in many instances, there is a question 
of how far you can squeeze that. 

Mr. Mosuer. Profits are very good, even though we pay the Gov- 
ernment 60 percent of what we earn in taxes. 

Mr. Teplow points out that on page 13 of the brief, this one para- 
graph I think partially answers the question you raise: 

It has been testified that the Wage Stabilization Board is supposed to operate 
in a different type of dispute than that contemplated in the national emergency 
provisions of LMRA. The Wage Stabilization Board, however, is supposed to 
act only in cases affecting defense mobilization, whereas the national emergency 
provisions of LMRA are supposed to be invoked in strikes affecting the national 


health or safety. In these critical times, defense mobilization and production 
are synonymous with national safety. It is our position that, unless a defense 
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strike is of such proportions that it does not affect the national safety, there 
is no need to invoke any special emergency disputes agency. If it does endanger 


F y: national health or safety, the national emergency provisions of LMRA should be 
e utilized. 

| - Senator SparKMAN. Thank you. 

. Now, while you have got: your brief there, referring back to page 1, 

| > just a few minutes ago you referred to your discussion with Mr. 

. [Es Wilson some time ago about the setting up of this Wage Stabilization 
is Board. ’ 

‘ 4 Mr. Mosuer. Mr. Johnston particularly. We had discussed the 

2 ’ matter very briefly with Mr. Wilson, but the discussions have been 


almost entirely with Mr. Johnston. ; . 
Senator SPARKMAN. Now let us review the setting up of this Board. 





1 Mr. Wilson first proposed a board, did he not, or how was it set up 
° © originally? : ee 

f 4 Mr. Tertow. That was the Wage Stabilization Board. 

r Senator SparKMAN. Mr. Wilson set that up or—— 

. Mr. Mosuer. That was set up under the Presidential order creating 
t > the Board, creating one single price stabilizer, under Mr. Johnston. 


Senator SpaRKMAN. It folded up, and then along came what was 
called the Johnston compromise, was it not ? 
Mr. Mosuer. The history is something like this—I do not know 
> > how I want to answer that last one—that under that order there was 
*' set up under Mr. Wilson, Mr. Johnston with the title of Economic 
Stabilization Administrator, and under him as to prices he had a 
single price administrator, who is Mr. DiSalle, and also under him a 
Wage Stabilization Board of nine members, three from industry, 





" three from labor, and three from the public. That Board functioned 
> until it passed, or shortly after it passed the 10 percent ceiling limita- 
it tion at which time labor withdrew from that and presumably from all 
f ) others at the same time. That was the labor walk-out. : 
d i Following that walk-out, Mr. Johnston held a whole series of con- 
f = ferences with a great number of people. 
se Senator SparkMAN. It seems to me I have seen somewhere he stated 
‘> he held a hundred conferences, or thereabouts. 
. Mr. Tertow. Seventy-three, he said 
lo Mr. Tertow. Seventy-three, he said. - 
- : Senator SpaRKMAN. Seventy-three different conferences? 
x Mr. Mosuer. I do not know how many I sat in on, it may have been 
10, or 20, by a great many. 
ly [ cannot let your remark go about a compromise; it was not a com- 
promise. It was a rehash of the original proposal, which was un- 
satisfactory to industry. There never was any compromise proposal 
made by Mr. Johnston. 
On . ; ‘ : 
Senator SparKMAN. I remember the night he made the announce- 
ment, and it seems to me that is what people were calling it. 
Mr. Mosuer. He tried to convince them that it was a compromise. 
There was not one single solitary word in it except the basic original 
a proposal, and I make that point-blank. 

Senator SparKMAN. Now, you bring out in your paper that it was 
ate » against the unanimous decision—over the unanimous objections of 
ny - industry that this new Wage Stabilization Board was created. 
— Now, you are talking about the members on the Advisory Board 


ion 


pal representing industry. Is that not right? 
4 
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Mr. Tertow. That is the only four it came to. You will remember 
that Board was created as a Defense Mobilization Board. 

Senator Sparkman. Now, who set up that board? 

Mr. Trertow. The President did. 

Senator Sparkman. Under Mr. Johnston? 

Mr. Tertow. No, sir; as adviser to the President, wholly removed 
from any part of Mr. Wilson’s organization, Mr. Johnston’s, or any- 
body else. _* 

Senator SparkMAN. I was thinking-again of the Wage Stabilization 
Board under Mr. Johnston. 

Mr. Tertow. The President did make Mr. Wilson Chairman of that 
Board. 

Senator Sparkman. Mr. Charles E. Wilson, Defense Mobilizer, was 
made Chairman of the Board? 

Mr. Trertow. Yes. 

Senator SpakKMAN. Now, who constituted the Board? 

Mr. Tertow. There were four—in constituting that Board is where 
he used those words that the men should be drawn with a background, 
and so on, four with publice—— 

Senator SparKMAN. Four with public background? 

Mr. Trrtow. With public background. Four from agriculture, 
four from labor, and four from business. That makes the 16, Mr. 
Wilson being the seventeenth. 

Senator Sparkman. Mr. Wilson, of course, did not vote, he simply 
presided ? 

Mr. Tertow. That is right. 

Senator Sparkman. Therefore the vote was 12 to 4? 

Mr. Trertow. Yes. 

Senator SparkMAN. In other words, the four representing the farm- 
ers, the four representing labor, and the four representing the public 
voted in favor of the Board? 

Mr. Trrtow. Yes. 

Senator Sparkman. The four representing industry all voted 
against it? 

Mr. Terrow. Yes. 

Senator SparkMan. Now, I want to ask you this, Mr. Mosher: 

There was carried in the papers, as I recall, several days before— 
it was rumored around some kind of agreement had been worked 
out, and that was going to be unanimously agreed to, and there 
seemed to be on the part of some people considerable surprise when 
industry made its announcement that it would not be able to go along 
with the recommendation. Did industry reverse itself in the course 
of these conferences ? 

Mr. Mosuer. No, sir; there was a feeling at one time, on one day, to 
be exact, and I think the feeling may have lasted at least a couple of 
hours, at which time some of the management representatives didn’t 
realize what that language meant. I wouldn’t want anybody to con- 
strue, even to the least degree, any criticism in my statement, but I 
will stop for a minute and say confession is good for the soul; I 
almost signed Eric Johnston’s ee peace charter, if you remember 
that one. That was chaos. It sounded good to me when I read it, 
but when I studied it, boy! that was something else. 

Senator SparkMAN. When was that, Mr. Mosher? 

Mr. Mosuer. Oh, that was in the spring of 1945. 
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F Senator Sparkman. When Mr. Johnston was president of the 
Chamber of Commerce? 
Mr. Mosuer. Yes. 
‘ Senator Sparkman. And you were out of step with him then? 
3 Mr. Mosuer. I was out of step with everybody in the country, 
a ™ according to the newspaper editorials; [ came back in step not long 
: after. 


These proposals, as they can be couched, without detailed study— 
and it takes legal counsel at that stage of the game, as well as people 
skilled in labor-management—the use of language in labor-manage- 
ment agreements can be very misleading. 

Senator Sparkman. Who was is said that language was invented for 
the purpose of concealing one’s thoughts? 

Mr. Mosuer. I will use the old adage that figures don’t lie, but liars 
figure. I am an accountant, so I will take that advantage. 

(The following article was submitted for the record :) 


{New York Times, March 20, 1951] 


WAGE Boarp PLAN RUSHED TO TRUMAN 


e ‘ JOHNSTON FLYING TO KEY WEST WITH PROPOSAL TO GIVE POWER OVER ROWS TO 
’ j NEW PANEL 
rr Bt ; . 
f (By Louis Stark, special to the New York Times) 
ly & WASHINGTON, March 19.—Eric Johnston, Economic Stabilization Administra- 
E tor, left here by airplane today for Key West, Fla., where he will present to 


& President Truman the draft of a proposed Executive order transforming the 
Wage Stabilization Board into one with the added power to handle labor disputes. 
The Board at present can recommend only wage stabilization policy to Mr. 


ee ad 


Johnston. 
m- j One important hurdle that will have to be cleared is the wording of title V 
lic i of the Defense Production Act. That provision authorizes the President to call 
Ps voluntary conferences of labor, management, and those persons whom he may 
ca designate to represent the Government and the public. 
A This section also authorizes the President to “take such action as may be 
fed ri agreed upon in any such conference.” 
ba It is the last point that has raised questions. It is asked whether this means 
P that there must be a joint conference of labor, management, and public repre- 
; sentatives before machinery to handle disputes can be set up. 
er: 2 Peyton Ford, Assistant to the Attorney General, has made an informal opinion 
pa = to this effect: the legislative history of the Defense Production Act indicates 
ced a that it was the intent of Congress to follow the pattern that preceded establish- 


ere : ment of the War Labor Board in World War II. 


Po On the previous occasion (in 1941) President Roosevelt summoned a confer- 
en i. ence of labor, industry, and public members who agreed to the principle of estab- 
ng ra lishing a board to handle disputes. 
rse iM Mr, Johnston, taking an opposite view to Mr. Ford’s, believes that the con- 

3 ferences he has been holding separately with spokesmen for labor, management, 

to "7 and the public are sufficient for the purposes of the law. This would mean that 
9 


p the authority over disputes that he proposes might be added on to the policy- 
of ) making power of the board without the need for a labor-management-public 
in’t ') conference. 
on- Yi The present Wage Stabilization Board, made up of nine members representing 
7 labor, industry, and the public has been limping along for a month because the 
three labor members resigned in protest over a wage order agreed to by the in- 
dustry and public members limiting general increases to 10 pereent over the 
level of January 1950. 

The United Labor Policy Committee concurs with Mr. Johnston’s views on the 
meaning of title V of the Defense Production Act. 

Mr. Johnston's plan is to reconstitute the Board as an 18-member panel 
that would hear and decide disputes submitted to it by the parties and those 
certified to it by the President as affecting the defense program. 
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The United Labor Policy Committee completed plans today for a joint meeting 
on Wednesday of about 700 labor spokesmen from all parts of the country to 
focus attention on labor’s relation to the defense mobilization program. 

Nine AFL trade and service unions conferred here today and declared that 
Wage Stabilization Board regulations had frozen 15,000,000 trade and service 
employees’ wages at substandard levels. 

The unions denounced the Wage Board's 10-percent cost-of-living adjustment 
formula as “pitifully inadequate” to cover service employes, millions of whom, 
they said, had no protection other than State minimum wage orders providing 
as little as 40 or 50 cents an hour. 


Senator Sparkman. I don’t care to ask any more questions. 

Senator Bricker? 

Senator Bricker. I think I have finished, thank you. 

Senator Sparkman, By the way, I have a couple of things that I 
want placed in the record, which really are in connection ‘with the 
discussion of this morning when Mr. Ruffin was here. 

I have here a statement relating to gross national production, given 
in constant prices from 1939 covering the years 1940 through 1945, 
that I want inserted in the record. 

(The material referred to follows:) 


Gross national production, 1940-45 


Billions of dollars 
190s ic bhi ide eee al kid 2). 101. 4 
TOD vocieiadeay timremezarinarninenTelcinneticliniintsiin alesllaeaiioes ereemesecasidaeelmeasnarnen dailies ia 126. 4 
NR ae tscectieiirsecier sense cee aetaroa rereaen es ta anmeh acer ac einer Re pcatelanes areieweniieie aes 161. 6 
Fea tacrererealh eaienaneetnsiapn-antnpspnecpheiicosnencossanaiicaicsv Gordaltbre ax dk edaliapitiasasenr ease Laas tar teapmippeeegs nica attintea eda 194. 3 
St ae cece ape eon acid ae a lope ich cen cab eens op nash nate ces-enecepeeeens ies 213.7 
NPI ices rca eter echnical alee eto iene pees ern 215. 2 
In constant prices—prices of 1939 
iia aii ertaaiciemate ce nints Ninel cian th narennimpiibeceiuieaiiteltenin aati ersettiaec cath nian eae ein 100. 0 
cinta ciatiante et eich tt cn ea eae catahaiainiionionia even dvetopcormepentrerrecaet 115.5 
Ss secnaeins tei niimeciatevepieanteaiepinadiclaSapba insects dee aaiir <epesebene-odant sina: bier iaery erate 129. 7 
Bache nosed res screened aia ae nla ean meeaeeencenararpeibeiammenennmmensuiiieserats 145. 7 
iit Relies cali licen cicnilaenlenll ie oicaiaaaein bea Daarees a ceeemanetniniinornreninghapeiinenemamn 156. 9 
ne atari tesnatneciasbni abelian ella asi aelndais bene reaennebrnh et arinae metal epnecninepeerederets 153. 4 


(Source: Department of Commerce. ) 


Federal Reserve Board indeg of industrial production 











| 
i | 
j | Nondurable 
Year | Total | ueamentnatures 
} | =e 
NR oid Reps ipa} Lentini Lie atib GSS «omc duland phi bbb | 125 12f 
Bi ichetiheency Minainenithcllaria banat Otenebogneesll Soe grains ticiedaiaialitaleeiam aida didi othe Makin ceed i 162 168 
endo 6s One org A, os isd x ibeatiehteaigla eek sete es eece ed aehena 199 212 
Didi occ Nec inday acpi aioe éooupasig peeadinaeed ins ket eaiessataieea 239 258 
Bin bid Senin 5b-5 2 565 ue bid ope abeeehoc ab eegpeenies vest cew chip banetit } 235 252 
lhnieaman-Cunintonnts wrrarerenstnesne tinea saieeerd veeparaeet 203 | 214 
1 


‘ aoe ePee manufactures shown separately to emphasize goods not stimulated by military 
emand. 


Meat production 


Agricultural 


Year crops | Meat animals 
Ae cial maabibicdabill ep pilibendiestin dame 

DU psi nie unt giatage eieteace eek ons nae ae teeta meager ees ae ee 107 

ON isis asttanics ec chdsadhhind acekecalan es adbeast A ewes 110 117 
TUE Sabon nace iam Sib odin idiisiadhe tig iene amelie iiaeeeaih matter: 121 131 
DE ccbvccckprerdccnydicdes but bby lpenwatarmannhe ghee abide toeugdapation | 114 1 9 } 
ENR A RE RE TR ELE PET NS FART TS 128 | 155 
WBE id. hess oy casi tees winih ncn ddu cade dee bes a les 122 | 147 


Source: Department of Agriculture, 
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Senator Sparkman. Also for insertion in the record is a com- 
yarison of average weekly earnings in manufacturing industries and 
buyi ing power contrasted with 1939 dollars. 

These figures on earnings and buying power are important because 
they show “the devastating effect that the rapid price increases which 
followed the end of price control had on the living standards of 
American seeps. They show that, while weekly earnings went up 
more than $6 per week from 1946 to 1947, prices went up so fast that 
the real buying power of the factory worker actually went down. 
From 1946 to 1949 earnings went up 25 percent; price increases cut 
this down to less than a 3- “percent increase in real buying power. 

We notice that the price increases which have taken place since the 
start of the Korean War are seeming to have the same effect. An 
increase in weekly wages of almost $6.25 which took place between 
“May 1950 and February 1951 has been cut down by price rises to an 
increase of 2 cents in net spendable weekly earnings in 1939 dollars, 
as far as a worker who has a wife and two children to support is con- 
cerned. In other words, an increase in wages of almost 11 percent 
has been wiped out through the price increases that have taken place 
in this short time. 

(The information referred to follows :) 


Comparison of average weekly earnings in manufacturing industries with the 
buying power of weekly earnings in 1939 dollar selected months 
in 1950 and 1951 





j 

Gross average Buying power 

Date weekty | in 1939 dollars— 
earnings | after deduction 

| for taxes ! 


1945 


a a aes ine ahdin indian diretn ands areata Gieemepoend sel $44. 39 $33. 08 
1946 Se ignated skeincetnaens<s : : A 43. 82 | 30. 83 
oe a i a ate 49. 97 30. 12 
1048 “ ia en Ri tae a cataeel 54. 14 | 30. 87 
oe ea ales ees ee eek Sie i eee eg 54. 92 | 31. 64 
at ciated in bmeeebeadewnnion | 59. 33 33. 08 
May 1950 (pre-Korea) - cb ledin adie ahaa toaicgie ince bidhh ns nema neeie teu a 57. 54 | 32. 73 
February 1951 (after Korea) - \ cighabomend tegen hietauog di danhnewk ieee -----| 63. 76 | 32. 75 


1 Worker with 3 dependents. 





Source: Hours and Earnings—Industry Report— Table 3, U. 8. Department of Labor, BLS, February 
1951, p. 13. 


Senator SparKMAN. The committee will stand in recess until 10: 30 
Monday morning. 

We are grateful to you for this presentation this afternoon, sir. 

(Whereupon the hearing in the above-entitled matter was recessed 
until 10: 30 a. m., Monday, May 21, 1951.) 
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MONDAY, MAY 21, 1951 


Unirep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 


The committee met, pursuant to recess, at 10 a. m., in room 301, Sen- 
ate Office Building, Senator A. Willis Robertson (acting chairman), 
presiding. 

Present: Senators Robertson, Frear, Douglas, Benton, Moody, 
Capehart, Bricker, Schoeppel, and Dirksen. 

lso present: Senator Connally. 

Senator Rosertson. The committee will please come to order. 

The first witness this morning is Mr. Paul C. Smith, vice president, 
Swift & Co. 

We will be glad to hear you, Mr. Smith. 


STATEMENT OF PAUL C. SMITH, VICE PRESIDENT, SWIFT & CO., 
REPRESENTING AMERICAN MEAT INSTITUTE 


Mr. Smiru. If I might, I would like to read a prepared statement 
that will take only, say, 15 minutes, and then if there are questions I 
will answer them. 

Senator Ropertson. You may proceed. 

Mr. Smirn. My name is Paul C. Smith. I am a vice president of 
Swift & Co. in charge of beef, veal, and lamb operations. I am here 
to speak for the American Meat Institute, the trade, educational, and 
research organization with about 700 members producing about 80 
percent of the commercially produced meat in the country. 

I am here to discuss the question of the advisability of the United 
States Government attempting to continue the establishment of legal 
prices above which meat shall not be sold. 

The general philosophical considerations regarding this problem 
are well known to you. Other people who are better qualified than I, 
have made clear to you the reasons why economic controls, in general, 
are not desirable. I agree with that sentiment. 

Apart from the question of the economic, moral, or political justifica- 
tion for controls; regardless of whether controls as a matter of princi- 
ple, are desirable in this situation; irrespective of the injury to the 
American people that might result from inflation ; regardless of wheth- 
er or not the use of controls is an appropriate device for controlling 
inflation, it is our opinion that price controls on meat simply will not 
work, When I say that controls will not work I mean that whatever 
control system is set up will finally break down to the point where 
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prices on the average, that is, the cost of meat to the consumer, will 
be pe the same as under a free-market system. 

t seems to us almost beyond dispute that if our conviction can be 
substantiated there would be no basis for argument as to the advis- 
ability of attempting meat price controls. Because we honestly believe 
that, and because we are in a position to know more about what 
happens to the marketing system for meat under control conditions 
than almost anyone else, we are electing to spend our entire time 
here with you today trying to make.clear to you why we believe 
controls will not work. 

One of the most convincing pieces of evidence to support the view 
that controls on meat will not work is to review very briefly the history 
of OPA. You will remember that the OPA during World War II 
froze beef prices, issued dollars and cents ceilings, issued new dollars 
and cents ceilings, attempted to ration meat, rolled back prices, con- 
trolled slaughter, paid subsidies to packers, paid subsidies to get 
feeders to feed cattle, and after hundreds of amendments to these 
orders, by 1945 the entire system was beginning to fall apart. 

As proof of the latter statement I offer: On January 8 of 1945 in 
the Eleventh Report of the Office of Price Administration, Seventy- 
ninth Congress, first session, the OPA itself reported : 

Upgrading of meat has long been prevalent also at the retail level, frequently 
resulting in overcharges of 50 percent or more. 

On March 6 of 1945, Mr. Chester Bowles, OPA Administrator, issued 
a statement reading in part: 

We estimate above ceiling prices on food cost American families one billion 
dollars a year— 

and later studies showed that an important segment of this cost was 
on meat. In May of 1946 a special subcommittee of the Senate 
Committee on Agriculture and Forestry, in its Interim Report No. 
1295 stated in part as follows: 

Surveys made by independent marketing research agencies whom the com- 
mittee believes to be competent and reliable, showed that in late February 1946, 
five out of six retail stores in 11 representative cities from coast to coast were 
charging in excess of ceiling prices for meat and that two-thirds of the meat cuts 
sold by these stores were sold at overceiling prices. The average overcharge 
for all meats, as shown by these reports was 20 percent and in the case of beef 
was 26 cents. These surveys were conservative in that reports could not be 
obtained covering sales to hotels, restaurants, clubs and others of the more flagrant 
kinds of black market meat operations. 

Let me make it perfectly clear that the inability of the leaders of 
OPA to develop an effective meat price control program is, in our 
opinion, not attributable to any incompetence or lack of knowledge 
on their part. These men sincerely and valiantly attempted to de- 
velop a workable price control. I also want to make it clear that we 
in the meat industry are in no sense contemptuous of the efforts of 
those who have attempted to make meat price controls work. They did 
the best they could. Furthermore, if we had known of better ways 
of doing it we would have so advised them but we knew of no better 
way. It should be perfectly obvious from past history that the meth- 
ods used in times past did in fact lead to a complete breakdown of the 
controls system and it is a highly significant fact that the program 
now being developed is almost an exact duplication of that ch was 
tried before, including most of the recognized errors that were made 
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in the previous programs. That too is understandable. The same 
personnel at the working level that developed the peereine program 
is now largely responsible for the development of the current one. 
We are not critical of their efforts and we do not mean to imply that 
they are incompetent or inefficient. They simply do not know how to 
do it any better and neither do we. 

In a sense the meat packing industry has been seriously at fault be- 
cause we have so constantly reiterated the point of view that meat 
price controls will not work, so that the opinion has got abroad that 
the meat packing industry is serving its own best interests by oppos- 
ing these controls. 

If it is self-serving interest to oppose a regulation which will rob 
the public of meat and which will prevent legitimate packers from 
making an equitable distribution of that meat, then we plead guilty. 

The purpose of price controls on meat is to assure the lower-income 
groups of this Nation a supply of meat at reasonable prices. The 
record of OPA shows clearly that it is these low-income groups in our 
country who suffer most from the resultant black markets. The rich 
housewife can better afford the black market prices than the house- 
wife who is trying to make ends meet on a low income. 

Of course I will concede that what I have just said assumes that 
black markets will develop under the OPA regulations. But, I be- 
lieve that the lessons learned from recent history under the OPA of 
World War II will support my view that black markets spring up 
under price controls. We speak from our experience with OPA that 
these controls lead to a complete destruction of the standards of 
business morals and ethics which have governed the industry for 
many years. Let me see if I can briefly state some of the reasons 
why price control did not and will not work on meats. I should like 
to confine my remarks to beef and live cattle. 

OPA in its live cattle ceiling price regulation No. 23 states in effect 
that there is no known way of accurately grading live cattle for 
quality nor is there any way of accurately estimating the number of 

ounds of meat that a steer will yield per 1,000 pounds live weight. 
Nevertheless, the packer is directed not to pay over a given price 
for slaughter cattle based on a dressed grade and the slaughter yield 
obtained. You can appreciate that the two factors in that problem 
are (1) an accurate live weight should be obtained, and (2) beef all 
over the United States must be graded similarly. On the first point, 
there is not a barn on any farm in the United States that could not 
bear witness to cattle trades. Cattle are sold every day of the year 
on a weight basis, a weight less a shrinkage basis, or sold on a per 
head basis as well as a dozen different varieties of these bases. 

Last week, on my own farm, I sold to a local butcher a few cattle 
that we agreed on a price of 34 cents a pound. I estimated they 
would weigh 1,020 pounds. The butcher thought they would weigh 
1,000 pounds. We agreed to settle the transaction by multiplying 34 
cents by 1,000 pounds. That is common practice. I have no scale on 
my place and did not happen to know of a scale close by that I knew 
to be accurate. If we overestimated or underestimated those cattle, 
the compliance feature of the live cattle ceiling is affected. But that 
is just the beginning of the compliance angle. Some packers weigh 
their beef immediately after slaughter and, of course, to figure a yield 
on cattle it is necessary to have the weight immediately after slaugh- 
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ter. Other packers do not. Many butchers do not weigh their 
carcasses after slaughter. You have these as well as many other 
variations of regular practices that must be completely regimented 
if live price cattle ceilings are to mean anything. Next, the carcasses 
must be graded by Federal beef graders. Let me say right now that 
I think the Department of Agriculture in the main and on an average, 
has a most capable staff of graders. Nevertheless, the grading of 
beef is no exact science. It is entirely a question of judgment. Even 
though in the main two coolers filled with beef may be graded simi- 
larly, still there are many carcasses right on the line between, say, 
the U.S. Good and the U. 8. Commercial grades. If one grader would 
place these liners in the Good grade while another grader placed them 
in the Commercial grade, and please understand competent authori- 
ties could find no fault with the work of either grader, the first packer 
would gain $20 to $40 per head on the selling value of the cattle, and, 
in addition, he would gain a similar amount when he figured his 
compliance on the price that he is allowed to pay for live cattle. 

The second point on live cattle that must be considered is the ques- 
tion of allocation of kill. For the month of May we are allowed 
to slaughter at each of our plants 90 percent of the live weight that 
we slaughtered during May of 1950. Some plants located in areas 
where for any one of a dozen reasons producers do not want to sell 
cattle this month, have no chance to slaughter 90 percent of their 
last May’s volume. We have many other plants where producers 
are calling us because they want to sell cattle and we cannot even 
make a bid because of number limitations. In the final analysis I 
believe this will tend to reduce production for the long pull. 

After the carcass is graded it becomes absolutely necessary, if prices 
are to be controlled, that all carcasses be cut according to standing 
instructions. These instructions are covered in great detail in ceiling 
prices of beef sold at wholesale Regulation No. 24, plus amendments. 
I do not believe that I can offer any suggestions to improve the de- 
scriptions they make of the cuts that may be made from carcasses of 
beef. The instructions, however, are very technical and from neces- 
sity they must be. They are so technical that I question if the average 
butcher can understand them. 

I do not want to take the time to read any of these specifications 
to you but if you are interested in the subject I believe you will find 
it most enlightening to read some of the descriptions of how to make 
wholesale cuts. Do bear in mind that if the regulation is to be en- 
forced it is necessary that on beef alone an enforcement agent of 
OPS must know beef well enough to first of all judge whether or not 
the carcass has been properly dressed according to the standard speci- 
fications they issue. He must recognize how each of 17 different 
wholesale cuts should be made; must be able in addition to recognize 
most of the cuts on 16 additional boneless-beef cuts and then in addi- 
tion must understand and recognize 37 fabricated beef cuts or a total 
of about 70 different pieces of meat that may come out of each carcass 
in each quality grade. People in the meat business who have spent 
their lifetime in that business, in order to follow the definitions, must 
lay the instructions down on the cutting block and work from those 
different instructions until such time as they become proficient. 

At the end of OPA we had few in our organization who knew beef 
well enough that they could recognize every miscut that one of our 
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butchers might make. Please bear in mind that in cutting beef ac- 
cording to OPA regulations the width of a knife decides whether 
certain meat shall be sold at 2 or 3 cents an ounce or 6 to 8 cents an 
ounce. The OPA people found that they could not control cutting 
practices and [ am certain that those in control of OPA meant to do 
the job right. 

Please understand I have not pointed up these problems of com- 
pliance or the complicated method of cutting from the standpoint of 
being critical. I know of no better way of handling them. I merely 
call them to your attention to illustrate how highly complicated the 
enforcement problem will be and again I remember our experience 
under OPA. Bear in mind that right now, today, cattle are being sold 
in this country in thousands of places. Beef carcasses are being cut up 
in tens of thousands of places and unless these transactions can all be 
standardized, controls will not work. 

I well remember a statement made by Mr. Thomas Q. Emerson, 
OPA Deputy Administrator for Enforcement, on April 10, 1945, be- 
fore a subcommittee of the Senate Committee on Agriculture. Hesaid 
there are, “some 300,000 stores selling meat at retail and about 350,000 
restaurants. Obviously no enforcement staff available to OPA could 
attempt to maintain regular checks at these levels.” I believe that you 
and I must agree with such an honest, forthright statement. 

Let me make just one more point that in my opinion is probably 
more serious in its long-time implications than anything I have men- 
tioned to date. At the beginning of OPA prices of meat were rolled 
back. I have been under the impression that since World War II 
most economists have agreed that the first mistake made by OPA was 
the roll-back in meat prices, and it seems to me that such a conclusion 
is justified in the light of sound economics. Nevertheless, the Office 
of Price Stabilization have chosen to roll back cattle prices as of May 
20, 1951, have indicated a roll-back in beef and cattle prices on August 
1, with another to be spelled out later but effective October 1, 1951. 
What will be the effect of these roll-backs? Unfortunately, while the 
roll-back of prices stimulates the demand, it has the opposite effect 
on production. Please understand I am not saying at the moment 
that as prices are rolled back producers start producing less. The 
history of World War II shows that regardless of whether prices were 
rolled back, all livestock in the process of being finished into meat 
animals completed that process. Very many producers, knowing that 
Washington had the power to roll back prices, started eliminating 
long-time risks and the result was that in a few months production 
came down. 

For me to state that a roll-back in price must be accompanied by 
a rationing program is stating only a half truth. When you roll back 
beef prices below the level that consumers are willing to pay for the 
total quantity produced, you immediately bring into focus the need 
to ration or each consumer will not have the opportunity to buy 
his share of the total available supply. The fact that many do not 
like to face up to is nevertheless true, that if through price control 
you hold prices below the level that they would reach without con- 
trols, you must have rationing if you mean to divide the total supply 
equally. It sums up this way: If there is no need for rationing of 
meat, there is no need for price control. 
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Rationing brings with it thousands of problems. People of differ- 
ent national origins demand different quantities of various varieties 
of meat. One section of our country will not consume the same kind 
of meat as another, nor the same quality. The man who does hard 
manual labor requires more meat than you or I do. Some eat large 
quantities of fresh pork; others eat smaller quantities of pork but 
it must be cured. It is a well-known fact that in the main producers 
of lamb do not eat lamb. I know of no way to ration other than to 
treat every man, woman, or child equally. Give every person an 
equal share of a theoretical amount and then hope that the highly 
perishable product will some way or another reach some American 
table without spoilage. Is that what we want in this country ¢ 

Price controls on meat under OPA did not work because the orders 
could not be enforced. Our present OPS claims that it will enforce 
every provision of the orders and I am sure they mean to do an honest 
and conscientious job. However, every head of OPA made the same 
promise. From the caliber of men who headed the OPA I know they 
honestly tried to make it work. Is it not time that we recognize that 
meat, due to its perishability is not the type of product that can be 
controlled price-wise; that to control meat price-wise calls for ration- 
ing; that controls will result in decreasing the total quantity avail- 
able, and finally, is it not better judgment for us to get behind a pro- 
gram to out-produce our present and prospective demand ? 

Senator Roserrson. I have just one or two questions to ask you. 
I am quite familiar with the problem you have been discussing, because 
in 1948 Senator Flanders, then a member of this committee, offered 
a bill to control prices of beef, and Chairman Maybank appointed 
the subcommittee, composed of Buck of Delaware, Flanders of Ver- 
mont, and myself, and we conducted the hearings. At the end of the 
hearings Senator Buck and I wrote in the report that we did not think 
the program was a workable one, and the full committee agreed with 
us, and that was the end of that bill. 

Early this year I sent a copy of those hearings to Mr. DiSalle and 
told him that when he took up the question of beef he had better ex- 
amine these hearings because it was a difficult problem. It is my 
recollection that within 1 month after the fighting started in Korea 
the price of cattle to the farmer went up 1 cent a pound, and the price 
to the consumer went up 12 cents a pound. 

How do you account for that ? 

Mr. Smiru. I have never seen a time when I could substantiate those 
price relationships. What I mean to say is, very often live cattle 
prices May go up a cent a pound, and there may be many cuts that 
in Moving up or down may go up a rather large amount. 

Senator Rosrerrson. This was the average price to the consumer, 
and it went up 12 cents a pound. You sold your cattle this month at 
34 cents. If you had sold them in May of 1950 you would have gotten 
about 28 cents, would you not ? 

Mr. Smirx. I do not have the exact figures on what price we got, 
but the figure that you mention, that is, beef going up 12 cents a 
pound, and cattle prices 1 cent a pound, it just seems to me if that 
apenas that we surely did a pretty good job of making money on 


Senator Rornrerrson. There is no doubt about that. 
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Mr. Smrrn. And our results indicate that—our figures do not show 
that. 

Senator Ropertson. I do not say that the packers made 12 cents 
on a 1-cent increase in price. We are discussing now what happened 
tothe consumer. You tell us you do not want to see consumers robbed 
of meat and you do not want to see the packers put in a position where 
they cannot make a fair and equitable distribution of the available 
supply. 

Mr. Smrru. That is right. 

Senator Roperrson. You say that program by OPS is not going 
to do the right job. About 2 weeks ago I was going out on a little 
camping trip and wanted to take a few steaks along with me, and I 
did not want to carry any extra bone or fat, and what not, so I got a 
friend of mine who operated a restaurant to buy me a tenderloin roll 
at wholesale. It cost me $1.65 a pound. I do not know what that 
would have cost me at retail, but it probably would have been $2. 
Well, it was just fair. It did not come out of a prime steer; it was 
tender. But there is no doubt about the fact that the present demand 
for beef exceeds the current supply at what many people think is a 
fair price. Is not that true? 

Mr. Smaru. I think many people have that impression, yes, sir. 

Senator Rosertson. It would appear to me—and I have not ana- 
lyzed the figures exactly—that if the farmer is getting only 6 cents a 
pound more for his steers in May of 1951 than he got in May of 1950, 
the price the consumer is paying has been improperly jacked up by 
somebody. Do you have any remedy that would protect the Ameri- 
can consumer who would like to eat, say, 150 pounds of meat this com- 
ing year from having to pay an inordinate price in order to get it be- 
cause the supply it tight and people can hike the price on him and 
still sell? Do you have any plan for that ? 

Mr. Smiru. I believe that in the long run if we will let supply and 
demand operate, that then the man who has a limited budget will have 
a more fair chance to get meat than he did have under OPA. The 
man with the limited budget could not participate in the black mar- 
ket during OPA, and all of us remember that during a part of 1945 
and 1946 that meat became almost extinct in the regular markets who 
charged OPA prices. 

Senator Rogerrson. Mr. DiSalle claims that last January when he 
froze some other prices, and the packers said, “Leave us alone and 
the law of supply and demand will handle the situation.” He said 
that the situation had not worked out like the packers promised, that 
the price of meat was inordinately high, had advanced in January 
too much, and that is why we had to move into this field. I can see 
all the difficulties you mention, because I have spent all my life in a 
cattle area, and I know a little something about cattle, and I know the 
difficulty of looking at a steer in the field and saying whether he will 
weight a thousand pounds or 1,025 pounds, whether he has been fed 
grass that was dry or grass that was too juicy and maybe was given 
a little touch of salt and plenty of spring water before he is sold, and 
how difficult it is for a man to go into the field and tell whether he is 
going to grade Commercial, Good, Very Good, or Prime, and I know 
that after that we had an experience in Roanoke and in New York 


where they graded them one way in Roanoke and another way in 
New York. 
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Then you cannot tell whether he is going to cut out 50 percent or 
55 percent or 60 percent. All those things enter into the price that 
you are going to be authorized to pay when the steer is on the hoof. 

Mr. Smrru. Yes, sir. 

Senator Ropertson. It is a very difficult problem. I just wondered 
if you had any solution, or just say there is no solution and the people 
that want to eat meat just have to pay whatever is charged. 

Mr. Smiru. I think the solution, unquestionably, is if we could 
marshal all of the production forces ofthis country to produce more 
meat. Our industry has such a program. We feel that there is a way 
to solve this problem, and we believe that the only solution rests in 
our producing up to our limit to see if we cannot hold prices within 
reasonable limits due to producing enough products today. 

Senator Rogrerrson. The figures I have recently seen say we now 
have an unprecedented number of livestock in the country. 

Mr. Smiru. That is right. 

Senator Roserrson. And we should have an unprecedented supply 
of meat in this coming summer and fall. 

Mr. Sarr. That is right. 

Senator Ropertson. Your recommendation is that we should leave 
that to the law of supply and demand and not do anything about it 
at all? 

Mr. Suiru. That is right. 

Senator Moopy. Mr. Chairman. I just wanted to ask Mr. Smith 
whether it was not true that in 1946 when we did have black market 
troubles that a recommendation was made by the meat industry that if 
controls were taken off the crisis would be likely to go down by in- 
creased production ¢ 

Mr. Smrru. I do not know what some packer may have said to some 
group or some individual at one time or another. I do know that I 
had quite a discussion before the Senate Agricultural Committee, and 
I was asked the question, “Will prices come down if we remove con- 
trols?” My answer was that if I had the answer to that I could make 
a lot of money. I donot know. Now why doI not know? Because 
there is a rather constant percentage of the total expendable income 
that is spent for meat. If you tell me what our expendable income is 
going to be for the next 12 months then I might intelligently make a 
guess, and then I might miss it some. 

Senator Moopy. There were other people—I am not saying that you 
testified that way, Mr. Smith—but there were witnesses who did testify 
to the effect that if controls were taken off at that time the price would 
go down. I am quite sure you must recall that, because you were 
interested in the subject. 

Mr. Smiru. I was just going to add: Then one of the Senators made 
this remark : “Yes; but a packer appeared here yesterday, or last week, 
and said that prices would come down.” And I said, I wonder if by 
any chance—and I do not know who the man was and I do not know 
what he had in mind, but I do know that last week the Government 
came out with the statement that within 6 to 8 months we would have 
8 to 10 million unemployed. 

In that atmosphere if folks did feel that there would be 8 to 10 
million unemployed, then I can see how someone might deduct that 
prices would come down. In the final analysis, meat prices will follow 
the total expendable income that we have. 
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Senator Ropertson. I would like to make this one observation in 
the interest of concluding the testimony of four witnesses this morning, 
and that is this: Testimony that is being presented to us, and was last 
week, is properly testimony to be presented to Mr. DiSalle. We 
cannot possibly write a defense production bill and tell the Adminis- 
trator what he must do about the million items that will come under 
the subject of price control. Wecan either delegate to him the author- 
ity to impose price control or refuse todo it. So the Acting Chairman, 
with the permission of the committee, is going to alternate from one 
side of the table to the other and is going to give each member a chance 
to ask some questions. 

We cannot settle this issue in this committee, you realize that. This 
is an argument that Mr. DiSalle ought to hear and consider because 
we authorized him to impose price controls. He adopted what he 
thought was the best way to protect the consumer. You say it is not 
going to protect him; it is going to do something different. Well, we 
cannot put in the new bill all the details that should be followed on 
everything that should be subject to price control. 

Have you finished your questions § 

Senator Moopy. I vill have some more questions, Mr. Chairman, 
later, but I do not want to impose on the other members of the com- 
mittee at this point. 

Senator Carenart. Mr. Smith, though someone may have said that 
prices of meat would go down if controls were taken off in 1946, I be- 
lieve you stated, that certainly was an unreasonable statement and 
should never have been made if we were going to increase the national 
income and increase the national product. If we are going to in- 
crease the national income of the Nation, meaning that we were go- 
ing to pay the people more wages and turn out more units and re- 
celve more money for them, then prices are naturally going to go up. 

Mr. Smirn. That is right. 

Senator Carenart. And since that statement was supposedly made, 
have meat prices gone up any higher in proportion to wages and the 
price of everything else people buy ? 

Mr. Smirn. There are various ways of comparing meat prices to 
wages, as well as some other prices, and I believe that the figures do 
show that meat has gone up no more than wages. 

Senator CarpeHart. Meat prices have followed a general increase in 
all prices and all wages, in other words. 

Mr. Smrrn. That is right. 

Senator Carenarr. I believe it was testified here the other day 
that an hour of wages today buys more meat than it did in 1939. 

Mr. Smirn. Yes. 

Senator Carpruart. So all prices have gone up, all wages have gone 
up, and meat has been no exception. 

Mr. Smrru. That is right. 

Senator Carenart. Now, Mr. Smith, I do not think it is any secret, 
of course, as to how much money your company makes, because you 
are a public institution, semipublic at least; your statements are pub- 
lished. I think this committee ought to know the profit that your 
corporation made in 1950. Can you tell us? If you cannot, suppose I 
ask you if these figures are correct: 
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In fiscal year 1950 your company, Swift & Co., did $2,215,000,000 
worth of business. They made $16 million-plus, or 0.72 percent, or 
less than 1 percent net profit; is that right? 

Mr. Smirn. That is right. 

Senator Carenarr. Is that correct? 

Mr. Smrru. That is right. 

Senator Carenarr. How does it come that during these high prices 
you have not been able to make some money? I would think making 
less than 1 percent net profit would be.almost equal to losing money. 
I think it would take an awfully sharp pencil, or an awfully sharp 
figurer to get down that low. 

Mr. Smrru. Do bear in mind that the meat industry as a whole, all 
packers, work on a narrower margin of profit than, say, any other 
industry, certainly narrower than any other food industry. 

Senator Carenart. I find Armour & Co. in 1950 did $1,860,000,000 
worth of business, and they made $19 million profit, or 1.02 percent. 

Mr. Saarn. That is right. 

Senator CarrHart. They are a little bit better managers than you. 

Mr. Smiru. That is right. 

Senator Caprnart. I find Cudahy Packing Co. did $583 million 
worth of business in 1950, and made only $3 million profit or a net 
profit of 0.51 percent, or just a little over one-half of 1 percent on 
their gross business. 

I find Wilson & Co. did $709 million worth of business and made a 
net profit of $4,300,000, or a net percentage profit of 0.61; there again, 
a little more than one-half of 1 percent. 

I find General Motors, which did a business of $7,531,000,000, made 
$834 million profit, or a percentage of net profit to sales of 11.07. 

I find DuPont did $1,297,000,000 worth of business and made a net 
profit of $307 million, or a percentage to net sales profit of 23.71, while 
you were making 0.72. 

I find Deere & Co.—they are manufacturers of farm equipment— 
did $336 million worth of business, and made a net profit of $41,900,000, 
or a percentage of their gross sales of 12.43. 

Senator Rozertson. How about National Distilleries, do you have 
their profits on there? 

Senator Carenart. Just a moment. Distillers Corp., that is, Sea- 
grams, they did $678 million worth of business, and they made $41 
million in profits, or a percentage to their gross sales of 6.17. I do 
not seem to have any other liquor concerns here. But of some 50 large 
corporations in America I find only one of the large packers—are 
there 10 of you, how many large packers are there ? 

Mr. Smirn. Call it 10 or 12. 

Senator CapeHarr. Well, whatever it is, the largest profit made by 
any one of them was 1.02 percent. 

Mr. Smirn. That is right. 

Senator Capenart. Of their gross sales. The worst showing was 
Cudahy, 0.51 percent. 

Mr. Smiru. Certainly they worked on a narrow margin. 

Senator Carenart. How do you account for the fact that you are 
not making any money ? 

Mr. Smrru. I think the reason for it is that you deal in a perishable 
product, and after all you take the beef business, for example, it does 
not require skills, not many. We found out during OPA that you 
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could slaughter a cattle under a tree, and if it was a cool evening and 
had chilled out, by morning it could be on a butcher block and you 
could not pick it out from other beef if it had been handled in a clean 
manner. It is a business that must operate on narrow margin; it 
does operate on narrow margin; it is the nature of it, and we do find 
that over a “sane of many, many years the margins are more narrow 
than any other food industry or any other comparable industry in 
size. 

Senator Carenart. I find that the price of cattle in Indiana—and 
I have the Bulletin of the United States Bureau of Agriculture rec- 
ords figures—I find that the average price of cattle in Indiana—and 
I have them here for each State, but I will use Indiana—they averaged 
from June 1950, that is when the Korean War started, the average 
price to the farmer was 25.20; then in July, 25.90; August, 23.70; 
September, 25.5; October, 24.60; November, 24.60, and December, 
24.40. 

I find the average price of beef in Indiana of cattle in April this 
year 1951 was 30.60. That would be an increase of about $5 a hun- 
dred, or 5 cents a pound since June last year to April of this year. 

Mr. Smrrx. Yes. 

Senator Carrnart. I agree with you that we would all like to find 
a formula to do this job, and I want to compliment you on your state- 
ment. Not criticizing anyone for doing a bad job, but simply call- 
ing attention to the fact that it looks like an impossible job. 

Suppose the Congress simply wrote a law which said that cattle 
could not be purchased—that is, live cattle, at less than the highest 
price, let us say, last month, or the highest price within the last year, 
eliminate everything else. It would simply mean that no animal, no 
meat animal, would sell for, let us say, more than 40 cents a pound, 
which is the price of prime or best cattle, which has been selling for 
40 or 41 cents a pound. Simply say they could not go any higher 
and leave the industry completely 100-percent alone. Would that be 
better than the system we have ? 

> 

Mr. Smirn. No. 

Senator Carenarr. Or would that be just as bad ? 

Mr. Smrrn. You must bear in mind that under OPA we had an 
over-riding ceiling. Under OPA we in effect had that kind of a 
limitation placed, and you could not pay more than that amount. It 
seems to me that the first great harm that would come out of such an 
order would be, would you not immediately eliminate to a great 
extent the incentive to produce? If we are going into a war effort 
lo we not need to produce up to the point—— 

Senator Caprenart. I am not recommending that, you understand. 
[ am just asking your opinion as one with experience, because at the 
moment we do have the control and the roll-back of beef prices. It 
is just like the five fingers I have on my hand. I do not have four, 
I do have five; so we have to deal with situations as they actually 
exist. The situation today as it actually exists is that we have a roll- 
back of beef prices and we have complete, 100-percent control, even 
to the extent of some 700 cuts, I believe you mentioned. I am sug- 
gesting we have to do one of two things: We could take meat prices 
completely out from under controls or leave them go on just as they 
are, or we have to find a better system, if it is possible to find a better 
system. What we are all trying to do is to keep meat prices, as well 
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as all other prices, from continually going up and up and up until 
meat prices might be $1 a pound. We do not want that. But we 
certainly do not want to interfere with production. I am just won- 
dering if that sort of plan would be workable or feasible. Would 
it be less harmful than what we have at the moment ? 

Mr. Smrru. Both of them are so wrong from the standpoint of 
getting production and getting distribution. I can see little differ- 
ence in the effect of one as compared with the other. 

Senator Moopy. Would the Senator-from Indiana yield for just 
about a moment? I would like to make a point on the point you are 
trying to make. 

Senator Capenarrt. Yes. 

Senator Moopy. Do you not feel, Mr. Smith, ‘that price is also an 
incentive for an industrial manufacturer who is manufacturing war 
equipment in the emergency ¢ 

Mr. Sairu. Is price an incentive to him? 

Senator Moopy. To produce, yes. 

Do you not think that our whole system has been built up under a 
base of incentives by profit and by profitable prices; is not that so? 

Mr. Smiru. That is the system we have in this country. 

Senator Moopy. Of course it is. You have just made the statement 
that you felt higher prices for beef would increase production. Do 
you not think it also would increase production or also prove an incen- 
tive to a manufacturer to produce ¢ 

Mr. Smiru. I did not mean to say, and I do not remember saying 
that it takes higher prices to increase production. 

Senator Moopy. Well, what are we talking about, then? 

Mr. Smrru. I was speaking to the point of whether we would be 
better off to have an over-all limit of 40 cents. I am not thinking so 
much where that price is pegged as I am to freeze an economy and say 
that regardless of what happens from here on you can never go beyond 
that. 

Senator Moopy. The Senator from Indiana is trying to make the 
point, I think, Mr. Smith, that you cannot let prices run away here, 
and he is trying, I believe, to find a way, if you do not like the system 
that OPS has, let us have your system, as the Senator from Virginia 
mentioned. I am wondering whether you would advocate the indus- 
trial people of Indianapolis, Detroit, and elsewhere being removed 
from controls so that the inflationary spiral would move upward. 

Mr. Smiru. It seems to me that price control does not have much 
effect on the inflationary spiral. 

Senator Moony. It does not? 

Mr. Smiru. No. I think you are treating symptoms of a disease 
when you try to peg a price here, there, and the other place. 

Senator Moopy. Mr. Smith, do you not know that prices were going 
up very rapidly in the United States until this freeze order in Jan- 
uary, and since then they have stopped going up ? 

Mr. Smirn. Yes. 

Senator Moopy. Do you think those are two entirely unrelated 
things; do you think it was just a mere coincidence when Mr. Di- 
Salle put his freeze on prices stopped going up? 

Mr. Smrrn. No; I do not. But in the long pull prices are going 
to follow, in my opinion, and I am no expert on monetary problems. 
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In my opinion prices will follow the total national expendable in- 
come, regardless of controls. 

Senator Moopy. And their relation to production ; correct. 

Mr. Smrrx. That is right. 

Senator Moopy. But would you not admit that during a period 
when you have an emergency, as the war emergency, a great many bil- 
lions of dollars of consumer goods being taken out of the market, 
that there is an unusual situation in the whole price structure which 
cannot be adjusted without controls until production can be so in- 
creased in the United States so as to balance off the buying power? 
Do you not admit that? 

Mr. Smrru. You understand, Senator, that I cannot help but be 
influenced to such a great extent by what we went through during 
OPA. During OPA we did not have a war economy or a prospective 
war economy; we had war. 

Senator Moopy. Mr. Smith, if I may stop you at that point, I 
would like to discuss later with you in the morning this whole OPA 
meat situation, but I do not want to cut in on the Senator from Indi- 
ana’s time at this point. 

Senator Rozerrson. The acting chairman wants to make this obser- 
vation: He has positive instructions from Chairman Maybank to 
hear these four witnesses today. I hope the members of this commit- 
tee will ask any witness any question he wants that will develop infor- 
mation, but will not get into argument with the witnesses over the 
theory of price controls, general economic problems, and so forth, be- 
cause if we do we will never finish these hearings, with all due defer- 
ence to the Senator from Michigan. We will have plenty of time in 
executive session to argue back and forth the theories behind any pro- 
gram that we may decide. 

Senator Moopy. Mr. Chairman, I think these are people who are 
asking us to lift controls and are saying that we should lift them, and 
I would like to bring out the result of what would happen if we took 
their advice in public rather than in executive session. 

Senator Ropertson. The acting chairman is not criticizing the Sen- 
ator at all. He is just under instructions to complete these hearings, 
and this witness has been on the stand for an hour now. 

The Senator from Delaware. 

Senator Frear. Two very short questions, Mr. Smith: 

I understood the Senator from Indiana to say that your company 
did $214 billion worth of business last year with a profit of $16 
million. 

Mr. Smiru. Yes. 

Senator Frear. Had your company, for instance, done $1, bil- 
lion, would you not also make $16,000,000 ? 

Mr. Sarru. It is hypothetical, but I do not believe that we would. 

Senator Frear. Then it would have come down proportionately. 

Mr. Smiru. Yes. { 

Senator Frear. If your company does $314 billion in business, 
then you could expect your company to also make $20,000,000, or 
something else; take the same yardstick. : 

Mr. Smiru. I just wish it were possible to run a business on the 
basis that if your volume goes up you always still make money. 
and if it goes down you always still make money. Unfortunately, 
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it just does not work that way. If our business would go up to $3,- 
000,000,000 this year, I do not know what our results would be. Our 
results so far this year are not as good as they were last year. How 
we will wind up the year I do not know. 

Senator Frear. I do not want to get into specific figures as to just 
how much your company is making, but what I am interested in is 
whether you are interested in getting production to the consumer, 
or whether you are interested in making -profit for Swift & Co. 

Mr. Smiru. We are interested in doing a production and distri- 
bution job, and if we do that well, we can average to make the nar- 
row margin that Senator Capehart mentioned, because over a period 
of years the figures show that we make about 1 cent per dollar of 
sales. We can expect to make that. 

Senator Roserrson. Senator Bricker. 

Senator Bricker. The chairman emphasized a moment ago we can- 
not write out a meat control formula in this committee. We are 
limited to giving the authority to someone to apply the law day by 
day to the problems that arise. We have had great difficulty in even 
limiting them to the provisions of the law, in my judgment. 

Your position here is—or what your position here is—first, that 
OPS should be abolished; second, that it should not apply to agri- 
cultural products; or, third, that meat and meat products, livestock 
— products, ought to be excluded from the jurisdiction of 

Mr. Smrru. In that statement I tried to make clear that meat and 
livestock should not come under price controls and price ceilings. 

Senator Bricker. You think, then, that in any extension of this 
act, we ought to write in a provision excluding livestock and meat 
from price controls? 

Mr. Smrru. I would say “Yes” to that, but please understand, Sen- 
ator, that I am covering ‘the subject that I came here to discuss, 
and I am leaving out of it the question of whether there are other 
categories that should come under that same heading. 

Senator Bricker. That is, of course, what we have to decide. 

Would you include other agricultural products, are they subject to 
the same factors that affect the meat industry ? 

Mr. Smrru. I do believe that they are; yes. 

Senator Bricker. One more question with regard to enforcement: 
How many people do you think it would take to adequately enforce 
this law as it affects meat? 

Mr. Smiru. I just do not have the slightest idea. We know that 
OPA did not enforce; we know that OPS is not enforcing today. 
Again, I do not think that when you set up an organization like OPS, 
and they have to go out on the highways and byways and hire thou- 
sands of people, I doubt if they can build up their organization to the 
point where they can enforce it. I was just going to say that the 
number they did have was not enough. It has to be something way 
beyond that figure, and then I am not sure. 

Senator Bricker. Mr. DiSalle has asked for 35,000 people in his 
organization this year in the appropriation bill. Do you think it 
would be enough to adequately enforce the law? 

Mr. Smrrn. You will remember in the statement Mr. Emerson 
made he referred to the 300,000 retail shops and 350,000 restaurants, 
and then he did not talk about the stockyards or he did not talk about 
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the packing houses, or he did not talk about the wholesalers. Could 
35,000 cover all of those? I do not believe so. 

Senator Bricker. The reason I ask that, I was driving through a 
large city the other day and passed a certain institution, and asked 
about the nature of the business. I had never been there. The man 
with me said, “That fellow is coming into his heyday again. During 
the war he was in the black market and you could get a steak there 
when you could not get it any place else in the city.” I am just 
wondering if we are going into another—taking for granted we did 
not have the best set-up in that city that there was in the United 
States by any means—I am just wondering if we are entering into 
another period when the black market is going to be rampant. Some 
people are going to maké inordinate profits on the black market, while 
the legitimate dealer is going to be held down to less than he is en- 
titled to. 

Mr. Smirn. I think we are coming to it, and I do not want to put 
out any scare talk. My reasoning is based entirely on—we had an 
order during OPA, we had set up the same kind of an order. I know 
that all the heads of OPA said, “You give us this appropriation, per- 
mit us to hire so many men, and we will have enforcement.” But we 
never had it. Therefore, I am just in the frame of mind where I say 
I do not know if they can enforce it now. They never could before, 
and I believe the reason for it is the peculiarities and the ramifications 
of the meat. business. Meat is produced in practically every county, 
barring maybe 100, in the United States. It is processed everywhere. 
It is sold in every form and description. Is that the type of thing 
that you can cover with regulations, spell them out, and then get abso- 
lute enforcement? I do not think it is. 

Senator Bricker. Those are the problems that we are facing in 
this committee. 

Senator Ropertson. The senior Senator from Illinois. 

Senator Doveras. Mr. Smith, I think you made a very able state- 
ment on the difficulties of price enforcement. I do not know that you 
directly made the statement, but there was an implication in your 
presentation that price control would probably reduce production. 
I have been giving some study to the historical record on this point. 
I wondered if you would correct me if my figures are wrong. 

As I get the figures, on an average from 1937 to 1941, the total pro- 
duction of meat amounted to 17.7 billions of pounds. If you take 
that as a hundred as a basis for reference, then in 1942, before price 
control was effective, we had 21.9 billion, or an increase of 24 percent. 

In 1943, as I remember it, roughly, price control became effective, 
and the output, instead of going down, went up to 24.5 billion, or a 
39 percent increase over the base period. 

Then in 1944, the output instead of going down went up still more 
to a 25.2 billions, or 42 percent above the base period 1937-41. While 
it fell back slightly in 1945 to 23.7 billion pounds, that was still 34 
percent above 1937 and 1941. I do not think that anyone would claim 
that OPA caused the increase. No one should claim that, but is it not 
also true that the OPA regulations did not stop the increase? 

Mr. Smiru. They did not for the first year or two of OPA. 
Senator Dovenas. This was 1943, 1944, and 1945. 
Mr. Smiru. I think in 1946, then, it started to tip the other way. 
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Senator Doveas. Dipped down slightly to just under 23.0 billion 
pounds but that was still 30 percent above 1937-41, or about 5 percent 
above 1942. 

Mr. Smiru. Yes. 

Senator Dove.as. So that, historicaly speaking, in the last war 
OPA did not stifle production; on the contrary, production expanded 
under OPA. You will note that I am careful to say I am not claim- 
ing that OPA caused the increase in production. Iam merely asking 
you if it is not true that it did not prevent an increase; that is, the 
increase which occurred under OPA. 

Mr. Smiru. Do bear in mind, Senator, that at the time of Pear] 
Harbor, I think the administration did a very good job of enlisting 
the support of the producers to produce mtat. You remember the 
slogans that “Meat will win the war,” and so forth, and so on; and a 
remarkable job was done. In fact, it probably in the hog end worked 
around to the point where it was a little bit over. In other words, 
we had maybe a few more hogs than we had the feed to take care of. 
That did give us quite a swell in the total production until finally OPA 
started to fall apart and then our production came down somewhat. 

Do bear one thing in mind, however, that when I spoke about pro- 
duction coming down I was particularly referring to beef. The fig- 
ures do show that the beef slaughter under Federal inspection—and, 
of course, you have to rely on the federally inspected slaughterers to 
move the beef to the big cities—that slaughter came down very, very 
sharply. In fact, it dropped from 1414 million head in 1945 to 11 
million head in 1946. 

Senator Doveras. But so far as the total number of beef creatures 
are concerned, my figures indicate in 1945 we had roughly 85.6 million 
head of cattle, which is the highest number in the history of the 
country. 

Mr. Smiru. And in 1946 it dropped to 82 million and in 1946 to 
81 million and in 1948, 78 million. We were again on the down side. 

Senator Doveras. But these major drops occurred after price con- 
trols had been removed, and prices were going steadily up. All I am 
trying to ask is, how is it possible to square the argument that price 
control of meat will inevitably cause a decrease in production with 
the wartime record of 1943, 1944, and 1945% That is the point I am 
laboring. 

Mr. Smiru. Here is the way I reasoned, and maybe I am not correct 
in my deductions: The cattle business is a business that carries with 
it long-time risks. A man out on the range,today has to decide if 
he is going to take 500 heifer calves and hold them and make breeding 
stock and have them to produce a calf 2 or 3 years from now, or shall 
he sell them this fall. The thing that is bound to influence that 
man—and I know it influences many, because I speak to so many— 
is what is the long-pull picture? How does it look tome? He has to 
take those risks. 

Now, then, whenever you get talk coming out of Washington that 
we are going to roll back prices, we are going to do this, and very 
often threat of it is worse than what actually happens, worse from 
the standpoint of the effect it has on production, that will always tend, 
on cattle particularly, to eliminate long-time risks, and I think it 
definitely does cut production. 
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Senator Dove.as. One other question I should like to raise, and 
I want to make it clear that the man I am going to quote was not a 
representative of the big packers, Mr. Wilbur LaRoe, Jr., who was 
general counsel of the Independent Meat Packers, the smaller packers, 
testified before this committee in 1946, and said: 

We do not believe that an abnormal price increase would cover a longer period 
of time than is required to knock the black market out. This could be done in 
a very few weeks. With reasonable normal supply of meat animals, many 
hundreds—in fact, thousands—of meat packers with keen competition, prices 
would certainly settle down to a normal basis which would be higher than the 
present basis to the extent of the subsidy but could not be much higher because 
of the keen competition for less than black market prices. 

That is on page 1237 of the price control hearings in 1946. 

I have here the Livestock Market News: Statistics and Related 
Data, prepared by the Department of Agriculture and I have been 
going over them. That shows the average price per 100 pounds in 
Chicago in June 1946, before ore control was lifted, 17.3 cents a 

ound, or $17.30 a hundredweight. 

When OPA expired on June 30, because of a filibuster, the price 
shot up to $21.36 in July, for an increase of about 22 percent. 

Then you will remember that price controls were reimposed in 
August, and it went down to about $18, and then controls were taken 
off in October, when they went up to $23.57, which was probably a 
35-percent increase, and did not fall thereafter. 


So that, historically speaking, the removal of price controls in 
1946 was followed by an increase in prices, I think conservatively 
speaking, looking at Chicago prices, between 30 and 35 percent. The 


conclusion which I have to draw from this is that price control dur- 
ing the war at least postponed the increase in prices and the removal, 
instead of leading to this expanded production, did not cause an in- 
crease in production, but did lead to an increase in prices. 

Mr. Smiru. Senator, as you weigh that in your mind, do bear one 
fact in mind, and that is that any time that you talk about an 
increase that developed at retail levels 

Senator Doveias. These are beef steers that were sold in Chicago 
for slaughter. 

Mr. Smiru. Any time that we talk about an increase, though in 
price levels at retail, we talk about the OPA price at which you could 
my practically no meat, at an unquoted price in a black market. 
Now, then, the folks who were still buying some cattle in compliance 
helped to set the live market, and immediately when compliance was 
removed they could then bid, based upon the price they got for their 
meat. 

Senator Dovetas. But do you not think that Mr. LaRoe somewhat 
oversold his case when he said that prices would not be much higher, 
and he is there referring not to the black-market price, but to the 
quoted-market price? His contention was that “Prices could not be 
much higher because of the keen competition.” As a matter of fact 
they did go up very markedly. 

Mr. Smiru. Do bear in mind, though, it is my honest opinion 
that, after OPA, prices did not go as high in the legitimate market as 
they were in the black market. 

Senator Doveias. You cannot measure the black-market prices. 

Mr. Suirn. I know. 
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Senator Doveias. Thank you very much. 

Senator Carrenart. I would like to ask just one question at this 
— What percentage of the meat does the so-called Big Ten 

nandle ? 

Mr. Smrrn. I cannot answer that. I can tell you what we 
handle—— 

Senator Carenart. Ordinarily, of course, many people think the 
big packers have a monopoly. I do not ‘know whether you do or 
do not. I would gather from the profits that you make that you do 
not, which brings me to this question: Why do you pay so much 
money to the farmer for his cattle that shows you such a small profit, 
practically no profit at all? Why do you do that? The general 
impression is that the big packers set the price for the live animal. 
If that is true, if you have a monopoly and you set the price for the 
live animal, why do you not make some money? Why do you operate 
as you do, what is there inherent in this business that prohibits you 
from making—well, your profit here was 0.72 percent, less than 1 
percent ; and Cudahy’s was 0.51; and Wilson’s was 0.61; and Armour 
was 1.02. What is there about this business, if you do have a 
monopoly—if you do control the prices—that causes you to refuse 
to make a profit for yourself? 

Mr. Smrrn. Senator, that is a fair question. The commission men 
in Chicago say that on an average day, such as today, they will have 
between three and four hundred buyers in the Chicago yards, all 
anxious to buy cattle. You will have, in addition to the large national 
packers, dozens and dozens of local packers; you will have many east- 
ern packers; you will have butchers bidding for cattle. And who are 
the cattle sold to? To the man who bids the highest nickel. That is 
how they are sold. It is a highly competitive business; it is a simple 
business; we are large—yes. Of our meat business we do about 15 
percent of the business in this country ; that is all. 

Senator Capenart. Then, as many people believe, Armour, Swift, 
Cudahy, and the other big fellows do not get together at 12 o’clock 
every night and set the price for the next day. Evidently you do not, 
because if you did you certainly would set them, I would think, on a 
basis that would show you some profit. 

Mr. Smirn. You think we should do a better job. 

Senator Caprnart. It seems to me you are poor businessmen; at 
least you do not make any profit for your corporations. 

Senator Dmxsen. Mr. Smith, how long have you been in the meat 
business ? 

Mr. Smrrx. Oh, I guess I have to own up to about 37 years. 

Senator Dirksen. Are you speaking for the institute this morning? 

Mr. Smiru. Yes. 

Senator Dmxsen. And the institute represents who in the packing 
industry ? 

Mr. Smrrun. Tt represents some six or seven hundred packers, and 
together they do, oh, 70 to 80 percent of the total meat business of 
the country. 

Senator Dirksen. Do they concur in these statements that you made 
this morning? 

Mr. Smrrn. Yes. 

Senator Drexsen. Following the questions asked by my colleague, 
Senator Douglas, does the Department of Agriculture estimate the 
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per capita consumption of meat on the basis of the disappearance of 
live animals from one end of the year to the other, or what other basis 
is there? 

Mr. Smrrn. Our consumption figures are based entirely on produc- 
tion, so that we get the per capita consumption in this country by 
taking total production and taking from that figure exports, adding 
imports, and then you get the per capita figure. 

Senator Dirksen. It is not estimated at retail, wholesale, or packer 
level; it is on the volume business ¢ 

Mr. Smirn. No; it is on a dressed-weight basis, but at the produc- 
tion level. 

Senator Dirksen. Consequently, there is no way of telling in that 
per capita figure how much of that might represent black-market 
meat as distinguished from meat that goes through legitimate 
channels? 

Mr. Soirnu. I believe that is right. What makes me hesitate there 
is I am not 100 percent sure what that uninspected factor is. 

Senator Dirksen. Let us take a situation like this: Back in 1942 
I remember Representative Wadsworth, who is a big feeder in his 
own right, said that, in a single day in the Chicago market; Armour, 
Smith, Cudahy, and Wilson got 1,000 head out of 10,000 that were on 
the market that day. So 9,000 head of animals disappeared into the 
market somewhere or other for slaughter, but you did not get them. 

Mr. Smiru. Yes. 

Senator Dirksen. Those could have gone down the road, and have 
been hit on the head with an ax under some convenient tree, or behind 
a barn. Then out with a skinning knife and throw away all the 
glands. Yet they showed up in the per capita consumption figure, 
did they not? 

Mr. Smiru. Yes; they would probably show up there. 

Senator Dirksen. So there was no way of estimating how much 
of that meat finally went into black market. We do know, however, 
from experience, that it was a very substantial amount. 

Mr. Smirn. Our slaughter, for example, just Swift & Co., we in 
1 week got down to a 7,100-head total in 34 plants. We would nor- 
mally expect to slaughter around 60,000 a week. We got down to 
7,000 head. 

Senator Dirksen. Has there been a drying-up of deliveries of live- 
stock in the Chicago market since the controls have been on? 

Mr. Smrru. We have had during the last 3 or 4 weeks rather panicky 
markets. You will get 2 or 3 days of very heavy receipts and then 
they dry up completely. Now we started out last week with very 
heavy receipts. By the end of the week they were light, and we have 
starvation qualities today. I am not sure that there might not be 
something in the paper one way or the other on price controls, and we 
might have heavy receipts by Wednesday. There is panic in the air 
with cattlemen, and you get very peculiar patterns of receipts. 

Senator Dirksen. The Food Division in OPS is under the direction 
of Mr. J. P. Hudson. 

Mr. Smirn. Yes. 

Senator Dirkson. Do you know Mr. Hudson? 

Mr. Smiru. I have met him. 

Senator Dirksen. He used to be head of Commodity Credit and was 
in the Department of Agriculture for a long time. 
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Mr. Smrrn. That is where I met him. 

Senator Dirxsen. Is he a meat man; do you know? 

Mr. Smirn. I do not know; I cannot answer the question. 

Senator Dirksen. Are there any steer men in meat marketing and 
meat production in OPS at the present time? 

Mr. Smrrn. Oh, I believe they have some practical packer men 
there. I believe so. I myself have never visited OPS since they were 
organized, and I am not too well acquainted with their personnel. 

Senator Moopy. For the benefit of ‘the Senator from Illinois, it 
ought to be in the record that the OPS is also consulting the meat 
industry as an advisory committee. 

Senator Dirksen. Well I was just wondering who was giving direc- 
tion to the industry in OPS itself. 

Do you know how much of an increase there has been in the appli- 
cation for slaughterer’s licenses in the past 2 or 3 months? 

Mr. Smirn. No; I cannot answer that. I do know that in the last 
2 to 3 months our own slaughtering has come down in proportion to 
the total. Most of the larger packers that you talk to—I have never 
discussed exact figures—but they say that their slaughter is coming 
down. Of course, you could say that is your choice; you are cutting 
down because of the terrific losses. 

Bear in mind that meat prices were frozen as of the December- 
January level, but live cattle prices were not frozen, and they have 
developed quite a squeeze. 

Senator Dirksen. What evidences are there of upgrading at the 
present time? Does the Institute have any statement to make on that 
subject ? 

Mr. Smiru. No. 

Senator Dirksen. Upgrading is just a fancy word whereby you 
take the commercial cut that normally sells at 40 cents a pound and 
put a prime label on it and get 70 cents for it; is that correct? 

Mr. Smirn. Do bear in mind, Senator, that that must be done by a 
Federal grader. It is a fact that there is 5 cents a pound difference 
in the worth, according to OPS, of a good steer or a commercial steer, 
and they come right together. There are many liners, which means 
that an 800-pound steer is $40. If you can get a Good stamp instead 
of Commercial you are $40 to the good. 

Senator Dirksen. But I was thinking of upgrading at the butcher- 
shop level. 

Senator Carenarr. What about the grading, where it is not fed- 
erally inspected ? . 

Mr. Smiru. It must be graded according to the Federal standards. 

Senator Caprnarr. Under OPS regulations. 

Mr. Suaru. That is right. 

Senator Carpenartr. How do we know they are doing it? 

Mr. S»mrn. Well, those questions are just natural questions that 
come up, and it just depends on the honesty of everyone involved, and 
so forth, and so on. 

Senator Dirksen. Under OPA did the packers have an opportu- 
nity to do any policing of block-market activities ? 

Mr. Smirn. All of us saw black-market operations, but OPA many 
times said, “Why don’t you tell us about the cases?” It is one thing 
to see something and it is another thing to get legal proof of some- 
thing. We just cannot do the policing job. There are many things 
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so plain to see—let me just give you one example. This is a condition 
that existed last week end, or during the middle of the week. If you 
would look at the Government noon report in the New York Market 
on meats you will find that genuine spring lambs were selling at 
68 or 70 cents. That is Government reports. What kind of a ceil- 
ing have you on lambs? You do not have any genuine spring lambs 
in the base period—that is, December-January. OPS issued a regu- 
lation that genuine spring lambs must be sold at the same price as 
winter lambs. Our ceilings—and we sell a lot of lamb in New York; 
I would not be surprised if we are not the largest sellers of lambs in 
New York—our ceilings on carcasses are 59 cents. The Government 
quotes the market at 68 to 70, and every morning we take our handful 
of lambs and divide them out among the customers; you get that piece, 
you get that one, you get that one, and the customer has to go some 
other place and get the market and pay the market of 68 to 70 cents. 

Senator CapeHart. You mean the ceiling was at 59 cents and you 
were selling them at 59? 

Mr. Smirx. Well, understand, I want you to be sure to understand 
this: The ceiling is based upon the highest price in which each indi- 
vidual packer sold his os but the Government did not quote any 
68- to 70-cent prices. The highest price quoted during that base period 


was 59 to 60 cents. Our ceiling happened to be 59 cents on carcasses. 
On cuts, if you threw the cuts together, it is a little over 60. So we 
are sold out every morning at 9 o’clock. 

The Government report quotes that most of the meat is in other than 
packer coolers. 

Senator Carenart. In other words, the ceiling is 59 cents. 


Mr. Smirn. For us. 

Senator Carpenart. But most of the lamb goes at 68 and 69 cents. 

Mr. Smrrn. Genuine spring lamb selling at 68-69; and again I am 
just quoting Government reports on this. 

Senator Carenart. As to genuine spring lamb? 

Mr. Smirx. Yes. Again that is their report, and they say it is, and 
I think it is. 

Senator Carrnarr. But it goes for practically 10 cents a pound 
more than you are permitted to sell it. 

Mr. Smirn. That is right. 

Senator Carrnart. Has that been corrected under existing regula- 
tions? 

Mr. Smirn. No. That exists today, or it did last Thursday. 

Senator Capenart. Will that exist a week from today ? 

Mr. Smirn. I do not know. 

Senator Carenart. Has there been any regulation to change it on 
the part of OPS? ; 

Mr. Smirn. We naturally have called OPS’s attention to it. 

Senator CaprHart. Have they taken any steps to correct it ? 

Mr. Smrrn. Not that I know of, but maybe their enforcement peo- 
ple are working on it; I do not know. 

Senator Carrnart. Under this new regulation that went into effect 
yesterday, does that correct that situation ? 

Mr. Smirn. No. 

Senator Dirksen. The prices that were quoted showing the appre- 
ciation in price after OPA went out, and the prices while OPA was 
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still on, of course do not reflect the prices that people paid in the black 
market ? 

Mr. Smrrn. That is right. 

Senator Dirxsen. One other question, Mr. Smith: There is such 
a thing as consumer resistance in the meat industry, is there not‘ 

Mr. Smrru. Oh, yes; there certainly is. 

Senator Dirxsen. Do you know of any industry in which it shows 
up more emphatically than it does in the meat industry ‘ 

Mr. Smirn. No. And incidentally there is quite a movement along 
that line that is just beginning to develop now. 

Senator Dirksen. This final question: You make up a balance sheet 
for every quarter, do you not? 

Mr. Smiru. Every month. 

Senator Dirksen. I was thinking of a balance sheet that is pub- 
licly reported. 

Mr. Smiru. There are some packers who put out a quarterly state- 
ment; we do not. We just put out the yearly statement. 

Senator Dirksen. How does the first quarter of 1951 compare with 
the first quarter of 1950? 

Mr. Smiru. For us, our business is not quite as good as it was last 
year. Now, I do not mean to say that there is a great deal of differ- 
ence ; there is not; but it is not quite as good as last year. 

Senator Dirksen. That is all, Mr. Chairman. 

Senator Moopy. Mr. Smith, I have just a few questions I would 
like to ask you. I want you to know that I think we all recognize in 
this committee that you do have a very complicated industry and a 
very complicated problem here. I would like to call this to your 


attention, that in writing a law Congress has a very serenes prob- 
i 


lem too because, as it has been testified to here by such men as Mr. 
Johnston, Mr. DiSalle, and others, while no one likes controls we have 
: very dangerous situation from the possibility of run-away spiraling 
1ere. 

None of us like controls, and I think all of us recognize that the 
meat industry is a complicated industry. But I would like to ask 
you whether you have thought of this: That the price of hamburger 
is a pretty important item in every housewife’s budget and in every 
housewife’s psychology. You have pointed out the psychology of 
cattle raisers, and I am sure that exists. They would like to be out- 
side of controls, and they would like to get the highest price they could 
get. But the psychology of the housewife, it seems to me, is equally 
as important. When they go to the grocery store and buy that meat, 
whether it is because of a broad margin on the package or whether it 
is a narrow margin—you are paying a lot for your cattle—if the net 
result at the consumer level is a price way out of line from what she 
thinks it should be, she is very likely to go home and tell her husband 
that he has got to get a wage raise, is she not ? 

Mr. Smiru. Possibly. You see that brings us to this question— 
the whole question of whether or not we are going to be able to check 
this inflationary spiral; Mr. Johnston testified the other day that it 
has already caused the American people $20 billion since Korea on 
higher prices for the same goods. Meat, of course, is much higher. 
We have already paid billions of dollars more for military equipment 
than we would have paid at the pre-Korean prices, and those higher 
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prices alone have absorbed more in Government revenue than is going 
to be netted, according to best estimates, by the tax increase voted 
last year. 

So 1 would just like to bring to your attention the fact that this 
is a problem that extends far beyond the meat industry. 

Senator Moopy. I just have a couple of questions to ask you. 

Mr. Smiru. Could I just interject there? 

Senator Moony. Yes. 

Mr. Smirn. I repeat, OPA is very fresh in our minds. We do not 
want that housewife to go through what she went through under OPA 
where if she got meat she only got meat after she stood in line for hours, 
and many a time the hamburger plate was empty and she could not 
buy meat. I believe we would so like to avoid that because we think 
people want to buy meat and we would like to supply it. 

Senator Moopy. Of course, Mr. Smith, but does that not go to the 
question as to whether or not there was a real shortage of meat in 1946 
and whether there was, as has been charged, a meat strike? While 
people were testifying here that prices would go down, or likely to go 
down, as Senator Douglas has read into the record, there were a great 
many cattle on the ranges, as I am sure you know. There was no meat 
shortage in that country, because as soon as controls were lifted, which, 
of course, was the objective of the people who were trying to get them 
lifted, meat flooded the market. There was a lot of meat. I have 
never been able to understand why it was, and I do not think you are 
trying to tell me that the public ethics of the meat industry or the 
cattle industry are any lower than any other industry, are you? 

Mr. Smirn. I do not get the point you are trying to make, Senator. 

Senator Moopy. I am making a point of the black market. 

Mr. Smiru. You see, as soon as controls were eliminated, we went 
from a short supply to a heavy supply, or plenty of meat, and many 
people—I do not know how you feel about this—but many people 
feel that that indicates that someone certainly was on a strike. What 
happens is this: That under OPA there was a good supply of meat. 
Now, you do not travel in the circles that had it. You could get plenty 
of meat in the black market. 

Senator Moopy. I might say I did not, and I hope you did not. 

Mr. Smiru. I did not have meat, because I could almost have eaten 
our total supply. It is one of those situations where, when OPA was 
wiped out of existence, immediately meat came out of hiding and you 
could again see it in the regular, legitimate shops. 

Senator Moopy. That is exactly the point I am asking you about, 
the comparative public ethics of the people who are dealing in it, be- 
cause What would you have thought, Mr. Smith, if labor, whose wages 
were controlled under the Little Steel formula during the war, had 
gone on strike and refused to make equally vital war commodities; 
they would have been severely criticized? What would you have 
thought of a manufacturer who refused to produce an antiaircraft 
gun because he could not get all he wanted in price? After all, the 
price of industries in this country were regulated and the profits were 
renegotiated by the Government, and there was not any strike of pro- 
duction by them. 

Mr. Smrrn. And there was no strike on our part either. 

Senator Moopy. Why did not the meat come in ? 
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Mr. Smrru. We could not buy them. We could not buy the cattle 
in compliance. 

Senator Moopy. Let us make it clear. I am not criticizing you as 
such—the legitimate industry as such for not providing the meat. [ 
realize that the lack of licensing regulaiions did leave loopholes that 
went around it. But I do say the meat was here and that it was held 
out of the markets. What we are trying: to find out, at least what I 
am trying to find out, is, How can we keep the price down without 
having that repeated ? ~ 

Mr. Smriru. Senator, I do believe that this is a fact—and I honestly 
believe this—that we had altogether more meat than most people 
imagine during OPA days. The difficulty is that it got away in part 
from Federal slaughter and it did not get into our large stores where 
many, many people shop. It was under the counters and it was in 
places where you could not see it, and I believe that if we actually 
had figures on the total slaughter that actually took place during 
OPA, black, white, and every shade of the two, we would find that 
there was not near the shortage—some shortage, yes, but I do not 
think there was near the shortage; and I feel sure that no one would 
be accusing some segment of our industry striking. Cattle were being 
sold; they were being slaughtered; but they did not go through the 
normal channels. 

Senator Moopy. I think that the whole basis of the argument that 
there is one sector of the economy at a time when our economy may 
be threatened by an inflationary run-away, there is one sector that 
will not submit to this thing and it will go into the black market— 
certainly I am not imputing this to you because I know you were 
disadvantaged by the black market; I am very conscious of that—but 
1 think any time that situation is a fact we ought to examine the 
public ethics there. I think the people ought to know that if meat 
is in the country and the Congress and the Government decided that 
it ought to be controlled, I do not think that black market is a defense 
for not controlling it, Mr. Smith, and I would like to hear your 
comment on that. 

Mr. Smiru. I know of no way that you can control it. We went into 
World War II with OPA with no convictions on this question of con- 
trol. I remember so well when the consideration of control came up 
our President got some of us together and he said, “Well, the program, 
I guess, is going to be controlled. It is our job tomake it work. What 
can we do about it?” We set ourselves to the task of trying to figure 
out some way to make this thing work. We had many suggestions 
that we made to OPA. We had no preconceived ideas that controls 
would not work, but we learned it the hard way. We got into one of 
those situations. 

Let me just give you an intimate figure as it applies to Swift. We 
were told what we could pay for live cattle, and then we were told 
what we had to sell meat for. Our slaughter got down some weeks 
to around 7,000 head. Do you know that with a kill of 7,000 head we 
have a loss of $5.43 a hundredweight, $20 to $25 a head on cattle? 

Senator Moopy. At the same time, of course, you were losing a lot 
of the glands, as the Senator from Illinois mentioned, and the other 
very valuable products that you would have gotten had the meat not 
been put into the black market; is not that right? 
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Mr. Smrre. Bear in mind of that 7,000 head—we should have 
slaughtered 50,000 to 60,000 with the OPA prices paying the same 
price for cattle; selling the meat at the same price at 50,000, we 
would have broken even. If we could have slaughtered 60,000 we 
could have had handsome profits. That is the price we paid. And 
we immediately now are slaughtering 90 percent. I do not know 
what the next figure will be. If you will read the regulations that 
now apply and you compare that with OPA regulations, it looks 
as though we are in for the same thing. Some of us are a little 
gun-shy. 

Senator Moopy. I do not blame you for that, but I do think that 
a number of changes have been made. For example, let me ask this: 
Do you think that the regulation of licensed slaughterers now is an 
improvement that would help the legitimate meat interests in chan- 
neling the meat properly ? 

Mr. Smiru. I am afraid that I, being a beef man, just have to prove 
a little bit on the hard-headed side in this one respect. I want to 
see the result of it. We had so many people tell us during OPA that 
henceforth and forever it is going to be right; and, you know, I think 
they were honest, 100 percent honest, but it did not work. I am at 
the point where I do not want to take words any more. Let us see 
the proof of it. 

Senator Moopy. I know, Mr. Smith, but this is a very difficult 
problem. 

Mr. Smirx. I know it is; yes. 

Senator Moopy. No one here, and I, perhaps, least of all, has any 
taste for controls at all, but I think we must in writing a law here 
not only take into consideration the difficulties of this one great indus- 
try but also the problem that is going to be created in the United 
States if we do have a sharply inflationary spiral. Is not the OPS 
at this time, for example, going to allocate this slaughtering so that 
the thing will be successful? Is not that one of the factors in this 
program ¢ 

Mr. Smirru. That is right. 

Senator Moopy. Is that not an improvement over the OPA sit- 
uation ¢ 

Mr. Smirn. Understand they allocated the kill last time, but it did 
not work. This time they say it will work, and I hope it does. 

Senator Moopy. The distinguished acting chairman of this com- 
mittee has asked you how you would relieve the consumers; and be- 
lieve me—please understand this—if you can come in here with a 
program that will be more workable than the program now in effect 
and will also protect the economy and the consumers, I think that 
everyone here would be delighted to get it, and we would like to get it. 

Mr. Smurn. Frankly, Senator, if I were smart enough to figure 
it out I would not be here; I would be over talking to Mr. DiSalle. 
We worked with OPA 3 years trying to find some answer to this 
thing, and we had to give up. 

Senator Capenart.I would like to ask you this question: Why 
has your slaughtering quota been reduced to 90 percent? What is to 
be gained by that? 

Mr. Smiru. I presume—and I am guessing at this—I presume that 
OPA decided that for the coming month we could expect receipts 
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Senator Carrnarr. Who is going to get the other 10 percent ? 

Mr. Smrru. I do not know. 

Senator Moopy. Is it not based on the percentage of the anticipated 
flow of animals as compared to last year? 

Mr. Smirn. That is right. We, of course, cannot anticipate that; 
we are not smart enough. 

Senator Moopy. Speaking of the 10 percent, Senator Capehart—— 

Senator Cargenartr. Then if what we want is more production of 
animals—and there cannot be the saifie number of animals today as 
there was a year ago, or approximately—what is to be gained by reduc- 
ing you to a 90-percent kill over the same month a year ago? 

Mr. Smirn. You understand we will not slaughter 90 percent. 

Senator Carenartr. What will you slaughter? 

Mr. Sairn. It will be somewhat less than that. 

Senator CareHart. Because you cannot get it? 

Mr. Smiru. Let me give you an example—— 

Senator Capruart. Well, let us get back to why OPS officially re- 
duced you to 90 percent. 

Mr. Suirxu. I presume—and I am guessing now—that they thought 
that the available supply would be 90 percent of what was available 
in May last year. 

Senator Carenart. But if your company could get 100 percent, what 
business is it of OPS’s whether you get 100 percent or 90 percent? 
What is to be gained by reducing you to 90 percent if you were able to 
get 100 percent ? 

Senator Moopy. The complaint in the last war, if I might interject 
here, Senator Capehart, was that the flow of animals was not going to 
the people who were getting the entire value out of the carcass but 
was flowing around them into the black markets where the lambs 
and other things were wasted. I believe the effort here—— 

Senator Carenart. I understand that 100 percent, and understand 
it thoroughly. That is why I am wondering why they take a legiti- 
mate packer and reduce him from 100 to 90 percent. That simply kills 
the argument that you are making, or they are making. What Earidins 
to the other 10 percent? Does it automatically go into the black 
market ? 

Mr. Smirn. The point I do not believe they quite recognize is this: 
I was checking a 2 months’ kill of ours, Swift & Co., and the Federal 
slaughter the second month was 10 percent lighter than the previous 
month, so I next looked at the receipts of all markets, and the receipts 
it also happened were 10 percent lighter, and I looked at Swift’s 
slaughter, and we were 9 percent lighter. 

Senator CaPpenart. I understand that, you might yourself be 25 
percent lighter, but what I am trying to find out why does OPS re- 
duce you and all others to 90 percent? What happens to the other 10, 
because there is 100, you know, in everything. 

Mr. Smiru. The point I wanted to make was that when T looked 
at our slaughter by plants, we had everything from a 42-percent in- 
crease to a 37-percent decrease. 

Senator Carenart. Do I understand this 90 percent to mean that 
if I, being a farmer, and I took 100 head of cattle into the Indianapolis 
market tomorrow and wanted to sell them to you, but you had been 
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fortunate enough so that you had been able to already buy 90 percent 
of your quota, you would not be able to buy them from me? 

Mr. Surrn. That is right. 

Senator Benron. Is it to protect the small packer; is that the idea? 

Mr. Smirn. No, I do not believe so. 

Senator Carenart. What I am trying to find out is what is gained 
by the OPS, by the regulation which has the effect of a law, saying 
to you and all other packers, “The thing we want is more met ut, but 
you can only kill in this month 90 percent of what you can get.’ 

’ Mr. Smuru. I cannot explain that. 

Senator Carenartr. Mr. Chairman, I suggest that we call Mr. Di- 
Salle back and ask him that specific question. I would like to get the 
answer to that, because it seems to me that that 10 percent, the dif- 
ference between 90 and 100 percent, evidently must be going into the 
black market. It is certainly going some place that ‘it did not go 
a month before they put the regulation into effect. 

Senator Rozerrson. It may “have been like this officer that I served 
under in World War I; he gave us a written examination on some type 
of field problem, I forget what it was, and I got 90 percent. I said, 
“Now, what question did I miss?” 

“Well,” he said, “you did not miss any,” but he said, “I could not give 
you a hundred because I know you are not perfect, and I just made it 
90 percent.” 

Senator Bricker. Fhere is just one other suggestion I would like 
to make in light of what the Senator from Michigan has said about 
the attempt to indict the livestock industry by not being patriotic. 
A man was in my office this morning that requires in his “industry — 
and it is a small industry, in building—about 70,000 tons of steel a 
month, 

This man told me that he could not get an allocation, that he had 
been buying steel in the black market “for his use at 21% times the 
present price for steel. He said, “I just cannot live under that.” I 
just want the record to show that this black-market operation is not 
limited to the livestock industry by any means, nor was it limited to it 
during the war. 

Mr. Smirn. That is right. 

Senator Moopy. I would like to say that I would like to have the 
record show also that I was not indicting anybody. I was simply 
asking the question as to whether it was a proper defense, when we 
have a program of the scope of this one, whether it was a proper de- 
fense to say that people were going to violate the law and therefore 
we do not pass a law. 

Senator Bricker. I think the conclusion that we are violating the 
law by not producing animals and not selling them is not a proper 


conclusion about violating the law on the black market. and it looks 
like it has been induced 


Senator Moopy. That is all T have. 
Senator Rosertson. The committee will try to get from Mr. DiSalle 


some explanation of the 90 percent, The acting chairman admits that 
he does not understand it. 


(The following was later submitted for the record in response to the 
above. ) 
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MEMO ON OPS SLAUGHTER QUOTAS 


1. Why were cattle quotas set at only 90 pereent for the month of May? 

Cattle quotas for the month of May are not set at 90 percent of current market- 
ings. They are set at 90 percent of last year’s slaughter. That is because 
OPS estimated—on the basis of statistics supplied by, and consultation with 
the Department of Agriculture—that cattle marketings this month will be only 
90 percent of what they were last year. Data on cattle receipts so far indicate 
that OPS’s estimate was right. The 90 percent quota has been in effect for 3 
weeks and reports received continuously indicaté that there was no surplus of 
eattle in any of the markets. =r 

The idea behind the slaughter-control program is to assure each slaughterer 
the same proportion of the total supply of livestock that he obtained last year. 
Hence, if total cattle marketings this month were only %0 percent of what they 
were in the same month last year, each slaughterer’s fair share of the total 
was 90 percent of what he slaughtered last year. 

If cattle quotas for this month were set at 100 percent of slaughter in the 
same month last year and cattle brought to market were only 90 percent of the 
number brought to market of the same month last year, then a slaughterer who 
slaughtered 100 percent of his slaughter last year would get more than his 
fair share of the supply at the expense of other slaughterers who would get less 
than 90 percent. 

2. What will become of the other 10 percent? 

As explained above, there is no other 10 percent. The quotas for the month 
of May are sufficient to absorb all cattle brought to market. The quotas are 
not 10 pereent less than the total number of cattle now being marketed. Rather 
the total quotas are equal to or in excess of the number now being marketed. 
The number of cattle being marketed in this month is 10 percent less than the 
number marketed in May of a year ago. 

3. What will OPS do if the number of livestock being marketed in a particular 
month is greater than it was last year? 

OPS will set the quotas at a figure higher than 100 percent. This is just 
what OPS did with respect to hogs for the month of May. The May quota for 
hogs is 110 percent. The quota for June will be 115 percent. 

4. Suppose more cattle come to market than OPS estimates? 

OPS will in that case increase the quotas. It does this now in particular ones 
For example, when an unusually large number of calves came to the St. Pau 
market, quotas for slaughterers purchasing calves in that market were adjusted 
within 24 to 48 hours. 

In addition, the regulation provides that it will do so country-wide whenever 
it appears that more cattle are being marketed than forecasts indicate, 


If there are no more questions we wiil call the next witness. Thank 
your Mr. Smith. 

Mr. Smiru. Thank you. 

Senator Ronerrson. Mr. Loren C. Bamert, president of American 
National Cattlemen’s Association. 

The acting chairman will say we probably cannot finish with this 
witness before we have to recess for lunch and go over on the floor 
in a little while, but the committee will meet again at 2:30 in the 
old Supreme Court room of the Capitol to complete the schedule of 
witnesses. We intend to hear all four witnesses today. 


STATEMENT OF LOREN C. BAMERT, PRESIDENT, AMERICAN 
NATIONAL CATTLEMEN’S ASSOCIATION, DENVER, COLO. 


Mr. Bamert. Mr. Chairman, I am president of the American Na- 
tional Cattlemen’s Association, with headquarters at Denver, Colo. 
Our membership is composed largely of range cattle growers in 
the States west of the Missouri River and of pasture cattle operators 
in the Southern States of Georgia, Florida, Alabama, Louisiana, and 
Mississippi. We have also quite a number of members who are 
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cattle feeders in the irrigated valleys of the west and a scattered 
membership through the Corn Belt and the Eastern States. 

I am sure you will realize that the production of beef is a two- 
way affair. It is the function of the bulk of our membership to pro- 
duce young beef animals, many of which then go to the feed lots in 
the irrigated valleys, throughout the Corn Belt and, in fact, the bal- 
ance of the country where, in a great variety of feeding operations, 
two or three hundred pounds per animal on the average is added 
to the weight, and the quality of the meat thereby greatly improved. 

Senator Roserrson. Without objection, the witness’ full state- 
ment will appear in the record at the end of his testimony. 

Senator Soshassoe: Now, will you tell us what you want to say, 
and speak it in your native tongue. 

Mr. Bamerr. Thank you, sir. 

We feel the main key to this thing, of course, is increased produc- 
tion. Under the present roll-back of prices on beef cattle and regu- 
lations that we have to comply with, this will not increase production 
but will tend to decrease production of beef animals. We have heard 
quite a bit about the beef prices being out of line with the income 
of the consumers, and so forth. We would like to point out to you 
that during the last 35 years, or since records have been kept, the con- 
sumer has spent from 514 to 6 percent of their total disposable income 
for meat. 

We would also like to point out to you, going along those same per- 
centages, the consumer in the period between 1935 and 1939 od 
only 126.2 pounds per capita consumption, while this year we esti- 
mate the consumption will be 148 pounds. Last year, as has been 
pointed out by the previous witness, we have increased our cattle 
supply and sheep supply and pork supply. We feel that during the 
present decade we can raise the per capita consumption of meat by 
increasing the supply from 148 pounds to possibly 160 to 170 pounds 
per person. 

We should also like to point out to you that because of the roll-back 
order many cattle were being marketed at the present time at lighter 
weights than they would have ordinarily been under the regular 
marketing conditions. This is for the reason, perhaps, that the people 
are trying to get the livestock off of their hands before the roll-backs 
take effect. 

Senator Bricker. That means poorer quality, also. 

Mr. Bamerr. Yes, sir; there will be poorer quality on the market. 

The cost of production: It is very hard for us to give you a cost- 
of-production figure on our range producers. I know you are going 
to have several figures submitted to you on the cost of range pro- 
duction by other witnesses. I have included in my statement cost- 
of-production figures that have been sent to me by cattle producers. 
We feel that the feeder can give you a better picture, a more com- 
parable figure, than can the range-cattle producer, because he has a 
set cost coming into the feed lots and his cost is more or less set in 
his operation of labor, feed cost, and so forth. We do know that the 
feeder is going to suffer serious losses by this recent roll-back order. 

Many of them will put their cattle in at high prices who have 
had the 10-percent roll-back already, and face another roll-back in 
the future. We know those men are going to have to market their 
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cattle at a lighter weight also because they would be foolish to hold 
those cattle past the roll-back in August and October. Many of 
those fellows have suffered substantial losses. 

The other day Secretary Brannan, in his testimony before the House 
Agriculture Committee stated that “11 percent of all corn fed to 
livestock of all types and classes.” He also stated in the same hear- 
ing that, “the bulk of the cattle feed comes from range and pasture.” 
That is, it only takes about 11 percent of the total corn supply to go 
into livestock that are in the feed lots. ~ 

We maintain, of course, that we have to have increased production 
and we have to take into consideration the feed so that cattle may 
utilize and put on more weight from that feed than any other type of 
livestock. 

About the effect of the roll-back orders on production, probably 
the psychological effect on the roll-back orders are really going to 
be a major factor in the effect on increased production, for the simple 
reason that we were assured by Mr. DiSalle and Mr. Johnston and 
others in the Administration that there would be no roll-back of 
livestock prices beyond the freeze period. 

Senator Roserrson. Did anybody promise that if you did not roll 
back January that the prices would be stabilized and an inordinate 
advance would be prevented ! 

Mr. Bamerr. Yes, sir. In my statement here I have excerpts 
from a radio address of Mr. Eric Johnston, Administrator of Eco- 
nomic Stabilization. I also have a number of other letters here that 
were written in answer to the question of whether or not there were 
going to be roll-backs in the cattle prices beyond the freeze period. 

Senator Ropertson. Have the prices to the consumer gone up inor- 
dinately or not? Prices on the range have not gone up so much, but 
what about—is it 6 or 7 cents? 

Mr. Bamerr. Yes, approximately that. 

Senator Ropertson. Has the price to the consumer of meat been 
inordinately or improperly advanced by somebody ¢ 

Mr. Bamert. I do not believe so, sir. 

Senator Benton. What is that in percentage, that 6 or 7 cents? 

Mr. Bamert. I do not know whether that is the exact percentage 
of the increase in the live cattle price since the freeze period, but 
I would judge that that is fairly close. 

Senator Benron. What would the price be, from what to what, 
how has it gone up? 

Mr. Bamert. How much has it gone up percentagewise ¢ 

Senator Benton. In cents, what was it and what is it now? 

Mr. Bamert. I believe I have some figures here that I can probably 
dig out for you on that. I cannot just pick it out of my head, Senator, 
at the present time. 

Senator Ropertson. What are cattle bringing now? 

Mr. Bamerr. They have been selling all the way from 32, 35, or 
36 cents a hundred, that is your feeder type cattle. 

Senator Rosertson. The same type of cattle that at the same time 
last year were bringing in 26 and 28? 

Mr. Bamert. Yes, that is about it. 

Senator Rosertson. It has gone up about 6 cents a pound ? 

Mr. Bamerrt. Yes. 
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Senator Moopy. When is most of the cattle bought for the feeder 
lots ¢ 

Mr, Bamert. That varies a good deal, Senator. Some of the oper- 
ators have different seasons when they put cattle into the feed lots. 
Others are continually buying cattle and continually selling cattle 
out of the feed lots. 

Senator Moopy. Is not the majority of the cattle bought in the fall ? 

Mr. Bamert. A good deal is bought in the fall. 

Senator Moopy. Is not the percentage of the total feeder cattle much 
heavier in the fall than in this period since the price freeze ? 

Mr. Bamert. Yes, I believe that is correct. They feed their cattle 
up until it is about time to restock and their feeder cattle come off 
the range. 

Senator Moopy. So while there is, apparently, a problem which is 
involving the people who have bought cattle since the price freeze, 
the people who bought cattle last fall, when most of them did buy, 
are in critical condition today, are they not ? 

Mr. Bamert. That would be a question that would have to be 
answered by your feeder operators, sir. I am a range producer and 
those men could give you a lot clearer answers on that than I can, 
sir. 

Senator Rogerrson. You feel like this program is going to cause a 
reduction, or at least a slow-down in a favorable trend to increase 
production ? 

Mr. Bamerr. Undoubtedly, sir. 

Senator Roserrson. You think that cattle should be relieved of all 
controls ¢ 

Mr. Bamert. Yes. I do not think there are any controls, as pointed 
out by the previous witness, that can be applied to the livestock and 
meat industry that will work and increase production at the same 
time. 

Senator Rosertson. If you take off all controls what do you think 
will be the effect on prices? Some of the people are going to read this 
next year, so you can bear that in mind when you answer. 

Mr. Bamerr. Yes,sir. I realize that that question is in the minds of 
everyone, if price control is removed how much will cattle prices go 
up. Under a free economy we have a price-control system that has 
always proven very effective, and that is the consumer’s willingness 
to pay the price for our product. I would like to point out to you 
gentlemen at this time that even though we had an adjustment in 
retail prices last week, that many cuts of meat are selling below ceiling 
prices right today. 

Senator Ropertson. But I am asking you to assume—well, “I will 
assume the role of Drew Pearson and say: ‘I predict.’” What do you 
predict ? 

Mr. Bamerr. I do not think there is anyone in the world that would 
predict what the price would do. 

Senator Ropertson. Do you want us to hold the bag or are you 
willing to hold part of it with us? 

Mr. Bamert. Well, sir, I certainly do not want to shirk any respon- 
sibility for holding any bag, but judging from the new ceiling prices 
and the housewife’s unwillingness to pay the new ceiling prices on 
many cuts of beef right today, it proves that she has reached the point 
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where she is not going to pay any more for meat, regardless of whether 
there is a price ceiling or not. 

Senator Moopy. Is not what you are really talking about a system of 
price rationing for the people who have the lower incomes and they 
are rationed out of the market by high prices first, and if there is not 
enough to go around, why, the actual rationing has taken place 
according to price the consumer is willing to pay ? 

Mr. Bamert. That would probably be it,sir. 

Senator Benton. May I make this point, too: You have a very effec- 
tive system, I agree with you, if you have a free economy operating 
where the housewife has the choice to buy meat or buy a vacuum cleaner 
or a refrigerator or an automobile, whatever it is she may want to 
spend this money on. But Secretary Brannan the other day pointed out 
that the all-time peak in meat production was in 1947 when per capita 
consumption was 7 pounds above the present 148 pounds. We were 
up to 155 pounds. I wonder if you would agree with his explanation. 
His explanation was that when people could not buy other items of 
merchandise they had more money which gravitated and flowed into 
the purchase of meat. Would you agree with that explanation ? 

Mr. Bamert. I agree partly, but I do not believe I wholly agree with 
that, because—— 

Senator Benton. How do you explain, in view of this long-time 
trend from 122 pounds to 148 pounds over the last twenty-odd years, 
and your prediction you have just made, that you expect to see it go to 
160 or 170 pounds? How do you explain this bulge up to 155 pounds 
in 1947? 

Mr. Bamerr. At that time—— 


Senator Benton. If you do not accept Secretary Brannan’s explana- 
tion, what explanation would you suggest ? 

Mr. Bamert. I would suggest that the livestock producer felt—vou 
see, this is a long-time problem and takes about 3 years to increase your 
herd, to start an increase in your herd, and it does not take that long 
to decrease it, of course, but it takes about 3 years to increase it. 
Evidently it was felt that the demand was going to be able to take 


more cattle and the livestock producer tended to hold up more of his 
cattle to increase his herds up to that point. When you get to the 
high point there he began to figure that, by golly, maybe this thing is 
going to level off and my demand is going to drop off, and therefore 
he was trying to get rid of more of his cattle so he would not be caught 
with too many on hand at the time the demand dropped and the 
price went down accordingly. 

Senator Brenton. It does not take much of a Drew Pearson, it does 
not seem to me, to predict that a year hence people will not be able 
to buy other articles of consumption which they want because the 
supply has been stopped in order to produce tanks instead of automo- 
biles. They have the money in their pockets and will not be able to 
buy the automobiles, but if we are operating a free market on meat 
they will move into buy more meat. Would you not accept that ? 

Mr. Bamerr. I think that would be natural for them to do that, 
Senator. 

Senator Benton. If it is the natural thing to do, then admitting we 
are not able to predict too accurately the future, it is difficult to know 
how far this can develop and at what point you have to call a stop 
to it. But you have to call a stop to it at some point. Would you not 
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agree that you would have to call a stop at some point or you will have 
a completely distorted economy, converting more and more to noth- 
ing but the production of meat. 

‘Let me just carry it toan extreme. Suppose that we get everything 
under controls so we cannot get refrigerators, automobiles, or all the 
other things that are going to go out of production, and we leave meat 
as a free commodity. I do not see any reason why the American 
public might at some future time not want to consume 300 pounds of 
meat per capita, twice the present consumption. This would mean 
that we would not legally be channeling all our productive capacity 
into meat. 

Mr. Bamerr. That is right, sir. 

Senator Benton. You would not advocate that policy, would you? 

Mr. Bamert. Absolutely not, Senator. I think we are all agreed 
that we are in this inflationary spiral. 

Senator Benton. If you do not advocate that policy then it may 
inevitably come to a point where you are going to have to put on con- 
trols of some kind and the only argument would be at what point do 
you put on the controls, 

Mr. Bamert. I think we all agree what we want is increased pro- 
duction, but that is not the full answer to this problem we are faced 
with today. 

Senator Benton. But the increased production could take you from 
148 pounds to 160, 170, 200, 250. Unless we are going to have a com- 
plete distortion of our farm economy and a complete distortion of the 
economy as a whole, you would reach a point at which you would 
have to put a stop to it. At that point you would have to put in 
controls. 

Mr. Bamert, No, sir, we do not believe controls will ever work. We 
know controls will never work in the livestock and meat industry and 
probably in many of the others. I don’t know. We are advocating 
the complete elimination of title IV of the act and ask it not be extend- 
ed. I would like to—— 

Senator Benton. If we drop it and have these hearings a year 
hence and 148 pounds is increased to 160 pounds or 170 pounds, and 
we have a growing distortion of our farm economy and our economy 
as a whole, with everything flowing into production of meat instead 
of the production of other things people cannot buy, there will then 
be a demand to put on controls and you will get representatives of 
the meat packers and cattle growers again saying, “It is impossible.” 
Similarly when you have 200 pounds they will be saying it is impos- 
sible; similarly at 225 pounds it is impossible. Now, at what point 
could we agree that you are going to have to call a stop to increased 
production as the answer to the problem ? 

Mr. Bamert. Senator, I have been trying to say that that is not the 
total answer to our problem of inflation. We all agree to that in the 
livestock and meat industry. Just taking the price ceilings off of 
meat products is not the answer to it. For the past several months 
the entire livestock and meat industry has been studying this prob- 
lem of inflation. 

Senator Benron. How could you hold production to 148 pounds? 
Let us say that the meat packers are not going to be asked to cut back 
the way other people are, the way the automobile and all other people 
are; we are just going to hold it or peg it at 148 pounds. That would 
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be preferential treatment, actually, proportionate to the balance of 
the productive economy that other grotps are getting. How could 
that be done without some kind of control ? 

Mr. Bamert. What we are talking about, Senator, is the same thing. 
We are talking about inflation, the trend toward inflation that we are 
faced with today. Realizing this, the livestock and meat industry, 
as I said, has been studying this thing for a long time. They have a 
plan they would like to submit in lieu of price controls and that, of 
course, is increased production, restri¢fions on expansion of money 
supply, strict economy by Government, pay-as-we-go taxation, limita- 
tions on consumer credit, and encouragement of individual savings. 
It is a long, broad program. We cannot say that we can pin these 
prices down. We can’t say that price controls and these other things 
must be done in order to curb the upward trend toward inflation. 

Senator Carenart. Is not 148 pounds the total amount of meat that 
was produced ? 

Mr. Bamert. That is correct. 

Senator Carenart. Was not 155 pounds produced in 1947? 

Mr. Bamert. That was the total amount of hogs—— 

Senator Capenarr. Because meat is something that is produced and 
must be consumed. You have to sell it, you have to dispose of it. 

Mr. Bamert. Yes, sir. 

Senator Caprrnart. It is a perishable product and you can only 
hold it a certain length of time. So I presume 148 pounds was the 
total production and 155 pounds represented the production in that 
year, that is the amount that was sold from the farm into the market. 
I can think of nothing more wonderful than having it get up to 200 
pounds. 

Mr. Bamerr. That would be fine. 

Senator Benton. I agree, it would be fine. 

Senator Bricker. Just one question with regard to your presenta- 
tion here. 

I note the letter from Mr. Eric Johnston to Senator Millikin in 
which he refers to the industry advisory committee, with which he 
was consulting on the matter and then I refer also to his speech of 
March 9, 1951. Let me quote two paragraphs from that: 

You might still cheer a roll-back order such as that if you could really get 
the steak you like or the suit you want. But the chances are you couldn't. 

They'd disappear from the butcher’s counter and from the racks of your cloth- 
ing stores. You might find plenty of beef, yes. Plenty of beef in the black 
marce.: * %..*, 

And all at fantastic bootleg prices. I don’t think you’d like that * * *. 

That is from Mr. Johnston’s speech on March 9, just a little over 
2 months ago. He mentioned in his letter to Senator Millikin that 
he was going to confer with the industry advisory committee. Did 
his speech on March 9 indicate the advice of the advisory committee 
or did the advisory committee advise on the final order which 
amounted to the roll-back ? 

Mr. Bamert. Senator, I believe a member of that advisory com- 
mittee is in the room, that is, the Livestock Advisory Committee, and 
he could give you first-hand information on the experience they were 
up against in their recommendations. 

Senator Bricker. Will he be a witness later in the day? 

Mr. Bamerr. He is available and I imagine he will be, yes. 
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Senator Caprenart. Is he scheduled? 
probably will not. 

Mr. Bamert. The Texas and southwestern, I believe—— 

Senator Rosertson. Mr. Willoughby and Mr. Conway are the next 
two witnesses. Either one of them ? 

Mr. Bamert. Mr. Conway, yes. 

Senator Bricker. What I want to know is whether or not the 
arguments you are making here were made to Mr. DiSalle and Mr. 
Johnston before the roll-back order was put out. 

Mr. Bamerr. As I understand it none of them knew on the ad- 
visory committee there was going to be such roll-back order at all. 

Senator Rosertson. In view of the fact there is a quorum call that 
we probably should answer, and it is nearly lunch time, too, the 
committee will stand in recess until 2:30 this afternoon in the old 
Supreme Court room of the Capitol. 

(Mr. Bamert’s prepared statement follows:) 






If he is not scheduled he 





STATEMENT OF LOREN C. BAMERT, PRESIDENT, AMERICAN NATIONAL CATTLEMEN’S 


ASSOCIATION, DENVER, COLO. 


1 am president of the American National Cattlemen’s Association with head- 
quarters at Denver, Colo. Our membership is composed largely of range cattle 
growers in the States west of the Missouri River and of pasture cattle operators 
in the Southern States of Georgia, Florida, Alabama, Louisiana, and Mississippi. 
We have also quite a number of members who are cattle feeders in the irrigated 
valleys of the West and a scattered membership through the Corn Belt and 
the Eastern States. 

I am sure you will realize that the production of beef is a two-way affair. It 
is the function of the bulk of our membership to produce young beef animals, 
many of which then go to the feed lots in the irrigated valleys, throughout 
the Corn Belt and, in fact, the balance of the country where, in a great variety 
of feeding operations, two or three hundred pounds per animal on the average is 
added to the weight, and the quality of the meat thereby greatly improved. 


PRODUCTION, THE KEY 


The industry approach to this whole problem has been that increased pro- 
duction is the key to supplying an adequate amount of meat to the consumers 
at prices in line with their ability to pay. I heard many witnesses testifying 
last week before the House Committee on Agriculture, representing both pro- 
ducer and feeder groups, and all were unanimous in the belief that the DiSalle 
cattle and beef price regulations would inevitably reduce the production of beef. 
There has heen complaint that beef prices have advanced out of proportion to 
other prices. The record shows that for many years past, except during the 
period of control under OPA when prices were arbitrarily set, the consumer has 
spent from 5% to 6 percent of his disposable income for meat. In 1949 this 
percentage varied by quarters from 5.3 to 5.6 percent. In 1950 it varied by 
quarters from 5.8 to 5.9 percent. For the first quarter of this year it stood at 
5.7 percent, and the estimate for the current or second quarter of 1951 is 5.9 
percent. It should be remembered also that these percentages cover a greater 
volume of meat because per capita consumption last year was 145 pounds and 
this year it is estimated to be 148 pounds. This is considerably above normal 
per capita consumption prior to World War II. Total average consumption per 
capita for the 5 years 1985-89 was 126.2 pounds. 

Last year cattle numbers increased by approximately 4,000,000 head and the 
number of eattle on hand January 1, 1951, all cattle, was approximately 
84,200,000, Hog numbers advanced last year by 5,000,000 head and sheep num- 
bers by 1,000,000 head. The industry was really going to town in meat pro- 
duction. In cattle it was freely predicted that next January 1 we would have 
an all-time record high number, exceeding the former peak of 85,500,000 head 
on January 1, 1945, and that we would go up to 90,000,000 head or more before 
the current upward trend was discontinued. We are now fearful that the orders 
issued by Administrator DiSalle will upset this trend toward sharply increased 
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preduction. Unquestionably, already there has been substantial loss in tonnage 
as many cattle have come to market 2 or 3 months ahead of scheduled time, 
and we expect considerable liquidation even extending into the breeding herds 
between now and August 1 when the second roll-back goes into effect. 

In addition, the feeders generally are not buying replacement cattle and will 
not do so until after the third roll-back in price ordered to go into effect on 
October 1. It would be folly for anyone to buy cattle now, knowing that the 
Government was going to reduce the price twice in the next few months; and, 
as a consequence, there cannot be avoided a gap in the beef supply next winter 
after the fall range run of grass beef is over. ei 


a 


COST, OF PRODUCTION 


As to the cost of production, there are different types of ranch and pasture 
operations and different types of feeding in almost every State of the Union. 
It simply is not possible to give you a figure that can be assumed as representing 
the average cost of production in this country. There is no such figure. 

I will attach to this statement some fgures attempting to show cost of pro- 
duction in limited areas. There will be other witnesses who will have similar 
figures for their own operations or individual operations which have been fur- 
nished to them. Feeders can give more accurate figures on their operations 
than can range cattle producers, ordinarily. They have a much smaller plant 
investment and a big percentage of their expenses are for labor and feed, the 
cost of which is definitely established. All figures that have come to my atten- 
tion show the feeder is certain to take a serious loss on current operations while 
only well-established producers can continue to operate under the DiSalle cut- 
backs by figuring their costs on the basis of original investments rather than on 
current market values. 

Today the need for meat is such that it is imperative that production be en- 
couraged rather than discouraged, and thus give the high-cost operator a chance 
to remain in business. Under a free economy the high-cost operator will auto- 
matically be retired when the need for the product lessens. Sharp variations in 
production costs can be brought about by serious droughts, winter sterms, etc. 

In the statement which Secretary Brannan presented to the House Committee 
on Agriculture on Thursday of last week, he mentioned the fact that “during 
1950 to 1951 the feeder cattle will consume about 11 percent of all corn fed to 
livestock of all types and classes.’ In the same paragraph he states, “Cattle get 
the bulk of their feed from range and pasture.” Granting that these statements 
are correct and are well known in the industry, it seems rather remarkable that 
Secretary Brannan would give his approval to a roll-back on prices which, it is 
generally conceded, will cause a reduction in beef production. Certainly, it 
would be far better to allow meat production to increase in the field where the 
use of coneentrated feeds is the lightest and where the bulk of the weight is 
secured from grass or forage of one kind or another. 


EFFECT OF THE ROLL-BACK ORDERS ON PRODUCTION 


There has been an immediate psychological effect on producers and feeders 
generally, the result of which will be to discourage production and feeding. The 
immediate effect is more pronounced on the feeder but it will be reflected by him 
to the producer. The feeder has been put in a squeeze and those with cattle 
bought within the last 6 months face serious losses. This is also true with 
regard to range and pasture operators who have gone into business in the last 
few years with high-priced land and relatively high-cost base herds. 

A further deterrent to maintaining production and one which we fear will 
actually result in further decreases is the fact that no assurance has been given 
by Administrator DiSalle that there will not be further roll-backs. If they can 
do it once, they can do it twice. Even if such assurances were given it would 
have little effect in restoring confidence to the country because repeatedly during 
recent months, as rumors of roll-backs emanated from Washington, both Mr. 
Erie Johnston of ESA and Mr. DiSalle of OPS have denied in letters written to 
leading Congressmen and Senators that any roll-backs were contemplated beyond 
the level of the prices in effect when the freeze order was established late in 
January. The suspense thus hanging over the entire industry will necessarily 
affect the operations of even those who have been long established and whose 
plant investment for operations and operating costs are on a much lower basis 
than those who have gone into the business recently. 
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Attached hereto you will find copies of telegrams from Senators Butler of 
Nebraska, Johnson of Colorado, and Millikin of Colorado, telling of conversa- 
tions with officials of OPS or OES relative to the roll-back rumors which 
flooded the country early in March; also an excerpt from a letter written by 
Administrator Eric Johnston to Senator Millikin, and a quotation from a radio 
address made by Mr. Johnston on March 9, referred to in the letter. 


MFFECT ON CONSUMERS 


The publicity which accompanied the release of the OPS regulations on cattle 
and beef certainly were designed to lead the consumers to believe that the 
main purpose of the roll-back was to lower the price of beef. Now it develops 
that the first roll-back which went into effect May 20 and which applied to 
all the different grades of cattle, lowered prices considerably below even the 
bottom of the price range during the freeze period, was intended to go to the 
distributors even though it certainly appears that no such reduction of live- 
animal prices is necessary to bring cattle prices and beef prices into adjustment. 
The reflected live-cattle prices for the commercial and utility grades are clearly 
out of line—they will be costly to range producers generally and particularly 
in the South where large numbers of these grades are produced. Not only 
that, but effective May 14, there was a substantial advance in beef prices at 
retail, amounting, in some instances—according to press reports—to as much 
as 10 or 12 percent. Unfortunately, the bulk of this advance seems to be in the 
lower-price cuts such as chuck pot roast, plate, etc., so that in such areas even 
after the two roll-backs August 1 and October 1, it is entirely possible that 
meat prices at retail will be higher than they were before these ruinous reduc- 
tion orders were issued. It seems unbelievable that in this country an order 
could be issued taking approximately $700,000,000 from a great industry with 
no appreciable benefit to the consumers of their product. I cannot avoid the 
impression that such a roll-back is equivalent to confiscation of property. 
Feeders with their yards currently ful! of cattle will know just what I mean in 
this regard. 

It seems certain that the result of these orders within a comparatively short 
time will be the necessity to ration meat and the consumers will be far worse 
off under the price-control program than they were before the freeze order was 
issued in January. 


HISTORY HAS A WAY OF REPEATING ITSELF 


1 think you all remember the situation that developed under OPA when 
receipts of cattle through normal channels of trade dwindled month by month 
us the black-market operators took a larger and larger share of the total volume 

The following figures show the slaughter under Federal inspection of cattle 
for the months of January, March, June, and September in 1946 and 1947: 


1946 1947 


January ; 1, 012, 000 1, 403, 000 
March ‘cake ; 904, 000 1, 229, 000 
June 451, 000 1, 207, 000 
September 360, 000 1, 407, 000 


Note the sharp decrease in such slaughter in the summer and fall of 1946 which 
forced the lifting of price control orders in October of that year. The 1947 
figures reflect the restoration to normal conditions. Is our memory so short that 
we have already forgotten what happened prior to October 1946—the lines of 
people waiting at retail stores in the big cities to buy meat, the bare showcases 
that confronted them when it came their turn to look over the odds and ends 
that were left? 


THE LIVESTOCK MARKET SITUATION 


If there is anything that is erystal clear with regard to this whole proceeding, 
it is that the fixing of prices does not promote production—instead, it has exactly 
the opposite effect. The livestock market is one that changes every day. There 
ure constant fluctuations between prices of the different grades of cattle and of 
the different grades of beef in the wholesale markets. Such an operation siwply 
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does not lend itself to the price set-up and, as demonstrated in OPA days, 
it cannot be made to work. 

Under these conditions a roll-back in live-animal prices coincident with a 
roll-up of meat prices will put the industry sharply out of balance and will result 
in increasing the confusion in which it is now involved. 

We are gravely concerned over the situation facing the industry in the next 
few months. Unquestionably there will be considerable liquidation both of cattle 
from the feed lots and from the ranges and pastures, particularly in time to avoid 
the roll-back on August 1, yet today the slaughter quotas issued by OPS, a func 
tion which I understand the Department of Agriettiture has unwisely surren- 
dered to that agency, are established at 90 percent of last year’s volume. It 
seems clear that the purpose of hoiding these quotas down in this fashion is to 
force a break in the market. Mr. DiSalle has stated in response to anxious 
inquiries on this point that the quotas will be adjusted if necessary to prevent 
undue hardship, but it is my prediction that no such adjustments will be made 
until the small quotas have accomplished the desired purpose of foreing a break 
in the market. 

Under the circumstances, the only thing that can save the livestock producers 
and feeders from a disastrous situation is the development of the black market 
which apparently is increasing day by day at this writing. Old-time traders at 
the central markets speak of the new faces among the buyers. 


DISCRIMINATION 


We maintain that it is rank discrimination to attempt to roll cattle prices back 
to pre-Korean War levels. We find at the very time that the DiSalle orders 
were being issued, Eric Johnston, Administrator, Economic Stabilization Agency, 
was announcing that he had found a way to pierce the ceiling which he himself 
had imposed upon labor, based on a maximum increase of 10 percent over wages 
paid in January 1950. 

One rule is applied to the cattle industry, which has borne the brunt of the 
price roll-backs to date with cattle, beef, hides, tallow, and soap all hit, while 
another rule is applied to labor. 


SUBSIDIES 


Our organization, and I think practically every individual member thereof, 
is strongly opposed to the use of subsidies as a means of holding prices down 
or as an incentive to production. The figures I have presented indicate that 
the consumer has not had to increase the percentage of his income which it takes 
to buy his meat, and there is no excuse on that point for subsidizing his pur 
chases. We think the damaging inflationary effect by payment of subsidies 
would far outweigh any possible advantages that might be cited in their favor. 

Furthermore, their use, as has been proposed recently in connection with the 
price-control program, appears to us to be a side-door or back-door method of 
bringing the Brannan farm plan into operation. 


LIVESTOCK AND MEAT INDUSTRY PROGRAM 


Th livestock and meat industry has for several months been studying what 
ean be done to increase production of meat and at the same time to combat the 
trend toward inflation. We are promoting a program for increased production 
and this program is going to be given wide publicity throughout the entire 
country. In connection therewith we advocate the following five points as 
essential : 

1. Restriction on expansion of money supply. 

2. Strict economy by Government, thereby setting an example for business 
and individuals. 

3. Pay-as-we-go taxation. 

4. Limitation on consumer credit. 

5. Encouragement of individual savings. 


: CONCLUSION 


Therefore, in view of all of the facts submitted to you in this statement, we 
strongly recommend that title [IV of the Defense Production Act of 1950, under 
which price and wage stabilization programs are develcped, be not continued 
after June 30, 1951. In the case of cattle and beef it is already evident that price 
ceilings can no more be policed now than in the days of the OPA. Im all sin- 
cerity, we believe that the continuation of the price ceilings on cattle and beef 
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will prove to be a real calamity, will disrupt production, will actually cost the 
consumers large sums of money instead of lowering their costs, and, if long con- 
tinued, will do damage to the industry that it will take years to overcome. 


Economic STABILIZATION AGENCY, 
Washington, D. C., March 12, 1951. 
Hon. EUGENE D. MILLIKIN, 
United States Senate, Washington, D. C. 


Dear SENATOR MILLIKIN: Mr. Casey called to my attention late last week a 
letter from you containing excerpts from a telegram urging you to contact me 
and “protest any roll-back on cattle prices while wages are being advanced.” 
As you recall, this wire advised you of a “rumor” that we planned as of March 7 
to roll back cattle prices $4 or $6 a hundred under a “concession” I was sup- 
posed to have made to labor. 

No livestock order was issued on March 7, of course, and although one is “in 
the works,” it will probably not be ready for some time. Details of its pro- 
visions are still being worked out, and before any order is issued it will be fully 
and thoroughly reviewed at all levels in the Agency. Furthermore, it is our 
intention to consult with an Industry Advisory Committee on this matter and 
obtain the full benefit of their background and knowledge in this very com- 
plex field. 

In a broadcast over the CBS network Friday night, I outlined some of the 
problems involved in any roll back of prices, and tried to make clear that I 
have no intention of ordering roll-backs which would destroy businesses, bank- 
rupt farms, or throw people out of work merely for the sake of a roll-back. I 
mentioned particularly some of the factors in regard to meat. Since those 
comments are relevant to the subject of your letter, I am taking the liberty of 
enclosing a copy of the text of that broadcast, and call your attention particularly 
to page 6. 

Eric JoHNSTON, Administrator. 








EXCERPT FROM RADIO ADDRESS MADE BY EPIC JOHNSTON, ADMINISTRATOR, 
ECONOMIC STABILIZATION AGENCY, ON MARCH 9, 1951 


If these orders went out, I’m sure that all of us who like steak * * * or need 
a new suit or new coat * * * would cheer the announcement. 

You'd cheer if the order didn’t threaten to destroy your business; or threaten 
you with the loss of your farm. You might applaud that roll-back if it didn’t 
wipe out your job or cut your wage or salary back so far you couldn’t meet in- 
stallments on your car or the mortgage payments on your home. 

Think about it that way. For that’s what could happen if we abritrarily 
shoved down the price of meat or suits or anything else to last year’s figures 
when production costs—and wages—were lower too. 

Would you want us to do that? Would you want us to tailspin the economy 
in trying to stabilize it? 

You might still cheer a roll-back order such as that if you could really get 
the steak you like or the suit you want. But the chances are you couldn’t. 

They'd disappear from your butcher’s counter and from the racks in your 
clothing stores. You might find plenty of beef, yes. Plenty of beef in the 
black market * * *, 


And all at fantastic bootleg prices. I don’t think you’d like that * * *, 


{Telegrams ] 
WASHINGTON, D. C., March 5, 1951. 
F. E. Mounrn, 
Executive Secretary, American National Cattlemen’s Association: 

Have talked with Joseph Casey, specialist with Eric Johnston, who tells me 
there is no present basis for rumors outlined your wire. He says they are pre- 
paring material for presidential message having to do with price controls but 
that there is nothing in it so far as roll-backs of cattle are concerned: that 
Since there is no official consideration of cattle roll-backs there is no consideration 
of that kind as to effective date or as to amount of roll-back. 

EvuGENE D. MILLIKIN, United States Senator. 






















































1314 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


WASHINGTON, D. C., March 6, 1951. 
F. E. Moin, 


Eecutive Secretary, American National Cattlemen’s Association: 
OPS advises roll-backs on cattle merely a rumor. 






Ep C. JoHNsON. 


to ee 


WasuHineTon, D. C., March 14, 1951, 


pce er 


4 F. E. Moun, 
Fort Worth, Tez.: 


Unable to contact Hutson but Ericson claimsno roll-back under the base period 
which is not much under present level. 







Hueu Burtier, United States Senator. 


WESTERN RANGE BEEF CATTLE Propuction Costs AND INVESTMENT REQUIREMENTS 







Ge nhs SARS RE DIS AES 


(By Mont H. Saunderson, Economist for many years with U. S. Forest Service— 
now on year’s leave of absence) 








































































Operating costs per animal unit of beef cattle for the cattle ranch of commercial re 
family size, or approximately 200-animal units Z 
{Estimated for the year 1951 from past ranching studies and from the trends in ranch operating costs and : 
investments since the year 1939] y 
| Mountain | Semidesert Plains 4 
Hired labor.........--.-...- dicks Laas Sasa. escdtnmcid tmiks | $20.00! = $12.00} $18.00 i 
Hired labor, commissary._.................... aa 6. 00 4.00 | 5. 00 5 
re Landi dann baneenddces 5.00 | 3.00 | 4.00 a 
RATE OTT ee TS a eee | 3.00 | 2.00 | 2. 50 Be 
Purchased feeds__.- Sal aianiisiniea gid Deri ae ae ei ne 3. 50 3.00 | 2. 50 A 
Taxes meas te Coe eae ene Oot ge ee 2. 50 | 2. 00 2.75 3 
Auto and truck expense ssulhaininliating a cr Re 6 oA aN kN tL 8' 4.00 4.00 £0 if 
DEN I os. 6 0 5 oi igi dd eb h.ndchSee utes utiks donb owcewei 2. 00 1. 50 2. 00 y 
el i EA SAE RIE LITT LIN A pS EE IE 2. 50 2.00 2. 50 : 
OI IO, fsck Soc nl none ee eel : | 1, 75 | 1.00 1.00 A 
‘RteForerttidi wet. .o5 ied es as Hie iz. ii ; 50. 25 | 34. 50 41. 25 E 
Investment requirements: | a “| F 7 

Real estate _. Seen dt ae tints Seo a sit caschenes nae bbe | 250. 00 | 150. 00 | 175. 00 3 
SUNN hoa dd ~clid dn abicdoe ddblisaena go adhigl iti abbabd -«dtckae 250. 00 | 225. 00 | 250. 00 ji 
Equipment_........... cals itis taints waa hati wt nde ano anedl 30.00 | 15. 00 15. 00 f 

in etic hettpthnbdk in ctd np celia ete oe he ee ee ee 20.00 | 10. 00 | 10. 00 

Tetebtevetwneet niece. iiss eo et as 550. 00 | 400. 00 | 450. 00 

Annual beef production per animal unit...................-- pounds | 300 | 200 | 250) 

Production cost summation: Pile yeop aur oT 

Operating cost, per animal unit_....................-- re $50. 25 $34. 50 | $41. 25 

5 percent interest on investment... ___- ccadDedwiak cowl 27. 50 20.00 | 22. 50 

Operator wage allowance a ec ee 12. 50 | 12. 50 | 12. 50 

Oe IS Gn ii sikh in ald ded cane uddctingbiiden | 90. 25 67.00 | 76. 2 

Production Gm. Det bamarenweieet.. ... ....< .e cen esmencvadeons sess 30. 08 | 33. 50 30, 

| i 
Norte.—The above costs are figured at the ranch. They do not include marketing costs. 

I believe that my figures on the cash operating costs are a good approximation. 

The other items of the estimates, the fair amount for the present-day investment, 
the interest rate for operator equity, the allowance for the operator wage, may 5 
of course may be controversial. i 
COST OF PRODUCING A CALF FOR THE YEAR 1950 Ee 
The following figures were taken directly from the books of Paul H. Hummell, K 
who operates a 165-cow unit ranch in Boulder County, Colo. Total investment of Be 
this unit is $114,682.71. This amount includes ranch machinery, ranch land, 4 
156 head of breeding cows, and 9 head of bulls. All equipment was purchased in f 


the last 10-year period. Actual cost figures used : 
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Land cost: 250 acres irrigated land, $182.40 per acre; 240 acres dry land- 
mountain land, $20 per acre, plus Forest Service permits (land cost based on 
Boulder County 10-year average). 

Breeding cows: 156 head at $300 per head. 

Breeding bulls: 9 head at $500 per head. 

From 156 cows Mr. Hummel marketed an 87-percent calf crop, or 

Cost of producing this calf is as follows: 


Labor 
Feed (hay, $30 per ton; cake, $88 per ton; salt, $5 per 100 pounds) 
Ranch supplies: Fence posts, barbed wire, etc 

Repairs ee 

Veterinarian services______ 

Gas and oil 

Taxes 

Interest 

Telephone and office expense. 

Pasture fee, forest_ 

Aute@ iii. J. 
Advertising . 06 
Legal advice_- Peete arias E 29 
Water assessment______~ _- tek 4 beets E 1. 43 
Miscellaneous expense___.._-..-.___....- Poids webiee iS : 1. 34 
Depreciation on machinery 2 ae 9. 69 
Selling cost: Commission, yardage, brand. inspec tion, ete ein - 1 
Salary for owner, $3,000 per annum Setane ; _ om 
Death loss, 3 percent (actual death loss, 8 percent) 


134 calves. 


xo 
. oe 
oo 
Sinaniicndiale ¥ 8S. 20 


Total cost of production______- os : 137. 26 
Selling price, taken from stockyard rec eipts, $31. 38 per pound. or 151. 65 


le 39 


Net profit per calf 
a . ie ts : _. 85d. 84 
CS lll YL 
Suggested roll-backs will force feeders to finish animals after October 1 for 
$30.68 per hundred pounds. Feeders to pay fixed operation expenses must pur- 
chase steers from 4 to 5 cents cheaper than the finished product ; this would give 
$25.91 per hundred pounds he could pay for a calf he plans to finish. At an 
average weight of 476 pounds at $25.91, this will give the producer a return on 
a calf of $107.79, or a resultant loss of $32.28 per calf to the producer. 
From a $3,000 income the owner must figure family living costs, family car, 
home upieep, etc. 
From his profits the producer must figure a percentage for reserves for un- 
foreseen risks of crop failure, disease outbreak, drought, etc. 


Total investment required to raise 1 calf 
Return on investment__- 


(Whereupon, at 12:45 p. m., a recess was taken to the time and 
}lace above mentioned, ) 


AFTERNOON SESSION 


Senator Roserrson. The committee will please come to order. 

When we recessed, Mr. Bamert was testifying. I would like to ask 
if he finished his testimony, or does he have anything else he wishes 
to tell the committee ¢ 

Mr. Bamerr. If you have any other questions to ask me, I would be 
perfectly willing to go ahead. 

Senator Ronerrson. The acting chairman does not have any other 
questions. Does any other member have any other questions? 

You may listen to these other witnesses, and if you wish to supple- 
ment what they have to say, we will hear you later. 
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The next witness is a representative of the Southwestern Cattle 
Raisers Associ ation, Mr. Ray W. Willoughby. 

The committee is very happy to welcome to these hearings the dis- 
tinguished senior Senator from Texas, Mr. Connally. We would 
be very happy to have him sit at the table with us. 

Senator Connatiy. I would be happy to. 

Senator Rosrrtson. Do you wish to read your statement, and pre- 
sent it for the record, and summarize it? 


STATEMENT OF RAY W. WILLOUGHBY, PRESIDENT, TEXAS AND 
SOUTHWESTERN CATTLE RAISERS ASSOCIATION, ACCOMPANIED 
BY JUDGE JOE G. MONTAGUE, ATTORNEY 


Mr. Wit1ovensy. You have been bothered so much with state- 
ments this morning, I will be governed by your wishes, Mr. Chairman. 
I have a prepared statement, and I can make comments on it, answer 
questions, or can talk from it. 

Senator Ropertson. How long is it? 

Mr. Witxovensy. It is about 11 pages. 

Senator Rozerrson. How long would it take you to present it in 
extenso ? 

Mr. Witzovensy. If I read it, I would say about 10 or 15 minutes. 

Senator Ronertrson. You are a pretty good reader if you can read 
it in that time. We will see how you get along. 

Mr. Wuaovcuny. Mr. Chairman and gentlemen of the committee, 
my name is Ray W. Willoughby. I live in San Angelo, Tex., and I 
am president of the Texas and Southwestern Cattle Raisers Associa- 
tion, which is an organization of beef-cattle producers. While most 
of our members are range-cattle producers, we do have a representative 
croup of cattle feeders in the organization. 

I would like to point out, Mr. Chairman, we have about 11 percent 
of the beef cattle in Texas; that is, in the Nation. 

Senator Rornerrson. Do you have more than Florida? 

Mr. Witxtoveusy. I cannot answer that. I do not know. The 
average rendition of our members, of which we have about 9,500, 
is 107 head. Ninety percent of our members have less than 170 head 
of cattle. 

The problem: The problem to which you are now giving attention 
is the question of whether or not the Defense Production Act of 1950 
should be extended beyond its expiration date of June 30, 1951, and 
if it is to be extended then in what form such Actin should be 
enacted by the Congress. 

It is to this problem that we address ourselves at this time. Since 
we are cattlemen we are confining our remarks to an expression of the 
attitude of cattlemen. 

In order to approach this problem logically and intelligently, it 
is appropriate that we review the record and appraise the present 
situation. We realize that the basic problem is the correction of the 
trend toward inflation in this country. 

This same problem confronted the Congress in the summer of 
1950. Obviously, at that time the Congress concluded that the proper 
method of approach was through the medium of the restrictive type 
of legislation enacted in the form of the Defense Production Act of 
1950. But the conclusion that the Congress reached at that time was 
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not then intended to be a lasting or permanent answer, evidence of 
this thought being contained in the 1-year limitation placed upon 
the life of the act by the Congress. 

Since the law has been in etlect for approximately 1 year, and 
since the same identical basic question is now again—or, rather, 
is still before the Congress and the country, it is but common sense 
that the present situation be studied with great care and that an 
analysis of these present conditions be made to determine whether 
or not the past approach is the proper one. 

Even a casual reading of the Defense Production Act of 1950 would 
convince anyone of the fact that the Congress, in passing that act, 
had in mind the fact that “production” must be “expedited” and in- 
creased. In the declaration of policy, which is section 2 of the act, 
the following language appears: 

It requires expansion of production facilities beyond the levels needed to meet 
the civilian demand. 

And all of title III of the act deals with the problem of “expediting” 
and increasing “production.” With reference to agriculture, the Con- 
gress went even further in writing into the act the following lan- 
guage, in section 401 of title IV thereof : 

It is the intent of Congress that the authority conferred by this title shall 
be exercised in accordance with the policies set forth in section 2 of this act, 
and in particular with full consideration and emphasis, so far as practicable, 
on the maintenance and furtherance of the American system of competitive 
enterprise, including independent small business enterprises, the maintenance 
and furtherance of a sound agricultural industry * * *. 

The production of beef cattle is one branch of “agriculture” and 
we believe that when the Congress emphasized its interest in main- 
taining a sound agricultural industry our branch of that industry was 
encompassed in the declared intent of the Congress. 

It is clearly evident that, in enacting this law, the Congress de- 
sired to secure increased production and, in language that cannot 
be misinterpreted, provided that the administration of this law should 
be carried out so that this emphasized purpose would be accomplished. 

Proposed amendments: The specific measure before you is the ad- 
ministration’s request for the extension of the Defense Production 
Act as contained in the two proposals for legislation identified as S. 
1397 and H. R. 3871. Insofar as our industry is concerned, this pro- 
posed legislation has the following pertinent proposals: 

1. The proposal to extend the act for a 2-year period, ending June 
30, 1953. 

2. The proposal to authorize the use of subsidies in the agricultural 
field, including livestock. 

3. Authority to purchase foreign agricultural products at the world 
market and resell them at a loss in this country. This being a subsidy 
to foreign producers. 

4. Authority to freeze parity on agricultural products for a period 
of 1 year. 

We are opposed to each and all of these specific proposals. Our 
reasons for such opposition will be made plain in this statement. 

CPR 23: It is our experience derived from living under the pro- 
visions of the present Defense Production Act and our vivid recollec- 
tion of conditions that existed under OPA, coupled with our intimate 
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knowledge of our own business, that forces us to the conclusions w. 
have in these matters. 

While we know that the Congress wanted to encourage an mbirgnce 
in production, which increase is badly needed in this country, y 
also know that the agency entrusted with the duty and the ea. 
bility of administering the act has not approached the discharge o: 
its duties with any realistic attitude calculated to accomplish the pur- 
pose of the act. 

The Office of Price Stabilization has issued ceiling price order No 
23 by the terms of which the following results are supposed and de- 
sired to be accomplished : 

1. Roll back the prices that slaughterers may legally pay for live 
cattle by an amount announced as being 10 percent on all cattle, bu: 
Ww hich actually is now 18 percent on the lower grades of cattle. 

Provides for another roll-back of 414 percent on such price 
aonb August 1, 1951. 

3. Provides for still another roll-back on such prices effective O: 
tober 1, 1951. 

To imagine that such an order which reduces the return that pro- 
ducers might legally get for their products will increase production i- 
a plain absurdity. To even suspect such a result would be silly. 

This referred-to regulation will have exactly the opposite effec’ 
from that announced by the Administrator and an effect direct |\ 
opposite to the result desired by the Congress. We will establish thi- 
fact. 

There are two major steps in the production of beef. In the firs 
place beef animals must be produced and then. after they are siellived ec 
on the range meat must be put on their bodies. We range people pro- 
duce the animals. Cattle feeders acc ‘omplish the second phase. 

Feeder operations in Texas: I would like to discuss first the oper 
ation of feeding cattle in order to increase the tonnage of beef. I aim 
not a cattle feeder, though I do produce animals that go to the fee 
lots for finishing. I will not attempt to tell vou, from experience. 
the position of the feeders, but, in an effort to obtain for you the 
exact facts relating to feeding operations in Texas. I have assemble: 
as much thoroughly reliable information as I can obtain. I hav: 
secured detailed reports covering 10 actual feeding operations i: 
Texas. These records are furnished to me by Extension Service 
agents and by the Agricultural and Mechanical College of Texa- 
Each report is in complete detail and can be exhibited to you if you 
desire to see it. I have made a calculation from these reports an‘ 
find that the average cost incurred by these feeders for each poun 
added to the weight of the animals being fed was 43.45 cents. These 
animals all graded Choice and the ceiling price at Chicago. as estab 
lished by CPR 23, is 34.20 cents per pound, live weight. Therefore. 
if these animals had to be sold under the operation of this order the 
feeders would have lost, on an average, 9.25 cents for each pound of 
added weight resulting from such feeding operations. 

The figures stated above do not cover (1) labor expended in the 
feeding operation: (2) selling and transportation cost: (3) capita! 
investment in feeding lots and equipment; (4) death loss. If these 
proper items were added to the total the loss would be considerab|\ 
more. Furthermore, the ceiling price of 34.20 cents is the ceiling 
applicable for Chicago. The actual ceiling applicable in Texas i- 
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approximately 2 cents less than that Chicago figure. Therefore, the 
ictual loss would easily amount to 12 cents ‘for each pound of weight 
added by the feeder. 

You have had or will have before you many actual cattle feeders 
from different sections of the country and these gentlemen are far 
more competent to discuss the problems of the feeders than I am. 
However, since none of those present operate in Texas, I believed 

appropriate to give you the result of my investigation into this 
matter. 

With feeders facing an inevitable loss for each pound of weight 
ulded to an animal. I cannot understand the Administrator’s state- 
ment that CPR would not only maintain the present rate of beef pro- 
duction, but that it would actually increase production. The opposite 
effect is certain. Obviously, the order or regulation will be in direct 
contradiction of the expressed and emphasized will of the Congress. 

Range operations in Texas: Now, if I may, I would like to discuss 
the effect of CPR-23 on range operations where the live animals are 
raised. 

In the first place the regulation—or rather the statement of con- 
siderations accompanying the regulation and the further statements 
of the Administrator relating thereto—are most misleading. By these 
statements the Administrator announced that the roll-back amounted 
to 10 percent on the price of live cattle. Actually, on the kind of 
cattle L produce and such as are produced on practically all range 
land, the roll-back amounts to 18 percent now, with two additional 
roll-backs of 4144 percent each to come at later dates. If 10 percent 
in the present order means 18 percent reduction in price for our cattle 
now, and if the same proportion is carried out in later orders, then 
the actual, ultimate announced roll-back would amount to 34 percent 
and not the 19 percent announced. 

It is not believed that, in relation to our cattle, the regulation is a 
fair administration of the law or even an attempt to carry out the 
will of the Congress. 

We would like to give you some accurate statement of the cost of 
production involved in range cattle operations. I would like to say 
that I have available for the files a record of a man producing as low 
30 ealves, 82, 200, or on up to 700 or 800, which I will put in the 
record, 

It is impossible to furnish any figure that would be a reflection of 
the costs of any person other than the individual making the state- 
ment. We know of no Government agency that is willing to offer a 
statement as being of national significance. I shall give you a state- 
nent of the actual costs involved in the production of a range animal 
n the area where I operate. There are so many divergent factors to 
be considered such as geography, range conditions, we: ather, nearness 
to market, and a honest and one such matters that such a statement 
annot help but be individualistic. But, because I believe you are 

interested in this subject and because you have been promised some 
such figure, I will do my best to supply you with my cost of produc- 
tion in relation to the type of animal mentioned. This evidence will 
be offered at the conclusion of my statement. In addition to my 
statement as to production costs, there is tendered to you the evidence 
f these gentlemen here with me, each of whom is a range producer. 





1320 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


All of this evidence establishes the indisputable fact that the Office 
of Price Stabilization has, by CPR No. 23, attempted to establish 
ceilings on our cattle that are below the cost of production. 

Conclusion as to effect on production: From the foregoing it is 
obvious that if CPR No. 23 is to be kept in effect—and it will be, as 
such an announcement has been made by the Administrator and other 
high-ranking officials—then both types of beef cattle producers—that 
is, the feeders and the range producers—will be denied a fair margin 
of profit on this investment and for their labor. In fact, they are 
evidently expected to operate at a positive loss. 

Subsection (3) of section 402 of title IV of the Defense Production 
Act of 1950 has the following pertinent language: 

The President shall give due consideration to affording equitable treatment 
to all producers of the commodity for which the ceiling is being established. 

We respectfully submit that CPR-23 violates the quoted provision 
of the law just as it clearly violates the expressed and emphasized in- 
tent that the Congress had when the law was enacted. 

Quota regulation: There is one further feature about regulations 
in force applicable to our industry about which I would like to com- 
ment. I refer to the quota regulations. By these regulations the 
slaughterers of livestock are limited in their productive effort—be- 
cause processing live animals into meat is something like production. 
Quotas are fixed for each slaughterer, such quotas being based on his 
previous operations. 

Since the country needs the meat and since it must be handled 
through licensed slaughterers, no such limitation is warranted. In 
fact, the opposite rule should prevail. The individual slaughterer 
should be encouraged to process as many animals as he possibly can 
so that more meat may be available to fill the demand. And this quota 
system operates to the i injury of cattlemen. A slaughterer may well 
fear that he will have difficulty in securing cattle to fill his quota in 
any given accounting period. Inspired by this fear, all slaughterers 
will, at the beginning of such accounting period, buy all the livestock 
they can get and rush their slaughtering operations. Toward the 
end of the period the slaughterers will have exhausted their quotas 
and will not be on the market. This will cause a glut on the market. 
Livestock will be on the stockyard with no buyers to take them. This 
will be a bad situation for cattlemen to face. We faced a similar 
situation under OPA and we know what we may now expect. In fact, 
the only purpose that quotas can serve is punitive in its nature. 
Slaughterers violating any provision of any regulation may be pun- 
ished by loss of quota. We believe that, in case of such violation, the 
punishment should not be visited on the cattlemen who put their stock 
on the market. We know that the order provides for adjustments 
of these quotas upon application being made to the agency and proof 
of necessity offered. But, if you have ever had experience with Gov- 
ernment action on similar applications, you know that such relief 
will be slow in coming. In the meantime, what would happen to the 
cattle? 

Position on proposed amendments: It is hardiy necessary for me 
to comment on the changes asked for in the law, but we do not wish 
to avoid such comment. 

In the first place we strongly object to the 2-vear extension of the 
law. In fact, we believe that the story we have told and which we 
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6 & are ready to verify demonstr ates that there should be no extension 
h EB of author ity to exercise controls such as are attempted in CPR No. 23. 

& The second and third proposed changes both relate to the request 
s : for authority to employ subsidies. One relates to subsidies to foreign 
Ss ia producers and the other relates to subsidies to domestic producers. 
tr [) Weare emphatically and eternally opposed to any and all such plans 
it [E) and hope the Congress will deny all such requests. We have always 
n ‘a opposed the subsidy plan. I believe and I hope we always will do 
e Bs so. We have not for gotten our experiences with similar pl: ins that 

EB were forced on us. We had a lot of that experience—all bad. We 
n » want no more of it. 

i And the fourth particular request for a change in the law deals 
nt % with the request for authority to freeze parity on agricultural prod- 
d. : ucts for a year ata time. Any reference to parity in relation to beef 
nm cattle is, in reality, irrelevant. The Administrator and the Secretary 
. | of Agriculture both, in commenting on this section of the proposed 

© legislation, have said that it is fair because that is the system used in 
8 © administration of price supports. Since cattle have never had a price 
“a / support, this argument of these gentlemen was and is wholly extrane- 
. © ousand impertinent. And for the same reason any joint reference to 
i m parity and cattle is beside the point and immateri: al. 

4 e Disruption of distribution: One further comment on the situation 
is | isappropriate. Our memories are not so short that we have forgotten 
= the experiences we had under OPA. We can all remember the con- 
ad © ditions that then existed. Under regulations not greatly dissimilar 
x = to the ones now promulgated by OPS we saw large charts in the 
én © butcher shops on which the legal prices were posted—but these prices 
i | Were like warrants for dead men: there was no meat. Those of you 
ta (22 now on this committee who were here in those days can recall the 
I] » — never-contradicted evidence so dramatically presented to you which 
in [— _ proved that 86 percent of the meat of this country was being marketed 
rs = illegally. Empty butcher shops in the cities were the rule, and if 
ak you were lucky enough to find some meat you had to pay far beyond 
he ‘ the celling to get it and very likely it was of inferior grade. 
as i CPR-23 will inev itably dev elop just such a situation. And beyond 
at | _ that, rationing will most certainly follow closely behind present regu- 
is lations. And who is there with a sane mind who wants rationing / 
er _ The regulation and the law: There is one further quotation I would 
“4 » like to give you from the text of the Defense Production Act of 1950. 
a s In subsection (¢) of section 402 of title IV the following language 
n- oe Was used by the Congress: 
he a The President shall also give due consideration to the national effort to achieve 
ek E maximum production in furtherance of the objectives of this Act. 
nts It is our opinion and position that, in the administration of the law 
of » enacted by the Congress, the Office of Price Stabilization has violated 
»V- = this quoted section of the law, as well as the intent of the Congress, 
ief Ee in ial, by its regulations, it has— 
the s 1. Positively reduced potential and actual production. 

» 2. Failed to utilize actual production or the facilities for produc- 
me i tion. 
ish 5. Harmfully disrupted the system of distribution. 

: The problem and our answer: This brings us to the ultimate con- 
the [% sideration, which was the problem outlined at the start of this state- 
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ment: Is the Defense Production Act the best weapon we can use to 
combat inflation ¢ 

We believe the answer is “No” insofar as title IV of that act has 
been interpreted as authorizing regulations such as CPR-23 is con- 
cerned. We know that price administration, as practiced and as 
promised, has had exactly the opposite effect to that expressly desired 
by the Congress and the American people. We know that the changes 
in the law requested of you by the Administration, especially the 
authority to use subsidies, will add to the inflationary trend. There- 
fore, it is our judgment and: recommendation that the authority to 
make the ineffective, harmful, and dangerous approach to the problem 
of inflation as attempted to be exercised in CPR No. 23 be allowed to 
expire. Cattlemen will gladly act as pallbearers. 

Now, there are just three questions, and they are short, that I would 
like to leave with you, Mr. Chairman, and they are these: 

I would like to ask the committee if the cost of production is 
below the ceiling price, do you think the regulation and directive 
should be kept in effect? 

Senator Rogertson. Will you read that again ? 

Mr. Wii1oveuey. If the cost of production is above the ceiling 
price, do you think the regulation and directive should be in effect ? 

Senator Rosgertson. Do you want me to answer? 

Mr. Witz0vceHsy. I am not asking you. I would be happy to have 
an answer. 

Senator Ropertson. Well, I would answer “No.” 

Mr. Wiri.ovensy. That is fine. If this will lead to rationing, do 
you think the regulation and directive should be kept in effect ? 

Senator Rozertson. I would answer “No” again. 

Mr. Wi.ovensy. Thank you. 

If this order and directive will reduce production tonnage and 
increase the price the consumer must pay, do you think the order and 
directive should be kept in effect ? 

Senator Roperrson. I would answer “No” again. 

Mr. Witiovensy. Mr. Chairman, I think I can prove to anybody 
who wants to discuss with us our costs on production that they will 
be above the ceiling price which we will receive for our cattle. 

Senator Rozerrson. Well, as I said this morning, it seems to me 
that all of you men experienced in production of cattle say that this 
regulation is going to prevent the feeding of cattle, because as you 
point out the man who feeds cattle is going to lose 5, 6, or maybe 9 
cents a pound, and if he is going to lose money on feeding them, he 
won’t put those 300 pounds on the critter. 

Mr. Wittovensy. That is correct; you have the problem. 

Senator Rorertson. You say that if the roll-back is coming at a 
specific time, farmers will try to unload before each roll-back period 
hits them. 

Mr. Witiovensy. Sure. 

Senator Rosertson. And that will cut the market temporarily. 
but mean an eventual shortage. 

Mr. Witiovensy. Exactly. 

Senator Ropertson. And you say if they put these quotas on. it 
is an invitation to those who are fearful that they may hit a market 
when the big packers have filled their quotas, when there wouldn’t 
be any market, to sell them on the black market and withdraw them 
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from legitimate channels, but have you cattlemen adequately pre- 
sented this cause to Mr. DiSalle? 

Mr. Witnovensy. We haven’t had a chance, Mr. Chairman. We 
have a man with us who was invited to be on his advisory committee. 
They had one meeting; he told them that there would be another 
one, and that they would discuss this proposition before the order 

went into effect. 

We knew nothing about it until we saw it in the paper. 

Senator Rozerrson. Well, just as one member of the committee, 
of course, I was a little favorable to your cause from the start, be- 
cause I went through this in 1948, and reached the conclusion then 
that the heavy hand of the Government would make the situation 
worse instead of better. I haven’t had any occasion to change my 
opinion since. 

I can understand, however—I can’t understand why Mr. DiSalle 
hasn’t either given you a hearing, or now that you present such 
facts to us that it will make the situation much worse, that he doesn’t 
invite you to come and sit down with him and go over all these facts 
and figures to see what revision of this order might be worked out, 
or to what extent it should be lifted. 

Of course, I am going to ask Mr. DiSalle to present to us an analysis 
of what farmers were getting for cattle prior to June of last year, 
and what consumers were paying, and what farmers are getting for 

‘attle now, and what consumers are paying to see if any body i is doing 
any gouging. 

Mr. Wriovenry. May I add right here our attorney, Judge Mon- 
tague, on the 28th of December, soon after Mr. DiSalle was ¢ alled from 
Toledo, Judge Montague visited with him and told him at that time 
that we have men in our section of the country that will be glad to 
discuss the problem with him; we will be glad to show you our costs 
of production, and so forth. 

Senator Rornertson. I am sure you can understand that, regardless 
of the attitude of this committee as to whether a regulation is wise or 
not, how reluctant we would be to start picking out one item and then 
another and say “Now, let this alone, you mustn’t put any regulation 
on this, and let the other alone,” and thousands of items that are sub- 
ject to price control. We feel it is very definitely necessary to report 
out some kind of a bill for wage and price control. 

Mr. Wit.ovcHpy. I see your position, but the Administrator, Mr. 
DiSalle, has definitely : said he is not going to make any change. 

Senator Rosertson. Well, people change their minds sometimes. 

Senator Capenart. The unwise part was trying to roll them back. 
I say that is the unwise part. 

Mr, Wattovensy. I had a feeder ask me since I have been in Wash- 
ington, “What are you boys going to do with your calves and year- 
lings? ” Tsaid we would hope to find a buyer. 

He said his attitude was to sit on the fence and wait for the buzzards 
to die and then buy at their-own price. We sell 95 percent of our 
cattle to the feeder. 

Senator Roperrson. We get them in Virginia, those white-faced 
ones; they are very good, too. 

Mr. Wiixoversy. Yes; Vi irginia is a fine feeding State. 
Senator Capemart. What weight do you ordinarily sell at? 
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Mr. Wixxovcuey. We usually sell a calf at weaning age, 7 or § 
months old, at 400 pounds. 

Senator Capenart. At the time the great bulk of your calves sold 
at 400 pounds ¢ 

Mr. Wit.ovensy. Yes. In different sections of our country it will 
vary, and our costs will vary a little bit due to the elements. We have 
the most hazardous business, Senator, that you can imagine. If we 
have sufficient rainfall, we can produce a-calf $25 cheaper than we 
can if we have a big feed bill in the cow: 

Senator Ropertson. We can take those calves, feed them a year, 
and sell them at 900 pounds, and the market is better right now. The 
market doesn’t take those fifteen and nineteen hundred pound steers 
like we used to ship to New York and Liverpool. 

Mr. WitiovcHey. Let me point out one further thing: With these 
roll-backs, of course, that puts a price on all classes of cattle. You 
take those old cows, for example, that have served their usefulness on 
the range. We don’t like to keep cows over 8 or 9 years old. It costs 
too much to keep them, with a big feed bill, and so forth. We will 
sell them to a small stock farmer who has a little patch of oats, and 
alfalfa, or something like that, and he will produce another calf or 
two. 

Well, he can’t buy those old cows under such prices as that, so they 
have to go to the canner; go into soup or something, and within a 
few years our breeding herds are going to be reduced, and you are 
going to have a further shortage. 

Senator Roperrson. Well, some people might know more about 
cattle than Mr. Tom Watson who made millions in the Business Ma- 
chine Corp. He decided he was going to be a dairy farmer, and went 
cut to buy himself some cows. He heard of a neighbor who had a 
cow, and he went over to see him and said “I understand you have a 
cow for sale.” He said “Yes.” He said “What is its breeding?” 
He said “Mister, I don’t know anything about her breeding.” He says 
“How much milk does she give?” Now/( he says, “I never bothered 
to measure the milk, but I want to tell you she’s a friendly cow, and 
she will give you all the milk she has got.” 

Senator Moopy. I am wondering, Mr. Willoughby, whether you are 
losing money, or whether most cattle men were losing money in the 
first 8 months of 1950¢ 

Mr. Wit.ovcuesy. I would say no. 

Senator Moopy. How about during the first 4 months of 1951? 

Mr. Wu.ovueuey. Well, I will have to kind of speak for myself. 
I haven’t sold any cattle during 1951. The calf crop is on the ground. 
They are coming along. We had hopes of selling them to these feeders, 
but in the fact of this directive, and this roll-back, they have pulled 
out of the market. 

Senator Moony. Well, now, you said a few minutes ago something 
to the effect that they would let the buzzards come and take your cows 
before they would buy them. 

Mr. Wiutiovcusy. Well, that was just a little facetious. In other 
words, they meant that they would just sit there until we are forced 
to sell at some price or other, and they will almost write their own 
ticket. They won’t buy them to go in the feed lot under prices like 
this. 
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Senator Moopy. Well, that is the reason I asked you whether you 
are operating at a profit, or whether because of the prices that are set 
up under these ceilings above the prices of last year, of course 
Mr. Wuxovensy. I doubt that, Senator. There were cattle in 
1948 bringing more money than these ceiling prices are today. 

Senator Moopy. There is a statement here by the OPS which says 
that the lowest OPS cattle prices after the last rollback scheduled for 
October 1—and I am just trying to get what the situation is here, I 
am not trying to press you too hard—will be 26 percent above Janu- 
ary, 1950, and 5 percent above June 1950, and that is after they have 
rolled them back, assuming they go through with this. 

Mr. Witiovcuey. Senator, I am not an economist, and I don’t 
follow those things. I can’t give you a correct answer on that, but I 
am inclined to believe that there is some mistake in those figures 
there. 

Senator Moopy. That is supposed to be the official figures from the 
Department of Agriculture, which I have always understood to be 
accurate. 

There is one statement in your prepared statement here that I would 
like to have you explain. It isa little puzzling to me: 

You say on page 5 “To imagine that such an order which reduces 
the return that producers might legally get for their products will in- 
crease production is a plain absurdity. To even suspect such a result 
would be silly.” 

Well, ene the three full years of OPA, wasn’t the production 
of meat the highest it has ever been ? 

Mr. Wit.ovcusy. Those were cattle that had been bred before the 
OPS regulations went into effect, Mr. Senator. 

Senator Moopy. Well, they stayed on for 3 years, and during that 
time the production—I am not saying—Senator Douglas brought this 
point out in questioning a witness this morning. He didn’t say the 
cattle production was great because of the OPA; he merely pointed 
out the obvious fact that the production was great during the period 
of OPA, in spite of the OPA. 

Mr. Wit.ovucuey. I will try to answer this way: We can’t set up 
this business overnight and start and stop. We have been at it 50 
years, with generations before us, and we have to go on, whatever it is. 

We have just got to make the best of it until we are completely 
forced out of business, and can’t get credit to operate. 

Senator Moopy. There isn’t any sign of that; is there? 

Mr. WittovGupy. Well, I wouldn’t say that there is no sign of it; 
this is a very discouraging earmark here that we are going up 
against, these price ceilings, and so forth, and roll-backs. 

“Senator Moony. W ell, “Mr. W illoughby, I don’t want to bore the 
committee by going into a point I have made a couple of times in the 
last few days, but I would assume you would agree we don’t dare in- 
flate the economy, and let the whole economy spiral upwards. 

Mr. Wiu.ovensy. Senator, I am glad you asked that question. If 
I may, my opinion is that that. is not. the way to stop this inflation. 
This produetion—— 

Senator Moopy. I would sure like to have you tell me how to do it. 

Mr. Wittovcury. You know more production will have a tendency 
to stop this inflation quicker than a lot of controls and shackles that 
we can’t live under. 
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Senator Moopy. That is precisely the program of Mr. Wilson, t« 

increase production, but he has pointed out that while they are takiny 

all these foods out of the market in the next 2 years, there is going 
to be a civilian scarcity, because we have to get strong. 

Mr. Winxovexsy. If you knew you were going to have to operate 
at a loss, would you be inclined to increase and expand and produce 
more cotton, corn, beef or whatever business you happened to be in‘ 

Senator Moopy. No; but if I had bought a lot of cattle last fall a 
favorable prices, I think I might be-willing to sell them at dling 
prices rather than prices that I can dictate. 

Mr. WiLovensy. Right there, Mr. Senator, I am not speaking fo 
the feeder. I am the range producer, and that is the only man Ta 
trying to defend. The man out on the range that breeds the cows an 
produces the calves. 

Senator Moopy. Do you agree with the gentleman the other day 
who testified that the price of meat to the retailer is subnormal tod: ay! 

Mr. Witxtovensy. I can’t answer that. 

Senator Moopy. I mean to the consumer? 

Mr. Witiovensy. I am not a processor: I can’t answer that. 

Senator Moopvy. The processors testified this morning that thei: 
margin of profit is very low. 

Mr. Wintovcuey. I don’t know what all 

Senator Moopy. Senator Capehart brought out this morning tha: 
the spread by a good many of these processing places is a very narrow 
spread 

Mr. Witiovenpy. I don’t know what all goes into processing thi- 
beef. I can’t answer that. I am not a processor. I don’t knov 


what his labor costs are, nor his equipment, nor cartage and drayage. 
and all the infinitesimal things that go into it; I just am not verse: 


in that line. 
Senator Moopy. Don’t you think it is important that the final ou 
come of this thing, which is the supply of beef and the price of beef 


to the average housewife, is in such a line that it does not impel 
demands for higher wages which are natural when the cost of living 


rises? 

Mr. Witxovensy. I think under this proposed directive that you 
are going to get less beef at a higher price, because there is going t 
be less of it on the market, the feeder is going to feed less catt! 
because he is faced with these roll-backs. 

Senator Moony. Now, are you opposing the directive in the wa 
it is written, or are you opposing the idea of controlling it at all? 

Mr. Wittovensy. Do you mean am I opposed to controls ¢ 

Senator Moopy. No; I am opposed to controls unless they are nece- 
sary, but Iam asking you whether when you are criticizing these direc 
tives, are you criticizing the directives, or the idea of havi ing contro 
over meat prices at all? 

Mr. Wiwovensy. Well, sir, I will answer you this way: That 
a pretty difficult question you have put to me. 

Senator Moopy. I am merely trying to find out. 

Mr. Wittovensy. I know; I understand ; we will get along all right 

The conditions under this directive that the range producer 
going to have to operate under are not going to encourage him t 


expand his production, which is the purpose of the directive, is 1 


not ? 
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Senator Moopy. It certainly is one of the purposes of the directive, 
and I hope you will call any practical matters of that sort to the 
attention of the Price Administrator. It isn’t our responsibility to 
write the directives, but it is our responsibility to give the people whose 
responsibility it is to control inflation the tools with which to do it. 

Mr. Wittovcupy. May I remind you, Mr. Senator, that Mr. Di- 
Salle yesterday—and I heard him—said that he had no intention 
of changing this directive. 

Senator Moopy. Didn’t he say he had no intention of lifting controls 
on meat; that he wasn’t going to retreat from the position that you 
have to control meat along with other commodities ? 

I don’t remember the direct quote. 

Mr. WiiLovensy. I can’t use the language he did, but isn’t that 
virtually saying he is not going to change the directive / 

Senator Moopy. Might he not feel, Mr. Willoughby, that he must 
do this job, and might he not want to do it right, and he might be 
glad to get your suggestion ¢ 

Mr. WitLtovensy. We would be glad to confer with him. 

Senator Moopy. I hope you do. 

Mr. Wit.oveusy. If we are given an opportunity, we would wel- 
come an invitation. 

Senator Roperrson. The Senator from Ohio. 

Senator Bricker. I have just a couple of questions I want to ask 
Mr. Willoughby. 

On page 6 you detail the reports from 10 actual feeding operations 

: Texas. 

Were those cattle all bought by the feeders in the normal market 
operations ¢ 

Mr. Wititovensy. Now, those figures were given me by A. & M. 
College of Texas, and I will leave a copy of them with you here. 

I had no idea that I would be asked where the ‘y got the cattle. I 

can’t answer you. 

Senator Bricker. So far as you know, they were bought in the 
normal operations of the market, without regard to price ‘control or 
anything else ? 

Mr. Wit.ovcuey. I would judge so. 

Senator Bricker. Coming over to your statement on page 8, that 
this roll-back order actually amounts to a roll-back of 18 percent 
with two additional roll-backs of 4.5 percent each, to come at later 

ds —_ how do you figure that 18 percent ? 


I don’t follow you; maybe you explained it in detail, but I wish 
vou would go over it again. 


Actually, on the kind of cattle I produce and such as are produced on prac: 
tically all range land, the roll-back amounts to 18 percent now, with two addi- 
tional roll-backs of 4.5 percent each to come at later dates. 

How do you arrive at the 18 percent figure ? 

Mr. Witovensy. We got those figures, Senator, from the Depart- 
ment of Agriculture. 

Senator Bricker. Now, wherein is the 10-percent figure, then, in 
the order, in the directive, in error, and why does it come to 18 percent 
rather than 10 percent, which was actually meant, or at least, that 
was the impression given at the time the order was written ? 


Mr. Wrtitovenry. Would it be permissible to let the judge answer 
this? 
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Senator Bricker. Oh, surely ; I just want it explained to me. 

Mr. Monracur. At the time the order was written, I took the figures 
of the maximum ceiling prices by grades of the different cattle and 
went to the Bureau of Agricultural Economics and the Department 
of Agriculture, Mr. Burmeister there, and had him make this calceu- 
lation for me. I had read the statement in the regulation that the 
roll-back was 10 percent, but actually, with reference, say, to prime 
rattle, the roll-b»ck was $3.89 a hundred, which amounted to 9.7 per- 
cent roll-back in the price on the 28th day of April. 

On choice cattle it is $3.48 a hundred, which was a roll-back of 9.2 
percent. On good cattle, it was $3.68 a hundred, which was a roll- 
back of 10.5 percent. On common steers, which is the kind that we 
have been talking about here, commercial steers 

Senator Bricker. Feeding steers ? 

Mr. Monracure. Yes—the roll-back was $5, which was a roll-back of 
18 percent on the price of cattle on April 28, according to the Depart- 
ment of Agriculture, and also on cutter and canner cows, the roll-back 
was 13.3 percent, and on utility cows, the roll-back was 18 percent. 

Senator Bricker. Well, in talking, then, of this 18 percent, you are 
applying it only to your segment of the industry; that is the feeder 
cattle off the range ? 

Mr. Monracur. Yes; I think the statement shows it applied to the 
lower grades of cattle. 

Senator Carrnarr. If the Senator will yield; it was not a straight 
10 percent on all grades? 

Mr. Monracur. No, sir. 

Senator Caremart. It was a dollar-and-cent reduction, which made 
some grades as high as 18 percent. 

Mr. Montacur. Now, at this time, and then if you take 

Senator CareHarr. What right has Mr. DiSalle or anybody else 
to falsify their publicity and propaganda in saying to us it is 10 
percent ? 

Mr. Montague. | don’t know, sir, and if you apply that same pro- 
portion to the 9 percent that it advertised to come in the future, that 
would amount to 16 percent, which would be a total of 34 percent. 

Senator Capenart. This 4.5 and 4.5, is that percentage, or is that 
dollars and cents in different grades? 

Mr. Monvacue. 4.5 percent, and not dollars and cents. 

Senator Caprnart. That is a straight 4.5 percent ! 

Mr. Montague. 4.5 percent. 

Senator Carenarr. Then we have had a lot of falsified publicity, 
haven’t we? 

Mr. Monracve. A little inaccurate, at least. 

Senator Rozserrson. I saw one statement to the effect that farmers 
were getting 150 percent of parity on cattle, and they were going to 
roll them back to 125. How does this work out ? 

Was that first statement true, that they were getting 150 percent, 
and the second statement true, that they would roll them back to 125 
percent, and that ought to be enough ? 

Mr. Montacur. Senator, with reference to parity, I would like to 
make a little statement with reference to that. 

Livestock people that we represent have never been interested in 
parity, for this reason: As you will remember, you who have been 
in Congress for a long time will remember the parity formula was 
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worked out for the purpose of administering price-support programs 
in the Congress. Cattle resisted being given a price support at that 
time, and have for four separate occasions before Congress when the 
proposition has been offered them to put cattle under a price-support 
program we have resisted it. 

We don’t like controls, even though it gave us a floor. 

Senator Roserrson. We are the same way about apples. 

Mr. Monracur. We didn’t want price supports, and we resisted it, 
so when the parity formula was evolved, the cattlemen took no interest 
in it. It meant nothing to us. We never have taken any interest in 
itnow. We know, and the Department of Agriculture Bureau of Eco- 
nomics will tell us that in reference to livestock, the true situation has 
never been developed, that actually, parity for livestock is far below 
what it ought to be, but since nobody from the industry has ever shown 
interest in it, because it meant nothing to us, that is where it fell. 

Senator Ronerrson. When they say it is 150 percent of parity, they 
are just pulling a figure out of the air? 

Mr. Wittovensy. Exactly. 

Mr. Montague. Yes. 

Senator Rosertson. Is it true, if it was 150 percent, they have rolled 
it back to 125 percent, or has it been rolled back below that? 

Mr. Monraaue. Yes; it has been rolled back below that, and I be- 
lieve the order itself states that on the 15th of June 1950, cattle were 
selling on the average at 137 percent of parity, and it is his intention 
by this order to reduce the price of cattle to the point where they 
would sell from 120 to 125 percent of parity, which is below the pre- 
Korean relationship. 

Senator Bricker. That violates the terms of the law; doesn’t it ? 

Mr. Monracvr. I questioned them about that, Senator Bricker, and 
got this answer: They said “No”; in dollars and cents the price would 
still be higher, although the relationship to parity would be lower. 

Senator Capenart. That is stretching it. 

Senator Bricker. That doesn’t add up; does it ? 

Mr. Monracur. It was a little complex for my country mind to grasp 
fully. 

Senator Bricker. I come from the country, too; I need a little 
clarification on it. 

To follow a little further, Judge, will you further discuss why parity 
is not applicable to the cattle industry ? 

Parity, of course, is the ratio between the cost of things—or is sup- 
posed to be a reasonable ratio between the cost of things that the pro- 
ducer, farmer, or whatever you might call him, has to buy to produce 
his marketable product. 

Now, explain just a little bit further to us why it doesn’t apply in 
the cattle industry, if it does in other agricultural production ? 

Mr. Monracuer. Well, the only explanation I can give you is just 
about what I have stated, Senator Bricker; the fact that that has been 
the problem that we have never interested ourselves with at all, because 
it meant absolutely nothing to us. 

Senator Rosertson. Judge, may I interrupt there to say that to pro- 
duce a thousand-pound steer in a 3-year operation / 

Mr. Monracur. That is right. 
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Senator Roperrson. And if you get parity on that steer, you have 
got to know the cost of each one of those 3 years, and nobody has 
ever tried—it is varying all the time—to ever figure it out. 

You can figure the cost of a crop of wheat, you plant it in the 
fall, you harvest it the next June, you plant your corn in April or 
May, and you harvest it in September and October, you know pretty 
well what the cost of that particular growing period has been, but 
if it is a 3-year operation from the time you breed your cow until the 
time you sell that steer, it is quite a complicated thing. 

Mr. Wittoveusy. That is a good answer. 

Senator Bricker. Complicated as it is, is 150 percent. of parity the 
standard or ratio by which you judge the reasonableness of the prod- 
uct of the farm; is that a true statement in regard to the aie in- 
dustry ¢ 

Mr. Witiovcuey. Well, we don’t think so. We don’t know what 
parity is with reference to cattle. 

Senator Bricker. Because of what Senator Robertson has just said ’ 

Mr. Witioveusy. That is right; we don’t know, and I don’t think 
anybody else does. 

For instance, this will be breaking into the continuity of our pres- 
entation here a little bit, but I think it would be very appropriate at 
this point: 

Mr. DiSalle was questioned with reference—when he was on the 
stand before the House Agricultural Committee the other day: and I 
heard this testimony—he was questioned to tell what figures he used 
to determine what would be a fair return to the producers of livestock 
on the range when he established these ceiling prices, and he replied 
that he didn’t have them with him, but he would be glad to present 
them to the committee, and I would like to show this committee what 
he presented, if I may. 

I don’t have the record of it here, but I think I can quote it. 

Mr. Wittoveusy. Mr. McCan is another producer very familiar 
with this. 

Senator Ropertson. I will have to finish with you, first, and then 
the regularly scheduled witness. 

Mr. Montacur. Mr. DiSalle sent up on Saturday to the committee 
on Agriculture a one-page notation of figures that he said were the 
basis for his calculations of these prices, and they were dated in the 
early part—this is a copy of it that was furnished us by the committee. 

He showed a ridiculous situation here. He showed that—this is 
Mr. DiSalle’s statement—out of a receipt here of, say $88.47 that a calf 
brought, the net income to the producer was $77.32, that it only cost 
$15 to raise that calf. 

Senator Cargeuart. Let me see that. 

Senator Bricker. Did he give any figures as to how he arrived 
at that? 

Mr. Montacue. Yes; I just didn’t want to burden you. I want 
it clarified, myself. I just can’t understand it. 

Senator Roperrson. So that is why he said it was below parity, but 
the dollars were there? 

Mr. Montacur. Yes. 

Mr. McCan has got some other testimony on that that I think would 
be very relevant. 

Senator Rogertson. Now, we have to hurry along. 
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Has the Senator from Connecticut any questions? 

Senator Benton. No questions. 

Senator Moopy. I would like to clarify one point, if I may. 

Senator Ropertson. Senator Schoeppel ? 

Senator Scuorrret. Mr. Willoughby, a lot of people from my area 
go down into your great State of Texas, the area of the Southwest, 
and buy a lot of these calves, and run them up in that blue-stem area 
in Kansas and put what we call grass-fed fat on them. We get 
200 or 225 pounds gain on the critter we buy from your State; that 
is a good gain up in that blue-stem area. 

Mr. Wixiovcuey. That is a good gain. 

Senator ScHorrreLt. Now we have hundreds of producers that go 
into your State and into the Southwest, and they contract for calves. 
We try to get them around 450 or 500 pounds. 

We have all kinds of men that go down in there and contract for, 
say, October delivery, along about that time, 500-pound critters at 
around 37 cents a pound. 

Mr. Wittoucusy. And up to 42, Senator. 

Senator Scuorrret. That is right; but the big average will be from 
37 cents on up a few cents. They bring them into that Kansas area, 
they carry them over into the spring, put them out in the blue-stem 
area, and run them for 100 to 125 days to put on this poundage that 
I have mentioned to you. 

Now under these roll-backs, and under the specified classification, 
these hundreds and hundreds of folks up in my area that bought 
your steer calves down there throw those critters on the market w “ith 
that gain on them and all into a classification that brings them a top 
of 27 to 28 cents. 

Mr. WitLovcupy. Exactly. 

Senator Scuorrre.. With all the expenses they have, transporta- 
tion, pasture, loss ratios, interest at the bank, and a lot of those 
things—— 

Mr. Wittovensy. And taking a chance on the elements, and maybe 
going into a dry lot with a big feed bill. 

Senator Scuorrret. That is right. Do you think many ranchers 
up in this country are going to be enthusiastic about running down 
there and buying your cattle? 

Mr. Wiixovcusy. Hell, they won't even come. They won’t even 
call us up. 

Senator Scuorrret. That is the practical side of this thing I want 
somebody to get. That is the hard, cold crux of this picture. We are 
supposed to be happy, Mr. Willoughby, to get the roll-backs in three 
successive stages, and we are supposed then, despite that, to come 
down and buy your critters this fall. 

How many people do you suppose will be enthusiastic about that ? 

Mr. Wiitovcuey. I have talked with many of them, Senator, and 
they say, “Let’s talk about the rainfall, a horse race, or something. 
Hell, we don’t want those things.” 

Senator Scnorpren. And the final result will be that they won't get 
the poundage on these critters, they won’t get the turn-over, despite 
a high cattle population. 

Mr. Wintovensy. Ex xactly. 
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Senator Scnorpren. And from a practical, producing standpoint— 
I am glad you are before this committee—we find those men, in order 
to beat the roll-backs, doing what? ‘They are rushing the cattle in to 
aviod taking another loss, a successive loss, and you are going to run 
into a situation, aren’t you, of finding out that ‘this is going to ulti- 
mately mean a shortage in the poundage of beef that is sold over the 
counter. 

Mr. Wittovensy. You are 100 percent-right, Senator. 

Senator Scuorrre.. I wanted to bring that phase of this thing out. 

One other question: I don’t want to burden the committee and 
yourself. 

Mr. Witxovensy. I will stay here all evening. 

Senator Scnorpre. I can’t understand, and I have been somewhat 
intrigued by your experience here. I asked Mr. DiSalle, I asked 
Mr. Brannan, when this initial legislation came on the books. When 
we were considering it, we wrote into this bill the stipulation that the 
industry committees should be given opportunity to be heard before 
- pos who made these rules and regulations. 

*, Wittovensy. We have a man with us right here. 

et Scuoerret. We are finding out that a lot of you fellows 
have only perfunctory opportunities; they probably pulled out an 
order and said, “Well, this is the order that we have made.” We 
have gotten away from the practical approach. 

Mr. Witiovensy. In a few instances they didn’t go that far. 

Senator Scnorrret. That is the difficulty. , 

Now, then, I am thinking about this curtailment of slaughtering 
quotas. Do you know who in the Sam Hill ever brought that thing out 
the way it has been brought out? Have you ever been able to find out ’ 

Mr. WitLovenusy. No, sir. 

Senator Scuorrrei. Do you know the reason why that was brought 
out? I am sorry I had to leave the hearing this morning when the 
gentleman from Swift & Co. was testifying, but I would like to know 
from somebody why that kind of a regulation is written into this 
thing. 

Mr. Wri.oucHBy. You know what is going to happen to that kind 
of a deal? 

Senator ScHorpreL. Well, I have my own judgment on that. 

Mr. Wru1ovcney. These black-market boys will take hold. 

Senator Bricker. Have you any idea why the quota was established / 
What do you think was the reason for it ? 

Mr. WritLovcHey. Senator, I can’t answer that. 

Senator Moopy. Quotas were established, I believe, because the) 
wanted to be sure meat would go to the legitimate slaughterers and not 
go into the black market. 

Senator Capenart. If you are correct in your statement, they ought 
to give them 100 percent and not 90 percent. 

Senator Bricker. That is what I would like to know. Nobody has 
explained yet why they did it, let alone Mr. DiSalle. 

What do you think was the reason ? 

Mr. Witiovcury. Well, maybe to punish some packer that didn’t 
stay in compliance. 

Senator Bricker. You mean to try to punish somebody. It looks 
to me like an open invitation to a black market. 


@2 meme A 





Rabie a alt taku 









M 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1333 


Senator Carenart. If the Senator will yield a minute, what they 
did was reduce each packer’s kill to 90 percent of what he killed a 
vear ago. 

Mr. Wittovensy. That is right. 

Senator CareHart. That is a correct statement ; is it not ? 

Mr. Wit.ovucupy. Yes. 

Senator CapeHart. Why in the world would they dothat? Who is 
going to get the other 10 percent ¢ 

Senator Roserrson. We are going to have Mr. Conway in a minute, 
who sat in on some of these conferences, from the Research and 
Marketing Division of the Livestock Producers Association. Pos- 
sibly it would save time if we go to Mr. Conway. 

Senator Caprnart. Let’s cet him up here and see if he can tell us. 

Senator Moopy. I think if you will call Mr. DiSalle he will make 
plain, Mr. Chairman, that he is allocating everything they expect to 
be shipped this year. ‘There is no vacant 10 percent there, as I under- 
stand it. 

I would like to have you call the agency and ask them, if you wouldn’t 
mind, 

Mr. Wit.toucusy. May I leave my cost of production of a range 
animal ¢ 

Senator Ropertson. Yes; without objection, that will be filed with 
your statement. 

Senator Benron. Couldn’t it be to protect the smaller packers? 
Otherwise, if there is a somewhat limited supply. it could easily be 
channeled all into the hands of the big ones. 

Mr. WitLovensy. The small packers are the ones yelling the loud- 
est, because they have been getting their supplies from the big pack- 
ers—I mean processors—and the big packers have cut them off com- 
pletely. 

Senator Carenart. If you start out at 100, and reduce the number 
for each packer, not only the big fellow but the little fellow, to 90 
percent, you can’t just 

Senator Benton. It keeps them all in the same relative position. 

Senator Carenart. What do you do with the other 10 percent? 

Senator Rozertson. Then you have a 10-percent surplus. 

Senator Carenartr. You mean we farmers are not going to sell 100 
to the market ; we will hold back 10 and sell 90 

Senator Roserrson. As soon as you get the surplus, you can reduce 
the price. 

Mr. Conway, please. 

Do you have a prepared statement, Mr. Conway ? 


STATEMENT OF H. M. CONWAY, DIRECTOR OF RESEARCH, NA- 
TIONAL LIVE STOCK PRODUCERS ASSOCIATION, CHICAGO, ILL. 


Mr. Conway. I have a prepared statement I would like to read, 
Mr. Chairman. 

Senator Rosertson. Is it very long? 

Mr.-Conway. Not more than 15 minutes; I doubt if that much. 

Senator Roserrson. How many pages? 

Mr. Conway. Nine. 

Senator Carenart. Could ‘you tell us before you begin why the 90 
percent ? 
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Mr. Conway. Oh—— 


Senator Capenart. You were a member of the Advisory Commit- 
tee, were you not? 

Mr. Conway. No; not a member of any advisory committee. 

Senator Capenart. Do you know why the 90-percent quota? 

Mr. Conway. I don’t know why that figure was arrived at, but it is 
the most vicious thing I know of to beat down the livestock prices. 

Senator Carenart. What is the effect-of it; does it mean that they 
are trying to keep 10 percent of the animals on the farm? 

Mr. Conway. No; it just means that 

Senator Bricker. Senator Connally, you are from a beef-producing 
State; why don’t you come up and ask some questions ? 

Senator Connatiy. I have my representatives here; Mr. Wil- 
loughby and Mr. Montague, and I didn’t want to add to the group. 
They will tell you the truth with the bark on it. 

Senator Bricker. I don’t doubt that, but I thought you might 
clarify this thing. Iam a bit confused about it. 

Mr. Conway. I would like to read this statement, and then I would 
be glad to discuss the quota proposition, what it means, and any 
questions you would care to bring up. 

Senator Carenart. Well, I hope you will discuss that 90 percent, 
because it seems to permit the packers, big and little, to kill only 90 
percent of what they did a year ago; you are going to further create 


a shortage of meat to the extent of 10 percent, as far as the public is ° 


concerned. You are keeping 10 percent of the meat off the market. 

Now, that has a tendency to push the price up, does it not, or it 
would if you had no price control ? 

Mr. Conway. For the time being, if the supply exceeds the quota, 
it is going to force the price down. 

Senator Rosertson. I might say to the Senator from Indiana that 
Senator Douglas’ assistant got this explanation from the OPS: What 
these quotas do is to freeze the slaughtering pattern of last year; that 
is, sack slaughtering house gets the same percentage of the total num- 
ber of head available to all slaughterhouses that they did last year. 

Ninety-percent figures came about only because your Department 
estimated that the number of head delivered to slaughter would be 
only 90 percent of last year’s total. There is no 10 percent. That 
destroys my theory; we don’t get the surplus. 

Senator CapeHart. Why do they even talk about it at all? Why 
didn’t they just simply say—why did they even limit anybody to the 
number of animals they can kill, if they can buy them ? 

Senator Ropertson. Well, let’s let the witness proceed with his 
major statement. I don’t believe we can settle this issue. 

Senator Moopy. To answer the Senator from Indiana on that one, 
there has been a lot of criticism of black markets, and the attempt of 
OPS is to control the back market by limiting the number of slaughter- 
there were going to be black markets. If they are making legitimate 
houses that are licensed, and by trying to allocate this beef to legitimate 
channels. The case presented this morning was based on the fact that 
there was going to be black markets. If they are making legitimate 
efforts to control black markets, I am in favor of giving them a fair 
chance to do it. 

Senator CapeHart. But the fair chance would be to give the legiti- 
mate fellow the chance to buy all that he could kill, rather than limit- 


a : NR at DIM ae: fre called Pee Adiga eee 








se fe —_—~ 


Ly 
he 


ne, 

of 
er: 
ate 
ate 
hat 
ate 
‘air 


iti- 
nit- 

















































DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1335 


ing him, because if you limit him, that means when he reaches his 
90 percent, he says “this is the 2 5th of the month; I am sorry, but I 
can’t buy any more cattle until the 1st of the month,” so then the 
farmer has no place to sell, so he sells to the black marketeer 

Senator Moony. During the last war you will remember 
there was a maldistribution of beef in the countr y, too. They would 
sell in the area where the beef was, and markets that were distant 
from beef-producing areas were famished. This is an attempt to cor- 
rect that situation. 

Senator Caprnart. But it is just the opposite. You.are limiting the 
fellow that has the distribution in the big cities to 90 percent. It 
does just the opposite. The fellow that can kill and sell there in 
New York is the fellow that has Nation-wide distribution. I am noi 
going to sell cattle off of any Indiana f: - and shoot them all the way 
to New York C ity and then say to some butcher down there, “Will you 
buy them?” He says, maybe, “No,” and I have to ship them back : 
thous: and miles. 

Senator Ropertson. You may proceed, Mr. Conway. 

Mr. Conway. Only once in the history of this country have farmers 
and stockmen, as well as meat consumers, been confronted with condi- 
tions comparable to what are to be expected as the livestock and meat 
industry is forced under a federally controlled economy. No identifi- 

cation or description of that historical period is necessary, as condi- 
tions during OPA days have been indelibly stamped on the minds of 
practically every meat consumer, as well as that of each livestock 
producer and feeder of this country. 

I fully appreciate that any reference at this time to such chaotic 
conditions may be sacrilegious but I wish to give solemn warning not 
only to this committee but also to the meat-consuming public through- 
out the country that such conditions again are definitely in prospect. 

At the outset it seems advisable to state that price ceilings on live- 
stock and meat, as well as all of the accompanying and resulting regu- 
lations, are unjustified and absolutely unworkable. Such controls 
may seem a generous gesture and a special consideration to the meat 
consumer but in the final analysis nothing can be more detrimental to 
the meat-consuming public and to the general welfare of this country 
as a whole. 

This is a very sweeping statement, but in arriving at such a conclu- 
sion, I have tried to eliminate all personal and organization bias and 
be guided by sound economic reasoning, backed up by much profes- 
sional experience and practical observation in the livestock and meat 
industry over a long period of time. 

While this statement may seem opinionated, I want to assure this 
committee that my convictions are given in all honesty and sincerity as 
I do not dare to ‘jeopardize my professional standing, by erroneous 
conclusions because in the livestock field time is always a final check 
on the soundness of economic reasoning and particularly on future 
forecasts. 

Furthermore, it has been my business for many years to give advice 
to thousands of livestock producers and feeders on their production 
and feeding operations and to supply, either directly or indirectly, 
basic information to fully two-thirds of the livestock industry. 

You may be further assured that any statement I make in my official 
capacity as director of research of the National Live Stock Producers 
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Association, a farmer- and stockman-owned livestock marketing 
organization serving more than a half million livestock producers and 
feeders, is based on first-hand acquaintance with past and present 
conditions in the livestock industry. 

It has been my responsibility during the past 28 years to maintain a 
running analysis of current, as well as prospective, livestock prices. 
This has involved a detailed analysis of factors governing livestock 
and meat production and consumer demand. From such a position of 
experience and responsibility, I have no hesitancy in commenting on 
the effect of price and control policies that are now being placed on the 
livestock industry. 

Before going into the technical aspects of price-control policies, I 
would like to e smphasize that no part of our national economy is more 
essential than the livestock and meat industry. Meat is a highly de- 
sirable food product and one that is essential to every indiv idual from 
a dietary standpoint. Furthermore, livestock is the only means of 
utilizing the great forage and roughage resources of this country. 

Almost every farmer and stockman is involved in meat production in 
some way and when the interest of consumers are included, practically 
every individual in this country is concerned with meat. From ihe 
business standpoint of employing capital and labor, the livestock and 
meat industry is second to none. Therefore, it is necessary to con- 
clude that the whole population of this country is vitally concerned 
with what the future holds for the livestock and meat industry. 

It is also basically fundamental for sound economic reasoning to 
recognize that the livestock and meat industry grew and developed to 
its present high degree of perfection under a reasonably free play of 
economic forces. Extreme competition has prevailed in livestock 
production, feeding, and marketing. Likewise, similar competition 
has characterized meat processing and retailing. Through this com- 
petition there has developed a system of marketing, processing, and 
retailing that has efficiently and adequately distributed livestock and 
meat supplies from surplus producing areas to the most distant and 
deficit-consuming areas. This has been according to per capita de- 
mand in all areas, as well as on the basis of regional consuming habits. 
Efficiency through competition has limited profits in production and 
processing, thus ‘through competition the consumer’s dollar is divided 
on the basis of costs and services rendered. 

Getting into more technical aspects, it can be demonstrated and 
backed up by economic reasoning that the basic level of meat prices is 
determined over the retail counter. These factors are (1) the pur- 
chasing power of the consumer; (2) the per capita supply of meat: 

and (3) the value of the dollar. The latter item is measured by the 
general level of commodity prices, which ordinarily reflect the extent 
of price inflation or deflation. This factor, which is out of the field 
of control of the meat producer and consumer, not only governs the 
general level of all commodity prices, including livestock and meat. 
but. also largely determines the over-all price of labor. To anyone 
familiar w ith the statistical analysis and the basis of forecasting meat 
prices, as well as those for livestock, it can be demonstrated that at any 
time and at any place livestock and meat prices are a reflection of a 
reasonably free play of economic forces. Therefore, it has to be con- 
cluded that legitimate prices normally prevail for livestock and meat. 
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Ordinarily, with a free play of economic forces any maladjustments 
are promptly corrected and this is accomplished by minor price varia- 
tions from day to day, which reflect a perpetual adjustment between 
supply and demand conditions that are highly sensitive. This natu- 
rally results in endless price differentials ‘between competitive prod- 
ucts, as Well as between distribution points, which vary from day to day 
and particularly from season to season. These variations are especi- 
ally important in governing the distribution or flow of meat to con- 
suming areas. With the extreme surplus area of meat production in 
the Midwest, approximately two-thirds of the livestock and meat 
supply normally moves to the eastern consuming areas. Consequently, 
proper and flexible price differentials are necessary to maintain the 
flow of meat from the producer to the consumer. 

Considering the more obvious limitations of price ceilings and con- 
trols for livestock and meats, it should be recognized that there are 
numerous classes and grades and that present grade standards are 
rather arbitrary. Furthermore, these largely lose their identity in 
retail channels, consequently with unbalanced supply and demand 
conditions price fails to be a true measure of the value of meat and 
services rendered to the consumer. ‘There is normally considerable 
overlapping in the various grades, thus price can be offset by a cor- 
responding lowering of the quality of the product received. There 
are endless ways of reducing services to the consumer. 

With the foregoing as a basis for interpreting the present position 
of livestock and meat prices, some definite conclusions and recom- 
mendations may be formulated in regard to price-control policies. 
It has been natural to justify such action by the sharp advance in 
prices during the past 12 months. Also it may seem politically ex- 
pedient to promise consumers lower meat prices. As a consumer, I 
know meat is never cheap enough. However, I want to emphasize 
more fundamental conditions and particularly indicate what has 
taken place during the past 12 months. 

Following the usual statistical procedure in price analysis, I would 
like to point out the extent of price inflation and the increase in con- 
sumer demand that has taken place since last June. From June to 
March, over a period of 9 months, the general level of commodity prices 
advanced 17 percent. Along with the rapid increase in inventory 

values, as well as generally higher prices for new production, together 

with the rearmament program, there was a substantial increase in 
industrial activity which resulted in a marked trend upward in em- 
ployment. The net effect of this was a general step- up in personal 
income for the country as a whole, which was approximately at an 
annual rate of $241 billion in March as compared with $215 billion 
last June, an increase of 12 percent. 

During this period average weekly income of factory workers was 
increased by approximately 9 per cent. Retail meat prices advanced 
approximately 10 percent, which maintained for the consumer con- 
siderably more than the average purchasing power on a dollar-for- 
dollar basis. The net effect of this was general price inflation and a 
greatly increased consumptive demand, ‘which was passed on in the 
form of higher livestock and meat prices. On the other hand, during 
that period the per capita supply of meat remained practically con- 
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stant, consequently all of the price advance can be attributed to price 
inflation and to an increased consumer demand. 

This conclusion was further evidenced by the rapid flow of meat 
into consumption all during the period when prices were advancing. 
Furthermore, there has been nothing evidenced in the trade to indicate 
more than the normal resistance to higher meat prices. In fact, there 
has been considerably less resistance than usually, considering the 
upward trend in retail prices. For the country as a whole, consumer 
purchasing power has been greatly “increased and considerably more 
consumers have been shifted into higher income brackets. 

It is also important to recognize that the livestock industry has 
been making attempts to meet this increased consumptive demand for 
meat. During the past year, cattle inventory numbers were increased 
approximately & percent. In the case of hogs, the increase amounted 
to 7 percent, and for sheep and lamp production was advanced from 
a record low by approximately 4 percent. More cattle generally were 
put on feed but a greater percentage of these were calves, consequently 
would not have shown up in the way of increased beef production 
before the latter part of this year. 

Recognizing that higher livestock and meat prices were only an 
end product of definite economic forces, it should be : appreciated that 
any price-control measures should be directed at the causes, namely, 
the depreciation of the dollar, or inflation, and the increased pur- 
chasing power of the consumer; these are not within the control of 
the livestock and meat indust ry, consequently any attempt to stabilize 
and particularly roll-back prices of livestock and meat can only make 
a bad situation worse. Any lowering of meat prices to the consumer 
will create an additional consumptive demand and will not curb in- 
flationary pressures. 

In all probability, the over-all net result, as in OPA days, will be 
a diminishing meat supply that will be accompanied by further price 
inflationary pressure and an increased demand on the part of meat, 
consumers, 

With the present regulations, it is possible to be most specific in 
regard to what can be expected i in the case of cattle and beef. As has 
been previously indicated, cattle and beef prices can be fully justified 
on the basis of supply and demand conditions and by the general 
decrease in the value of the dollar, consequently the present and pros- 
pective price roll-backs in the beef market and in correspondingly low 
compliance prices for live cattle will result in a substantially increased 
consumptive demand. The consumer will have the ability to pur- 
chase more beef and if the volume is not available he will be willing 
to pay a higher price. 

Also, if necessary, the consumer will not object to taking a lower 
grade product and will not hesitate on receiving reduced retail 
services. 

With demand being increased and no corresponding increase in the 
supply, the consumer most closely located to the source of production 
will be able to satisfy his increased demand. This naturally will be 
at the expense of the consumer most distant from producing areas, 
which will promptly force the rationing of beef. All of this was 
experienced during OPA days and regardless of efforts to curb black 
market operations, , the net results will be the same. 


“pot babaithesSNie Tie inti ddd meen iat 


Poss DUALS fcc Bhe sans LAC DaLA SHI > Es Sey abaganssudallas: “acne 





CO eisehinsecrie ch visi Bei LTR Ri haat ie at tea des bale 


fs Ren AMT 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1339 


The most serious result will be reduced beef production. Price 
ceilings have been set up to discourage finishing c rattle on the Corn Belt. 
Consequently much of the fed crop now in the Corn Belt will be 
held in hopes of recovering present inventory losses. This means a 
general shift of all beef production to a growing basis, which means 
slowed- up production lines and a partic ularly reduced turn-over in 
slaughter numbers. Calves, instead of being finished the following 
year at 1,000 pounds, will tend to be held two or more years to reé ich 
such weights and will only produce beef of low quality. The urgent 
demand for desirable beef in producing areas will result in heavy 
calf slaughter and will tend to hold down cattle numbers at the expense 
of beef production. Under such conditions the net result would be 
for cattle numbers to moderately accumulate in producing areas, with 
a general curtailment in the over-all supply of beef. 

As to the extent of future black-market developments, that remains 
to be seen; but with the prospective demand for beef, consumers in 
general, as in OPA days, will be inclined to get beef by hook or crook. 
In fact, during World War II, if black marketing had not developed 
and beef not been generally upgraded, production would have been 
seriously curtailed for military needs. Such conditions enabled many 
feed-lot operators to continue. Therefore, if present price controls 
are fully enforced, the beef supply situation will rapidly become ex- 
tremely critical. 

With price-control policies not yet announced for hogs and lambs, 
I can deal only in generalities, with the assumption that the announced 
objective will be cheap meat for the consumer. Hog prices are very 
important in determining the hog-corn ratio, which primarily governs 
production. At this time farmers are formulating policies regarding 
fall pig production. Current hog prices make it unprofitable to con- 
vert corn into pork; consequently, it is only logical to expect a down- 
ward trend in hog numbers. Sheep numbers were depleted by inequi- 
table price ceiling during OPA days, with the result that the industry 

was practically sacrific ed, and now we are paying for the lack of wool 
as well as lamb. 

Inasmuch as price-control policies involve the parity concept for 
agricultural products, I would like to point out that the cattle and 
sheep industry has been put in a very embarrassing position. Con- 
sumers generally have been misled by the so-called parity position of 
cattle and lamb prices. The natural assumption is that such prices 
are unduly high, thus resulting in special benefits to such producers. 
I might explain that the data utilized by the Government in computing 
parity for cattle and sheep are very erroneous. In the first place, the 
base period of 1909-14 for lambs and wool represented a period of 
extreme liquidation. Since that time the sheep industry has been 
shifted largely toa lamb basis. Consequently, there has been a general 
shift in the character of the product represented. A somewhat similar 
transition in the character of the product had also taken place in the 
case of cattle; thus, average cattle prices have never been comparable 
with the base period. 

More recently this extreme error has been in part recognized, with 
an arbitrarily adjusted base period being utilized. This has been 
represented by the 10-year moving average, , which is equally erroneous 
because of a still further lack of representatives in cattle, lamb, and 
wool prices during most of the past decade. Furthermore, the parity 
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concept does not basically take into consideration variations in supply 
and demand. Its true measure is also greatly obscured during periods 
of price inflation and deflation. Anyone with any appreciable know]- 
edge of the parity concept would know offhand that the indicated 
parity position for the cattle and sheep industry iserroneous. I might 
add, however, that, in the case of hogs, price data have been maintained 
on a more comparable basis and that the original base period was 
reasonably representative. I might further add that the parity con- 
cept is no accurate measure of the pasition of any specific commodity ; 
in fact, it would be just as logical to calculate the parity position of 
agriculture as a whole on the basis of the cost or price of some single 
commodity purchased by farmers and stockmen. 

In conclusion, I trust that this committee appreciates the vicious 
cycle and the many inequalities created by price inflation and also 
appreciates the importance, and particularly the responsibility, of the 
Government in maintaining stability in the value of the dollar. As- 
suming such responsibility is a first logical basis of procedure for price 
control. Such action should be considered the major safeguard to 
the welfare of this country as a whole. With the upward trend of 
price inflation, it can be only a matter of time until national confidence 
in the dollar will be lost. Such a situation has been evidenced in 
many countries, and the consequent uncontrolled inflation has been 
devastating. With no serious effort manifested along this line, the 
futility of price controls on livestock and meats is without question. 

None of the responsibility for price inflation, as well as increased 
purchasing power on the part of meat consumers, can be attributed 
to the livestock and meat industry. The unfortunate situation under 
such conditions will be the final net effect on the meat consumer. With 
the probability of diminishing meat supplies, the consumer will in 
reality be forced to pay a higher net. cost by receiving a lower-grade 
product and having all of the inconvenience of trying to obtain this 
needed food product. 

Senator Roperrson. My attention has been called to the fact that 
the regulation that fixed a quota of 90 percent on cattle, 80 percent on 
lambs, and 110 percent on hogs; and the order goes on to say, “In 
each instance it has all been available.” 

Senator Caprenartr. Well, I can well understand that that might 
be all that is available, but then what is to be gained? One man might 
not want to buy more than 90 percent, and another man might want 
to buy 120 percent. 

Senator Rozserrson. Did you sit in on this conference when the 
quota was discussed ? 

Mr. Conway. No. 

Senator Carenart. Can Mr. Foster tell us? 

Senator Benton. Were you here this morning, Mr. Conway, when 
I questioned Mr. Bamert? 

Mr. Conway. No; I was not here. 

Senator Benton. Well, this, of course, is the thing that puzzles me 
about this whole problem, because I do appreciate these great diffi- 
culties of controlling prices in your industry; it is probably as diffi- 
cult a place as any aspect of our economy you could talk about. 

If we are not operating in the normal market of supply and demand 
to which you referred at the top of page 7—and increasingly the mar- 
ket will become abnormal as more and more goods are withdrawn 
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from the market, as our whole industry potential switches more and 
more toward production of war goods and there are fewer and fewer 
consumer items available to the customer for the money in his pocket— 
the pressures for meat will mount in all probability very steadily as 
we look 6 months and a year ahead. 

Now, as this demand for meat mounts in an abnormal market due 
to the lack of availability of other commodities, at what point do we 
stop the expansion of production, or at what point do we attempt to 
control the spiraling price that results from this abnormal demand? 

Secretary Brannan in his testimony brought out that 1947 was the 
point of high consumption of meat in this country, with 155 pounds 
per capita in contrast to the present 148 pounds. He explained it 
on the grounds that there were not other commodities for people to 
buy; when they were not and they could get meat, they bought meat. 
When there were other commodities on the market, they did not buy 
meat and the per capita went down. 

How do you propose to control either the spiraling price that will 
result from this rapidly growing demand for meat, or the spiraling 
production, because we certainly cannot convert our agricultural econ- 
omy over to greater and greater production of meat and make meat 
the outlet for the increased purchasing power of the country? You 
have got to control, it seems to me, at some point. You might rationally 
argue that the point is not here yet; but, if you let this thing run as 
you suggest, how can you avoid that point coming at some future 
time; and when it does come how do you propose to control it? 

Mr. Conway. I would like to first explain that we consume all the 
meat we produce, and the reason we consumed more meat that year 
was because we produced more. 

The figure question is the price. I have tried to point out that 
prices have gone up as we devalued the dollar, and we have increased 
consumer purchasing power, and the supply has held about constant. 
Consequently the advance in livestock and meat prices has been the 
direct result of inflation and of an increased demand on the part 
of consumers for meat. 

Senator Benton. Would you let the price in this abnormal economy 
be the regulator of consumer demand ? 

Mr. Conway. Strictly speaking, nothing can take its place. 

Senator Benton. Well, let us say, then, that as your demand mounts, 
as the consumer can buy less and less of other commodities and diverts 
his demand into meat, that over the next year we can look forward 
to a rapidly accelerating demand for meat. You would let the price, 
let us say, double or triple or quarduple until it finally reaches a point 
where he will cease to demand meat, and we will come into balance. 

Mr. Conway. The livestock industry is set to increase meat produc- 
tion. We were set to increase it this last half of this year. 

Senator Benton. That would be the second way to try to control, 
but I do not know any reason why the consumer might not want to 
eat twice as much meat if that is the one thing he has got to spend 
his money on. Do you think the livestock industry should double 
its production ¢ 

Mr. Conway. If he has got the money to spend, it will be just like it 
was during OPA days; we will go out and get the meat. 

Senator Benton. We admit these are very evil choices, but I am 
trying to see what the other choice is that you propose. 
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Mr. Conway. The choice I propose is to stabilize the value of the 
dollar, stop this inflation, and the consumer has got too much purchas- 
ing power; do something about that rather than to curb meat produc- 
tion and increase the demand for meat, which creates a vicious cycle 
as we had back in OPA days. 

Senator Benton. As the consumer can buy fewer automobiles and 
other products, would you not agree that the demand for meat will 
rise ? ; 

Mr. Conway. It will rise to a certain extent, but it will not double. 

Senator Benton. Well, suppose it goes up 20 percent in the next 
2 years. At the time that we are curbing production of all other 
commodities from the standpoint of the war efforts, you would favor 
allowing meat producers to step up their production 20 percent ? 

Mr. Conway. We have got feed, corn, stored up, and we are going 
all-out for production; feeding range and those should be converted 
into meat. 

Senator Benton. I just want to make it clear because this crisis, 
some people think, may last over a period of years. Let us say that 
the consumer, unable to get vacuum cleaners, buys meat in the next 
? years at 20 percent above present ratios. I gather you would favor 
having no policy to prevent the adjustment of our agricultural econ- 
omy to produce the 20 percent ? 

Mr. Conway. Three things. One is to encourage meat production ; 
the other is to stabilize the value of the dollar; and if we want to curb 
the consumer’s extending power, pay as we go on this war, and maybe 
pay off some of our national debt. 

Senator Benton. At the end of 2 years, if we are in this same kind 
of situation, you would then propose letting it go up another 20 per- 
cent in the 2 years that follow, or 30 percent ? 

Mr. Conway. It will take care of itself. You do not have to worry 
about that. 

Senator Benton. How will it take care of itself unless we either let 
prices mount in order to curb demand, or production mount in order 
to fill demand ? 

Mr. Conway. Practically all of this advance is outright inflation. 

Senator Benton. I agree with you it can curb itself if we embargo 
a national neeey of allowing the meat industry unlimited free rein 
on maximum and unlimited production during the period of this crisis. 
That would be one procedure for handling it. It would give us, it 
seems to me, a most disjointed economy, a most disjointed agricultural 
economy, if we tried to take up this surplus purchasing power that 
is developing by expanding meat production. 

Mr. Conway. We would not take it all up, but there are ways and 
means of curbing credit, and a lot of ways the consumers will get 
purchasing power. 

Senator Benton. The second way of course is on the price side. 
Many of the witnesses have emphasized the relationship between wages 
and meat prices. I think large numbers are fixed income people, 
teachers, and others whose wages admittedly have not gone up in any 
remote proportion to meat prices—— 

Senator Ronerrson. Will you yield for a suggestion there ? 

Senator Brenton. Yes. 
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Senator Rorrrrson. The average retail price since last June has 
increased 8 percent. You state that meat has increased 10 percent. 
Do you think those figures are accurate? 

Mr. Conway. They are Bureau of Labor figures. I consider them 
conditionally accurate. 

Senator Benton. It is certainly true there are large groups whose 
income has not increased 10 percent; even though the over-all figure 
looks like 10 percent there are large segments that have not increased 
10 percent. 

Mr. Conway. I agree that a lot of individuals do not have the 
purchasing power they had. That is always characteristic of any 
period of price inflation. 

Senator Benron. But is it not true that if we give no price control 
to meat, what will happen is that the lower income people, whose 
salaries and wages have not responded proportionately, will become 
meatless, and will we not have large segments of the people eating 
no meat, where other segments will be eating two and three times as 
much meat ? 

Mr. Conway. You will find that the big increase in income has been 
in the factory workers. 

Senator Benton. Let us grant that for the moment, and let us say 
the factory workers may be getting twice as much meat as they have 
in the past, whereas bank clerks, and the people who work in the 
Hartford insurance companies, and the school teachers, will be get- 
ting no meat ? 

Mr. Conway. That is a condition that just goes with the inflation. 
It is not the responsibility of the livestock and meat industry at all. 

Senator Ben'ron. I agree it is not the responsibility of the livestock 
and meat industry, but all I am trying to bring out 1s when you start 
to dislocate an economy at any one point, these dislocations spread out 
and out until they touch every majer segment of the economy, even 
though no one would hold the livestock industry in any way respon- 
sible. But the automobile industry is hardly responsible today, and 
yet its production is being cut back and back, and Mr. Ford announced 
this week he is letting off 10,000 men because they are being converted 
to the manufacture of tanks and airplanes, but you certainly cannot 
call the automobile industry responsible for the predicament and 
crisis through which we are going. 

Mr. Conway. You have to remember that we consume about so 
much food each day. We can get by without an automobile. We can 
make an automobile last a few years longer, but eat food every day. 

I appreciate that we have an upset economy, but the point is not to 
upset it more. 

Senator Benton. It is a very evil choice, and the problem of judg- 
ment is which way we have the best chance to keep the economy as a 
whole in as much balance as we can maintain in a period of shortages 
and crises. 

Mr. Conway. I believe in approaching these things from a strict 
economy standpoint, without messing it up any. In other words, price 
is a result of certain conditions, and if we do not correct the conditions 
governing price, we can sit on the side and it will blow out the bottom. 

Senator Benton. Ultimately I think you are probably right. We 
all hope we are not talking about a permanent situation, and if you 





1344 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


are talking about a permanent situation that will last for the res; 

of our lifetime, I agree with you. You cannot control it ultimately. 

: think we must assume that there is an element of short-term problems 
ere. 

Mr. Conway. When you get a hold of this thing, it is pretty hard 
to let loose of it. It goes from bad to worse. 

Senator Benton. I do not deny that, but it is not exclusively applied 
to the meat industry. re 

The case you were making to us is to go and regulate everyone else, 
but we are different so leave us alone. 

Now, every single man who comes in here would like to make that 
case, and the dilemma, of course, of the Congress is how to resolve 
these conflicting views. I know you understand that very well. 

Mr. Conway. I appreciate it varies with different commodities. 
When you come into raw materials, one might be better than another, 
but when you are dealing with a product like meat, produced all 
over the country, it has to be moved through endless distributing chan- 
nels, every consumer is involved, it becomes very complicated. 

Senator Rosertson. I do not think the witness means to leave the 
impression if there was some critical shortage of a food item that we 
should emphasize beef at the expense of all other farm products. | 
think it is true that 95 percent, I would say, of the areas that produce 
our meat will not grow cotton, and that is the only short crop we have 
got right now, and the main theme of these witnesses has been that it 
takes 3 years to produce satisfactory beef. It is a long process, and 
it is a very complicated one, and regulations have been issued first 
to roll back the price on these feeder steers below the cost of produc- 
tion, they will not be fed out. . We have got the complicated gradings 
in the field, four or five different grades that you have got to look at. 
One man will say one thing, and another man will say another, but 
if you guess wrong, you will lose money. Then when it comes to the 
butcher shop, 30 or 40 different ways of cutting it up, the average 
consumer will not know which side of the carcass the knife has fallen 
on. All those are factors that make this a very different food item to 
control. 

ener Benton. The most complicated and difficult, I concur on 
that. 

What interests me was if the general retail price has gone up 8 per- 
cent, and the witness figures beef has gone up 10 percent, then that 
is not as big an increase as the public has been led to believe that they 
were being gouged on the price of meat. I felt somewhat that way the 
last time I bought it. 

Senator Bricker. On page 5 of your prepared statement, you say, 
“the general level of commodity prices advanced 17 percent,” and then 
you state that “the average weekly income of factory workers was 
increased by approximately 9 percent,” and further that “Retail meat 
prices advanced approximately 10 percent.” 

Senator Ropertson. He says all meat items. My attention has been 
called to the fact that beef has gone up 14.7 percent. 

Senator Bricker. That is exactly what I was coming to, Mr. Chair- 
man, that the average increase in beef has been 14.7 percent; pork, 
3 percent; and lamb, 4.6 percent. 

Mr. Conway. Those figures are about right. 

Senator Bricker. That is about right? 
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Mr. Conway. Yes. Your pork averages your meat down when you 
get all meats together. 

Senator Bricker. Maybe this question ought to go to the former 
witness, Mr. W illoughby, but note in Secretary Brennan’s statement, 
page 10, that he says, in regard to beef, the percent of retail price 
received by the farmers of 75 percent in March of 1951—do you agree 
that that is substantially correct ? 

Mr. WitLovucnuey. I am not an economist here. I am just a range 
producer. If Mr. Conway would answer that, well and good. 

Senator Benron. Would you repeat the question / 

Senator Bricker. The percent of retail price received by the farmer 
of beef sold in 1951 to the consumer was 75 percent. 

Mr. Conway. Well, it sounds like it is too high. There are a lot of 
things in those figures. 

Senator Bricker. It sounded to me as though it were too high. 

Mr. Conway. I would not say it is correct. 

Senator Bricker. Considering it as correct, do you have any esti- 
mate of the cost to the farmer in producing that beef animal out of 
which he retains 75 percent of the market price ? 

Mr. WititovcusBy. Now, Senator, we would like to beg your indul- 
gence for just a few minutes. We are pretty much interested in this 
proposition, and we have an item of cost here, Mr. McCan had it, and 
if you would bear with us for a minute, I would like him to present that 
cost of production. 

Senator Bricker. I wish you would. That is the thing that was 
filed to be presented the other night at your panel meeting, and it was 
the one thing you were questioned about. 


STATEMENT OF CLAUDE K. McCAN, VICTORIA, TEX., ACCOMPANIED 
BY NORMAN MOSER, DeKALB, TEX., AND T. L. ROACH, SR., 
AMARILLO, TEX. 


Mr. MeCan. Mr. Conway was not our witness, you see 

Senator Bricker. That is why I said the question might possibly 
go to Mr. Willoughby. 

Mr. Wittovcney. We are of the same category. 

Mr. McCay. Sir, we have got two gentlemen here. These cost 
figures that we think are most important—in other words, we came 
up from Texas 

Senator Bricker. It is basically important. 

Mr. McCan. We base our whole case on it. This thing can roll 
back, you can take the boys out, but what you are going to finally 
have to take out is the producer, because if you assume he has no cost, 
you can get these cattle down to nothing. 

In other words, if the feeder can buy them cheap enough from us, 
he can feed them. If we cannot establish cost, we have not got much 
case, I would say. 

Senator Bricker. Exactly so. 

Mr. McCan. Now, we came up here a long way for this. We know 
it is late, but we would like to give you these figures, and we want 
you to shoot at us on them. 

Senator Bricker. Come up to the table and give them to us, then. 
That is the one unanswered question we have had running through 
this whole proceeding. 
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Mr. Wu.ovcusy. We think we can defend our position, Senator 
Bricker. 

Mr. McCan. If we cannot, we have no case. 

Senator Ronerrson. Before you start here are some figures that 
Senator Douglas prepared. He could not be here. I will read them 
for him. 

Between January 1951 the wage stabilization base of March 1951 
price of cattle went up over five times as much as the wages of manu- 
facturing workers, over four times as much as the prices paid by the 
farmers, over five times as much as the index of consumer prices, and 
over two times as much as the cost of food items. 

Cattle, January 1951, 100 percent. June 1950, 102.2. March 1951, 

53.1. Wages of all manufacturing workers: January, 100; June, 
102.1; March, 110.6. Prices paid by farmers: January, 100; June 
1950, 102.8; March 1951, 112.9. 

In December of consumer prices: January, 100; June, 101.2; March, 
109.7 

Prices of food items: January, 100; June 1950, 103.6; March, 115.4. 

Now, prices of all food items from January 1950 to March 1951 
advanced 115.1; price of cattle, 153. 

Mr. McCan. Gentlemen, there is one thing first. You said a mo- 
ment ago we were talking on the wrong people, we should be talking 
about Mr. DiSalle. Mr. DiSalle has been apprised of all this. Mr. 
Moser was on his advisory committee, and he will tell you about his 
experience. We have exhausted the possibilities with Mr. DiSalle, 
and whoever else tells Mr. DiSalle what to do, if there is anybody. 

We are appealing to you in this, to set up cost figures to establish 
the fact that we cannot produce these cattle beyond a certain point, 
and the chain of events that are sure to follow this. 

Now, the economic discussion left me a little dizzy, but we do know 
what it costs us, and we know there have been a lot of people gone 
broke in this cattle business, Senator. We have had a lot of friends in 
the past, but it has not happened in the last few years. 

It ought to be entirely unnecessary for us to come up here and give 
you men figures on the production of a range calf. We are talking 
about production of a feeder calf. We are not carrying him through 
the feed lot or anything, that is all we know. 

Senator Carenarr. You are talking about putting 400 pounds on 
him ¢ 

Mr. McCan. That is right. Under normal conditions, in range 
conditions, in different parts of Texas, we are just covering Texas, 
because that is all we know. 

In other words, we are coming up here with some figures that we 
think are airtight, so we are not going out of our alley, at all. We 
put these figures up, and we w ant somebody to break them down, if 
they can. 

Senator Carenart. Let us have them. 

Mr. McCan. I just want to go into one thing. You should not have 
to have these figures, and we thought when we brought our figures 
up they would have to stand comparison certainly with figures up y here 
in Washington on the cost of production of a calf. You would think 
they would be here. Some of these young boys want to know what 
they are going to be up against, and should get some figures, we 
thought. ‘Tt developed on last F riday in testimony before the House 
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Agriculture Committee, Mr. Brannan and his assistant, Mr. Wells— 
l do not know his title—made the statement essentially that the man 
who grows yearlings—they use yearlings because it fits—the man 
who grows yet lings, according to our figures, can make money at 
present ceiling prices. 

They were ‘asked by the committee on what figures did they base 
that statement, which was a fair question. It developed they did not 
have any figures. The committee asked, “Can you dig them up?” Mr. 
Wells, and to whom it was turned over, said he did not have them. 
They said, “Will you get them tomorrow morning?” and he said he 
would try. The next morning Mr. Wells came up ‘and testified he did 
not have them. 

Senator Bricker. We are accustomed to that kind of thing. We 
want to know from you what your figures actually are, on cost ¢ 

Mr. McCaw. All right, sir. 

I want to emphasize, if I may, that we want these figures to be 
broken down, we want all questions. 

Senator Ropertson. Go ahead and give them. 

Mr. McCay. All right, I will call on Mr. Willoughby first for his 
set of figures. 

Excuse me for tiring you, I know it is late, but the whole thing 
hinges on this. 

Senator Bricker. I agree with you. What we want to get are these 
figures, 

Senator Carenart. Let us have them real quickly. 

Mr. Witioveuey. Here is the cost of producing a calf with a small 
operator that has one section of land, just 640 acres of land, and he 
has bought his land at $50 an acre. He has got an investment in his 
land of $32,000, but he runs 32 cows on that section of land, it is 
good land. Those cows will readily sell at $250 each. An invest- 
ment of $8,000. Two bulls to serve these cows, $400, and that is con- 
servative. That is $800. His ranch equipment, fences, one thing and’ 
another, and what all it takes to go with that amounts to $3,000. He 
has an investment of $43,800. 

He figures 5 percent. He is a small operator. That is $2,190. His 
taxes are $300. His feed for these 32 cows is $600, and his gas, labor, 
and so on, amount to $1,000. That is $4,090. 

He got a big calf drop, 30 calves, that weighed 400 pounds. 

Senator Bricker. Out of 32 cows? 

Mr. Wit.ovensy. Yes, sir; that is way above the average now, 
Senator, 12,000 pounds of calves. You can just divide that out, and 
it cost him 34 cents a pound to produce that calf. 

The present price is 35 cents. Ten percent roll-back reduces him 
to 3114 up to August 1, after that date another reduction of 414. On 
October 1 another roll-back of 414 percent, and after the Ist of October 
that calf is reduced to 28.35, or a loss of $22.60 a calf. 

Senator Bricker. Let me say, Mr. W illoughby, that I attended your 
panel meeting the other night and listened to all the questions. We 
have examined ever y witness that has been up here. That is the first 
time we have had anything to point toward the cost of a rancher. 
This is the first time. 

Mr. Witxovensy. Our whole case hinges on this cost of production. 

83762—51—pt. 218 
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Senator Bricker. This is the first time we have had a responsive 
answer. : 

Mr. Witi0veursy. That is a small operator. We can give you one 
of a medium size, and one of a large operator. 

Senator Careuart. That is 640 acres, in Texas, will only support 
32 cows? 

Mr. Witiovcuey. Yes; and there are areaas that will not support 
that many, Senator. 

Senator Capenart. He raises nothing else on that farm but 32 cows ; 
he has no corn, no cotton, no wheat, no nothing ? 

Mr. WitLovensy. That is right. 

Now, here is one given to me by the chairman of the board of 
directors of Texas A. & M. College. He owns a 200-cow operation. 
Do you want me to give you all these figures? His cost of production 
is $35.64 per pound. His expenses, lease, 4,000 acres—and he can 
readily get $1.50 an acre for that lease—feed, 400 sacks at $4.20 a 
sack, and you cannot buy it for less than that now, that is less than 
$100 a ton. I am buying now at $100 a ton. He figures his interest 
at 4 percent, $3,080; taxes, $300; salt, supply of vaccine, and so 
forth, $300; depreciation, $25 per cow. These cows get older as they 
go along; $50 on the bull, $15 on the horses, equipment $625. He 
just figures on losing 5 cows out of 200, which is a very small loss, 
and he figures on getting 80 percent calf crop, which is way above 
the average in our State. Four hundred pounds at 35 cents would 
be $21,740, or a cost of 35.64 a pound. 

I can give you any number of those, I can get on up to an opera- 
tion of a thousand cows. 

Senator Bricker. Do the same ratios run? 

Mr. Wit.ovucuey. It is pretty close. 

Mr. McCan. Mr. Chairman, should we give the figures on a 
thousand ? 

Senator Bricker. Is there an average cost ? 

Mr. McCay. It is going to vary, sir. 

Senator Bricker. Of land? 

Mr. Wit1Lovcney. It will vary a lot. 

Senator Bricker. Is that the average? 

Mr. Witiovcney. You cannot average $10 land and $100 land, be- 
cause you do not know how much of each kind. 

Senator Bricker. This is on the basis of 20 acres to one cow? 

Mr. WitLovucuey. Yes, sir. 

Senator Bricker. Now, does it take on the average 20 acres? 

Mr. Wittoucuey. Senator, I operate in an area where I give 30 
acres to a cow, without the Big Bend section of west Texas. 

Senator Rozertrson. We gross 40 steers on 40 acres, and fatten them 
on it? 

Mr. Wit1ovensy. But his land is probably worth $300 an acre. 

Senator Rozerrson. I doubt if he would take that. 

Senator Bricker. We produce cattle on an acre of land in our 
country, but I am wondering if $50, on the basis of 20 acres per cow, 
is the average price? 

Mr. McCan. Senator, let me inject here. 

We knew this. In other words, the value of a piece of land, say 
down in Virginia, or if you have got it in a high state of cultivation 
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in Kansas, in western Kansas, or over in the Flint Hill, Senator, there 
is a wide variation. To simplify this thing, and not to take that 
element out, in the cattle country, and all over Texas, and in most 
any of the cattle country, there is a lease value to the land. In other 
words, what a man will give you for the use of that land. Where 
there is one man that can buy a piece of land, there are a hundred 
men that will lease it because it does not take as much capital, or initial 
investment. 

You can work it back, if your land is worth 20 times, he is entitled 
to 5 percent, if he pays the taxes; we think that would be fair, would 
it not? 

Senator Ronertson. Judge Montague grazes in Virginia. I doubt 
if he ever grazes at a ratio of more than 4 acres to a steer. Now, I 
will ask him. He grazes over in Rappahannock County. 

Mr. Monvracue. Oh, less than four. 

Mr. McCan. We do not get the rainfall that you do, Senator. 
That is the answer on that. 

Senator Bricker. We have had no testimony on this. We have 
been striving to get it. There was a statement of Mr. Bamert this 
morning whether he submitted some exhibits that attempted to cover 
this. 

Mr. McCan. If there is any production, Senator, it is the first one. 
We introduced these figures Salers the House Agriculture Committee 


on Friday. This was the only production figure we have seen from 
Mr. DiSalle. You read that one, Senator. 

Mr. Roach has a big operation in the Panhandle of Texas. 

Senator Bricker. Let us hear from Mr. Roach, then. 

Mr. Roacu. We felt like Senator Bricker this was one of the things 


you probably have been wanting to hear, the actual cost where this 
calf first started from. 

Senator Bricker. That is right. 

Mr. Roacu. I have some figures here I would like to give you, show- 
ing the cost of producing a calf to weaning time in the Panhandle of 
Texas. That is where I live, Amarillo, Tex. 

Most of our ranching operations there, we handle these cattle on 
pastures with cake and grass. Thatis what we winter on. We do not 
feed any rough to speak of to cattle there on the range. 

I will give you an example of a ranch in the Panhandle of 30,000 
acres. 

On this ranch we have—there will be pasture for a thousand cows, 
200 heifers 2 years old; 200 heifers 1 year old. The average price of 
these cows will be $300. That is the average price now of cows. 

The 2-year-old heifers will be $250. Yearling heifers would sell 
for $200. 

On this we will have 60 bulls, at an average cost of $600 a bull, or 
$36,000 for the bulls. Twenty-five horses at a value of $4,000. 

To operate the ranch, three cars, a truck, a jeep, and maybe a ranch 
car, at a cost of $2,000 to $6,000. Other equipment of various kinds 
on these ranches will add up to as much as $5,000. That makes an 
investment there of this operation of approximately $441,000. 

Senator Carenart. In the cattle alone? 

Mr. Roacu. I am figuring this operation on the basis of a lease, 
which in our country the average price of grass lease is $1.25 per acre, 
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so I am going on down and give you the other figures on this thing. 
The lease at $1.25 would be $37 500. Our interest at 4 percent, $17,640. 
We figure a loss, which I think is very conservative, of 2 percent on 
those cattle. 

Our feed, on an average, we feed 2 pounds of cake per day for 150 
days. We have a cake “bill there of $22,500. Our labor will run 
approximately $12,000, and our a accounting, around 
$600. 

Our repairs, windmills, fences, and-various things on a ranch will 
run $6,000. We figure depreciation on the car $2,000. Gas and oil 
approximately $1,800. 

That will give us $108,860, total cost. 

Out of this cost we get 80-percent calf crop, on an average. Now, 
I am talking about a normal year, not drought years, which would 
be 800 calves. They will weigh, on the average, around 400 pounds, 
all spring calves. ‘That would make the average cost of these calves 
at weaning time per pound approximately 34 cents. 

Now, if there is any question 

Senator Benron. That is interesting, I must say. 

Could I ask you this: The ticker says cattle receipts at 12 major 
markets today 41,100 as against 77,700 last Monday, and 68,800 the 
same date of last year. 

Do you think these cattle receipts are due to the fact that shippers 
feel that at present price levels they would be ao at a loss? 

Mr. Roacu. Will you state that question again? I did not get you 
clearly. 

Senator Benton. This is just today’s information on today’s cattle 
receipts in 12 major markets. They were only 41,100 as against 7 77,700 
last Monday, and 68,800 the same date of last year. Is it that they 
feel they are selling at a loss, and hope that the efforts of you men 
and other representatives will be successful in eliminating these Bee 

ceilings, and are holding the cattle off waiting for the price ceilings 
perhaps to be removed so they can sell at a profit, or at least a higher 
price? 

Mr. Roacu. I would not be able to give you that answer, Senator. 
I would not know. 

Senator Capenart. Likewise, they are going out to the farms and 
ranges and buying them directly, because the figures you have are 
those that go through the stockyards. 

Senator Benron. Yes; I suppose so. 

Senator Capenart. It will be like it was under OPA. They will 
be going direct to the farms and buying them. 

Mr. Roacu. This might answer your question, Senator Benton. 

Senator Capenartr. I do not see anything wrong with that last 
group of figures that a“ gave. I would like to see them. 

Mr. Roacu. This is my own figuring. I do not have a very big 
brief case. We will type it and give it to you. 

Senator CaprHart. You have your cows in at various prices, $300, 
$250, and $200? 

Mr. Roacu. That is right. 

Senator Capenart. They are not worth that now, are they, if these 
roll-backs go into effect ? 
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Mr. Roacu. Well, they were worth it. We don’t know what they 
are worth today. 

Senator Carenart. On a thousand cows, you have immediately 
taken a loss of 18 percent, or about $54 a cow. 

Mr. McCay. Senator, would you like to have these figures, or can 
we introduce them ? 

Senator Bricker. They ought to be in the record. 

Mr. McCan. We will have plenty of them, so everybody can have 
a copy, down in OPA, and probably to Agr iculture, too; ‘they prob- 
ably need it. 

Mr. Wititoucupsy. Now, you folks ask us some questions about 
those figures. 

Senator SparKMAN. Hold it a minute, please. At this point, in 
connection with this discussion, if you will furnish us the figures 
that have been requested, they will be put in the record. 

(The information referred to follows :) 


Cost of producing a calf on the basis of stocking 1,700 acres of land with 100 
cows and 3 bulls 


Cost of land—1,700 acres at $65 per ac $110, 500. 00 
Cost of 100 cows at $240 24, 000. 00 
Cost of 3 bulls at $500 = , 500. 00 
Cost of ranch equipment ae 5, 187. 50 


Invested capital ; 141, 187. 50 


Production costs: 
Interest on capital at 5 percent : 7, 059. 38 
Depreciation on breeding stock at 12.5 percent__.____._._-___._.___-.__ 3, . 50 
Depreciation on equipment at 10 percent 518. 75 
Depreciation on improvements at 5 percent 500. 00 
Taxes, actual , 28 
Feed ; ‘ 1, 200. 00 
Labor, actual ; ere 
Medicine and vaccine____--_____-_-_- aiesacie aia Spee - 225. 00 


I i ee Va danas wena lien 250. 00 


Total ‘ 5, 791. 91 


Calf production, 82 percent or 82 calves. 

Cost to produce 1 calf (400-pound) equals $192.58, equals $48.14 per hundred- 
weight. 

Market value, before roll-back, $35 per hundredweight equals $140 per head. 

After 10-cent roll-back on $35 equals $3.50 equals $31.50 per hundredweight, 
equals $126 per head. 

After additional 9-cent roll-back, equals $3.15, equals $28.35 per hundredweiht, 
equals $113.40 per head. 

Loss, before roll-back—$52.58 per head. 

Loss, after first roll-back—$66.458 per head. 

Loss, after second roll-back—$79.18 per head. 

I hereby certify that the above statement is correct to the best of my knowledge 
and belief. 

‘s/ H. R. MARTIN. 


NATIONAL FINANCE CREDIT CorP. OF TEXAS, 
Fort Worth Tex., May 15, 1951. 
Mr. Ray W. WILLoUGH BY, 
Fort Worth, Tez. 
DEAR Ray: As per your suggestion, to the best of my knowledge, enclosed 
you will find figures we estimate the cost to a producer owning a section of 
land that would run 20 acres to the cow to produce a calf, and the effect of 
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the roll-back the prices would have on his production. In running these esti- 
mates no deduction was made for depreciation because it is hard to figure. Such 
figures would run about as follows: 


640 acres of land at $50 
32 cows at $250 

2 bulls at $400 
Equipment 


TN in i a a ee Pe eee nr. 43, 800 


Annual cost: 
5 percent interest on investment 


Thirty calves at $400 pounds, 12,000 pounds. Cost per pound 34 cents to 
produce. Present price 35 cents. Ten percent roll-back reduces to 31.5 cents 
per pound up to August 1. After that date another reduction of 4.5 percent 
* * * on October 1 another roll-back of 4.5 percent. After October 1 price 
per pound would be 28.35, or a loss of $22.60 per-calf-loss to produce such 
calf. 

Yours very truly, 


yy 'e WRIGHT, 
Executive Vice President. 


Cost of producing a calf on the basis of stocking 640 acres of land with 30 cows 
and 1 bull 


Cost of land, 640 acres at $30 per acre 

Cost of 30 cows at $250 

ar I a Fe 8 wekieoeeneu nial ae ies 

Cost of ranch equipment 3, 000 


Invested capital 30, 200 


Production costs: 

Interest on capital at 4.5 percent 1, 359 
Depreciation on breeding stock at 12.5 percent 1, 000 
Depreciation on equipment at 10 percent 300 
Taxes, equals 30 cents per acre 192 
Labor, equals $1 per head per month—12 months 372 

425 
Medicine, vaccine, etc 31 
BN iia lang iba cnlgni mc es ladeinna ‘aioe 200 


eee a 3, 879 


Calf production equals 90 percent of 27 calves. 

Cow to produce 1 calf (400 pounds) equals $143.67 equals $35.90 per hundred- 
weight. 

Market value, before roll-back equals $35 per hundredweight, equals $140 per 
head. 

After 10 percent roll-back on $35 equals $3.50, equals $31.50 per hundredweiglit, 
equals $126 per head. 

After additional 9-percent roll-back equals $3.15, equals $28.35 per hundred 
weight, equals $113.40 per head. 

Loss, before roll-back—$3.67 per head. 

Loss, after first roll-back—$17.67 per head. 

Loss, after second roll-back—$30.27 per head. 
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Estimated cost of producing 400-pound calf on average ranch, Brady, Tez., 
section—12-month period 


Investment : 
Nene eee ee ne id cbichicchlondehallielnk dntpledumancnisiieandy $70, 000 
8 bulls at $500 ; = . 4,000 
ene STII TOU OO ot nee i ees 500 
Equipment (pick-up and accessories) erate “S 2 500 


Expenses : 
Lease, 4,000 acres at $1.5 vt eee 
Feed, 400 sacks at $4.20 per sack ae : 1, 680 
Interest, 4 percent on $77,000 at a . 3, O80 
Taxes —_- ie Zk 300 


Ia CIO UCR secs mlerrnermnenmmentveene ras 300 
Depreciation : 
Cows $25 per year, 200 head Aalhiaats dplsimecph 5, 000 
Seen ae ee WORT. © anion ei 400 
Brorses $15 wer year, 5 head... .... gui 75 
Equipment 4+year life ; ee 625 
Death loss: 5 cows at $350 cee 1, 750 


ecient ninieniamnnnannetainnnnannemsewinammeenece ay Ol 
80 percent calf crop—160 calves average, 400 pounds at 35 cents_- 
Average cost of production .3564 cents per pound. 

Senator Bricker. One further question : 

What was the percentage of return upon your capital investment; 
did you figure ¢ 

Senator Benton. He only charged himself 4 percent interest, a very 
low rate. 

Mr. McCan. The bank charges us 4 percent, and you can’t get 4 per- 
cent in our country. 

Mr. Roacu. In regard to those cattle on the market, I would like to 
say that we don’t ship our cattle to market. We sell them at the 

ranches. 

Senator Benton. Somebody ships in to these 12 major markets. 

Mr. Roacu. Not being a shipper, I wouldn’t be able to answer that 
question. 

Senator Benton. I wonder if you feel that these figures indicate, as 
to today’s receipts, that there is the widespread feeling on the part 
of the shippers, or whoever does the shipping into the 12 major mar- 
kets, that by holding the cattle off the market pressure will develop 
which will result in getting rid of these price ceilings to which you 
men are objecting, so that they will get higher prices for them ? 

Mr. Conway. May I answer that? 

I am very close to the Chicago market, in fact, our business is mar- 
keting. 

This thing was announced, and there was a little tendency for some 
shippers to send cattle in before it became effective. In other words, 
they figured that the price would roll-back more on the live cattle 
when this beef ceiling went into effect. Consequently, there was a 
tendency there, two times, for cattle feeders to send in half-fed cattle; 
the cattle were not ready to come, premature marketing. 

tach time the price is knocked down; they then have held back a 
little bit, and brought them in a little more order ly, but in reality there 
is no holding back whatever that I can detect. In fact, these cattle 
are coming to market before they are really ready. 
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Senator Benton. What is the explanation of the falling off here of 
about almost 60 percent ? 

Mr. Conway. It is a natural response. They sent in too many, and 
the market dropped a dollar or a dollar and a half; then they held 
them back. Some was premature marketing, so they will hold them 
back and see what the market does. 

Mr. WitLovucuey. Senator, Mr. Moser is a little reticent about pre- 
senting his case. 

Senator Bricker. Let’s have all of it. 

Mr. WitioveHsy. Would you hear his figures? He was on that 
advisory committee that was invited up from Texas. I would like 
him to bring that out a little. 

Senator Bricker. I wish you would, as to what presentation was 
made and what opportunity you had to present these figures to the 
Price Administrator. 

Mr. Moser. Do you want the figures first ? 

Senator Bricker. Give the figures first. 

Mr. Moser. This is a 3,000-acre pasture unit. I am from Texas, in 
the extreme northeast of the State. It is a more humid country than 
these gentlemen’s, more like the Old South, Arkansas, Louisiana, Mis- 
sissippi—more like that country. We have about 40 to 45 inches of 
rainfall. Our conditions are not the same as theirs, so they thought I 
should—while we don’t represent so many cattle as these do, it is a 
growing country. 

This is similar to an operation that we have, so I know these facts 
are right. 

This lease value that we happen to have is a long-term lease, and 
actually if we renewed it, it would be higher, I think, and if you 
capitalized the value of the land, it would be higher than the price 
that I have here on lease. I have valued it at $1 an acre lease. 

To get into the cattle, the investment in cattle, on this 3,000 acres 
we carry 350 head of stock, 250 cows at $250. 

Our country is not considered as good cattle country, and all our 
cows aren’t as valuable as they are in west Texas country. I value 
them at $250. Forty 2-year-old heifers at $250, 40 heifers, ones, at 
$200, 15 bulls at $500, 3 horses—saddle horses—2 workers’ horses, and 
1 truck at $2,000. 

Now, that adds up to $89,500, and capitalizing that, or figuring 
interest on that of 5 percent which is required in our country, being, 
you might say, unproved cattle country, 5 percent is as low interest 
as we can get. Some people pay 6. Interest on those cattle, and 
truck, amount to $4,475; death loss at 3 percent, which is a conserva- 
tive death loss for our country, $2,685. 

Labor, one and one-half men, one man regular, and the half man 
figures where you have four or five men for a few days. Figuring 
$200 a month for a man, that is $3,600. Repairs and replacement to 
fences, windmills, corrals, and so forth, $500. Administrative ex- 

yenses, accountant, legal fees, donations, assssments, and so forth, 

$300. Veterinarian fees, $200. Salt and minerals, $350. Feed, $20 
per head for 350 head, that is four sacks of cake at $100 a ton, $5 a sack, 
and that is, I think, a conservative price on that. Our country being 
more humid country, the grass doesn’t cure on the ground. Anything 
they get in the winter that has any value to it has to be fed to them. 


—————— 
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Pasture maintenance in our country, because of weeds and brush, 
is an item we have that they don’t have, and I figured that at $1,000. 
That is only a third of the leased land—$1,000. 

We tie a dollar an acre for mowing, that is pant a third of that, 
so I think that is conservative. Truck depreciation, $500. Truck oil, 
gas, and repair, $600. That totals $24,210. 

Figured on a calf crop of 8 percent, that is $121.05 a head, or, on a 
400-pound calf which is, I think, possibly higher than average in our 
country, but based on 400 makes $30.28 per hundredweight for cost 
of our calves. 

Now, bear in mind that our cow is not so good, and our calf is pos- 
sibly not so good as these other calves. 

Mr. Wititovenpy. You are speaking of quality. 

Mr. Moser. Quality; yes. 

Senator CareHarr. What are you going to get under this new 
ceiling ¢ 

Mr. Moser. Well, would guess right now probably 25 cents, some- 
thing like that; after the other roll- backs it will drop below this. 

Senator CapeHart. You are going to do well. 

Senator Brenton. These costs are about the same as they would 
have been a year ago; aren’t they? 

Mr. Moser. No; these are higher. 

Senator Benton. I am interested now in how your costs may have 
gone up while you were selling in a free market a year back, and 
since the outbreak of the Korean War, but now what has happened? 
Your costs have gone up somewhat, and you are now getting your- 
selves frozen on the price at which you can sell. 

Mr. Moser. That is right. 

Senator Benton. How much lower than your 34 cents and your 
30 cents were these figures a year ago? 

Mr. Moser. Well, I don’t know. 

Senator Benton. A year ago you just had to take whatever price 
you could get as set by ie pa market. 

Mr. Moser. Cake a year ago was worth about $60 a ton, while it is 
worth $100 now. 

Senator Benton. Do you think that 30 cents was down as low as 25 
cents a year ago? 

Mr. Moser. Well, that w ould bea guess. I haven’t figured that. 

Senator Benton. But it isa very important part of this problem. 

Mr. McCan. These leases, too, have been rising. These cattle have 
been going up, and 

Senator Benton. There is a legitimate complaint here when your 
costs are going up and you suddenly get frozen on a fixed low price; 
you have a squeeze on that you have a right to kick about. 

Mr. Moser. The one cost you can put your finger on that is higher 
is the feed cost. Another is the labor cost, and of course the lease 
cost. 

These leases have advanced with the price of land, and you know 
what the price of land has done in the past 12 months. That is a con- 
siderable figure, that increase in the price of land. 

I think all prices have advanced some. 

Senator Capenart. As a feeder of cattle, the only thing I am in- 
terested in is the spread between the difference of what I pay for my 
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feeders and what I sell them at when they are finished. I might be able 
to buy 20-cent feeders if I can sell them for 27 cents. I can make just 
as much money as if I paid 30 cents for feeders and sell them at 37 
cents. 

Mr. McCan. You work on a spread. 

Mr. Moser. These costs are fixed for us. They are there. 

Are there any who would like for me to go into this any further’ 

Senator Carrnart. They sound consérvative to me. I always com- 
plained about the price I had to pay for feeders, but maybe you have 
changed my mind. They have also been too high every time I bought 
them—for the last 25 years, they were always too high, in my mind. 
you see. 

Senator Bricker. One question of Mr. Willoughby: 

Getting back to this quota thing which bothers me a good bit, and 
provided that there is no black market operation, this quota would 
operate in this way, as I understand it: Each one would get 90 per- 
cent of his last year’s slaughter quota. That would be distributed 
equally, big and little alike, over the whole segment of our beef econ- 
omy. That would provide, no doubt, equitable distribution, 10 per- 
cent less than that of last year. Of course, the inevitable result of that 
would be the backing up of the supply of cattle on the ranch, or in the 
feed lot. 

Mr. Wu1oveupsy. That is correct. 

Senator Bricker. That, of course, would bring the price back down. 

Mr. Wii.oveusy. Certainly. 

Senator Bricker. Is that the purpose of it? 

Mr. Wit.ovucusy. Well, that would be one answer, and that would 
be one reason. 

Senator Bricker. Would it be effective, if there were no black 
market operations to drain off the surplus? 

Mr. WitiLovucuey. Yes; it would work just like this, Senator: You 
are out here with a string of cattle; you come in on Monday, Tuesday, 
and your cattle sell, say, at ceiling prices. 

Senator Bricker. And the man who would inevitably take the loss 
in that case, in the end, would be the man who raises the calf. It goes 
right back to the source. 

Mr. WitLovcusy. He doesn’t know the packer’s quota. He comes 
there Wednesday or Thursday; the packer looks over the fence and 
says, “You have a nice string of cattle, but I have used up my quota. 
I can’t buy them.” He is either obliged to go to the black market, sell 
them to a feeder or packer at whatever price he can get. 

Senator Bricker. As a result, too, of that whole program of quotas. 
there is some question in my mind about whether or not the Adminis- 
trator had the power to do that. He claims the power under the au- 
thority given to the Secretary of Agriculture, which he redelegated, 
to fix quotas. 

Then the system of licensing authority which, if I understand his 
testimony. was based upon a letter from Mr. Hoover. I don’t know 
that Congress ever gave any power of the kind. Do you know where 
the Administrator gets the power of licensing slaughterhouses ? 

Mr. Wii.tovcuey. I do not. 

Senator Bricker. And if he doesn’t license any more, doesn’t that 
just simply increase the further pressure toward black market? 

Mr. Wit1ovcuey. Exacily. 
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Senator Bricker. And if he does license them, it takes the beef out 
of the normal channels of production. 

Mr. Wit.ovcney. I think you have the right idea. 

Senator Bricker. And upsets the whole market below the price of 
beef to the ultimate consumer. 

Mr. Moser. I failed to finish here. You asked me about OPS. 

We were asked by telegram to come here, I believe, on the 27th of 
March, and act as an advisory committee to Director DiSalle. I think 
there were about 22 asked, and about 16 came. We met one day, at 
which time Mr. DiSalle came in, I think, for about 15 minutes, and 
made some remarks, and left the floor open to ask a few questions. 

Of course, they didn’t like anything get the questions they wanted 
to ask him, because previous to the time he had come in, Mr. Ericson 
had stated that the purpose for calling us there was to inform us of a 
prospective ceiling price on live cattle, and of course we were full of 
questions, but in the 15 or 20 minutes Mr. Ericson told us he was very 
busy and that he would have about 15 minutes with us that day. Mr. 
Ericson, prior to Mr. DiSalle coming in, told us Mr. DiSalle was very 
busy and would give us about 15 minutes. 

He came in and made these remarks to us and asked for a few 
questions, and we asked him a few questions, and he was gone. 

As far as any advising was done, we didn’t do any of that. 

Senator Bricker. Mr. Ericson was his assistant ? 

Mr. Moser. Yes. 

Senator Bricker. In the live stock segment ? 

Mr. Moser. Yes. 

Senator Bricker. Was anything said at that conference about roll- 
backs, by Mr. Ericson or Mr. DiSalle ? 

Mr. Moser. We understood there would be no roll-backs. 

Senator Bricker. Where did you get that information ? 

Mr. Moser. We gathered that by implication, on whether it was 
stated, I am not sure, but we went away from there with the impres- 
sion that there would be no roll-backs. 

Senator Bricker. Did you have these cost figures with you at that 
time ¢ 

Mr. Moser. No; we didn’t know what they wanted. In fact, we 
weren’t asked for them. 

Senator Bricker. You didn’t come prepared as you have here today 
to present your figures ¢ 

Mr. Moser. They didn’t ask those questions. 

Senator Bricker. What did you produce that day ? 

Mr. Moser. Well, we were asked advice on several minor details as 
to provisions. 

Senator Bricker. For instance? 

Mr. Moser. For instance, spreads in the different value of grades. 
However, I don’t think any advice was taken on the subject. We had 
no idea of price level. They wouldn’t indicate anything about price 
level. In other words, it was all theoretical. 

Senator Bricker. You mean the spread in market prices on Prime, 
Good, and so forth ? 

Mr. Moser. Yes. He wouldn’t indicate any price which they were 
thinking about. In fact, when he was demonstrating what he was 
talking about in spreads, we had a suggestion from the floor of a figure 








1358 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


to put on the board as a beginning point, and they wouldn’t even sug- 
gest a hypothetical question, thinking we might figure that was what 
they had in mind, I assume. 

They w ouldn’t even put an example on the board indicating the 
prices of different grades. 

Senator Bricker. What about your next meeting ? 

Mr. Moser. We never had a further meeting. 

Senator Bricker. You were never c called back ? 

Mr. Moser. No, sir. 

Senator Carenarrt. Is this the only advisory committee to Mr. 
DiSalle? 

Mr. Moser. Well, I don’t know. 

Senator Carenart. Is this the one that is called for under the law ? 

Mr. Moser. I really don’t know that. We were asked here as the 
industry advisory committee for livestock. 

Senator Carenarr. So far as you know you were the only commit- 
tee as designated by the 1950 Defense Production Act to advise with 
and consult on livestock ? 

Mr. Moser. Yes. 

Senator Scnorrrer. May I ask how many areas were represented ? 

Mr. Moser. Practically the whole United States. There were men 
from California, Minnesota, Texas, I think all through the Corn 
Belt. 

Senator Caprenart. How much time did that committee spend with 
Mr. Ericson or Mr. DiSalle? 

Mr. Moser. Mr. DiSalle, I can say, were there just a short time. 
Mr. Ericson, and another one of the gentlemen in charge, I think his 
name was Guzzler. 

Senator Carenart. Did they ask you what effect this plan that they 
finally formulated would have upon the industry ? 

Mr. Moser. Yes: we gave our opinion. 

Senator Carrnarr. They didn’t tell you they would freeze prices 
and roll prices back ¢ 

Mr. Moser. They were contemplating a price ceiling order, is what 
they told us, and they laid down a kind of skeleton program that they 
had in mind, but as far as asking any specific advice « except on this 
one or two minor questions, they weren’t asking. 

We were mostly told what was coming up. 

Senator Scnorrret. Did they mention roll-backs at that time? 

Mr. Moser. No; they definitely did not mention roll-backs. 

Mr. Wiiovcuny. I would like, Senator, to get Mr. Moser to de- 
velop, they indicated to him that there would be another meeting 
before any order or directive. 

Mr. Moser. We assumed that. They said further meetings would 
be at Chicago, because it would be more centrally located. From that 
I assumed there would be further meetings. 

Senator Carenart. Is this the only meeting that this advisory group 
has had with any of the officials? 

Mr. Moser. It is the only notification of a meeting that I have had, 
and I understand, from other members of this group that I was with, 
that they have not met. There has been no meeting. 

Senator Carpruarr. You represented the producers, the growers, 
or the breeders? 
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Mr. Moser. I didn’t represent anybody. They just telegraphed 
me, asked if I would come and act as adviser, and I accepted. 

Senator Bricker. You don’t know how the list of advisers was 
chosen, at all? 

Mr. Moser. No; I was curious to know myself. During the last 
war I was an adviser on OPA and they probably got my name from 
that. 

Mr. Moxtrn. I am with the American National Cattle Association ; 
F. E. Mollin. I just want to say that we understood that because our 
association had a convention in San Francisco and passed a resolution 
opposing price controls that we understood they would not invite any- 
body to represent the American National Cattle Association. 

Senator Carenarr. American National Cattle Growers Association. 

Senator Bricker. Do you have a representative at this so-called 
advisory meeting at all? 

Mr. Mourn. No, sir. There were members of our association as 
individuals who were, but not representing the AMNAT. 

Senator Bricker. Do you know how these representatives were 
chosen ? 

Mr. Mourn. I know how some were chosen, on the recommendation 
of a stockman up on North Dakota called in by Mr. DiSalle, the State 
director of North Dakota picked out three or four men, members of 
our association. 

Senator Bricker. You mean State director of OPS up there? 

Mr. Mo turn. Yes. 

Senator Bricker. He is a cattleman? 

Mr. Motirn. He is. He had a job under OPA, or some other Gov- 
ernment agency, during World War II, and he picked these men as 
individuals, but he apparently told Mr. DiSalle that we were opposing 
price control, and therefore we shouldn’t be consulted, and we weren't 
consulted. 

Senator Sparkman. That is a trade association ? 

Mr. Mourn. That is right. 

Senator Sparkman. These gentlemen haven’t contended that any- 
body was selected to represent a trade organization, as such, have they ? 

Mr. Moser. No. 

Senator SparKMAN. Your thought is that everybody was called in 
as an individual ? 

Mr. Moser. That is right. 

Mr. Wittoveusy. If I may add something to that: There was a 
member of my association, Mr. Taylor—probably some of you know 
him, from Amarillo, was invited to attend that first meeting, and he 
did. : 

Mr. Ericson either phoned or wired him, and he called me and I 
told him that I thought he ought to go. He called me out of courtesy, 
being the head of the organization. I told him he ought to go to the 
meeting, and he did. They indicated to him that there would be 
further meetings, and they would get more advisory committees, and 
so forth, and they would be set up in due time. 

The next news we got, the order came out, and those boys were a 
little bit ruffled that the thing just came out without even the courtesy 
of telling them, asking them, or anything at all. 
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Judge Montague knows the story, I believe. 
Mr. Monracur. No; I wasn’t at the meeting. 

Senator SparKMAN. Back in January, the announcement was made, 
was it not, that while no controls at that time were put on meat, at a 
ante time they would be? You had had a previous warning, had you 
not ¢ 

Mr. Moser. I do not think there had been any. 

Mr. Witiovexsy. I was at a meeting on the 9th of January, whereby 
Mr. DiSalle and Mr. Valentine, and s* member of the Commodity 
Credit, and we were told at that time there was a possibility, but we 
hoped it would not be in the near future, and a lot of work had to be 
done, and so forth. We were also advised that we needed to go to 
work on the Hill to get the facts before the interested people, and to get 
the facts before the consumer. Now, that was about the consensus of 
that meeting on the 9th of January. I attended that meeting. 

Senator SparkMAN. You are Mr. Willoughby ? 

Mr. WiiLovensy. That is right. 

Senator Sparkman. Mr. Willoughby, on page 8 of your statement 
someone has called my attention to something and suggested that it 
appears to be erroneous. Where you mention that the ultimate an- 
nounced roll-back would amount to 34 percent instead of 19 percent, 
I was given a memorandum stating that the first roll-back on Com- 
mercial grades and below, which go right to the slaughterhouse from 
the range and are not’ fed in feed lots, is 18 percent, but that there are 
no further roll-backs on these particular grades. The three-stage roll- 
back is only for the feeder animals in order to protect the feeder who 
bought at high prices and to give him time to dispose of his high- 
priced animals. 

Do you care to comment on that? 

Mr. WitLovensy. May Lask my attorney? He has all those figures, 
and he commented a while ago before you got here, Senator. 

Mr. Monracur. I believe if the Senator will read that entire para- 
graph of the statement, the statement is made that the present roll 
back of 10 percent amounted to 18 percent. 

Senator SparkMan. Yes, I noticed that. 

Mr. Monraeur. And if the same proportion is carried out in the 
ultimate roll-backs, it would amount to 34 percent. I do not say Mr. 
Willoughby does not say that. 

Senator SparKMAN. I thought it carried the inference that there 
were to be subsequent roll-backs, which I understand does not apply to 
this grade of cattle. 

Mr. Monracue. I think the order is quite ambiguous about that. 

Senator Sparkman. It is subject to different interpretation. 

Mr. Monracur. Yes, sir. 

Senator Capenart. I would like to read into the record at this point 
section 404, which has to do with advisory committees, if I may. I 
am reading now from section 404 of the 1950 Defense Production Act. 


In carrying out the provisions of this title— 
title [V— 


the President shall so far as practicable both advise and consult with and es 
tablish and utilize committees of representatives of persons substantially af 
fected by regulations or orders issued hereunder. 
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Now, you gentlemen who raise and produce the cattle certainly were 
substantially affected, because one portion of the order has to do with 
feeder catle. 

Now, you do not feel that you were advised and consulted with / 

Mr. Mosuer. No, sir. We do not feel that we were. 

Senator Carenarrt. Is there anyone else in the room that was a mem- 
ber of that advisory committee? 

Senator SparRKMAN. Is there anything further? 

We thank you very much. 

The committee will stand in recess until 10:30 tomorrow morning. 

(Whereupon, at 4:55 p. m., the hearing was recessed until 10:30 

.m. of the following day, Tuesday, May 22, 1951.) 
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TUESDAY, MAY 22, 1951 


Untrep States SENATE, 
Commitrree ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) pre- 
siding. 

Present: Senators Maybank, Benton, Moody, Capehart, Bricker, 
Schoeppel, and Dirksen. 

The Cuarrman. The committee will come to order. 

Senator Lucas, will you proceed ? 


STATEMENT OF SCOTT W. LUCAS ON BEHALF OF THE AMER- 
ICAN FINANCE CONFERENCE, ACCOMPANIED BY DAVID B. 
CASSAT, PRESIDENT, INTERSTATE FINANCE CORPORATION, 
DUBUQUE, IOWA, AND CHAIRMAN OF THE EXECUTIVE COMMIT- 
TEE OF THE AMERICAN FINANCE CONFERENCE; THOMAS W. 
ROGERS, EXECUTIVE VICE PRESIDENT OF THE AMERICAN 
FINANCE CONFERENCE; AND MORRIS MILLER, OF SENATOR 
LUCAS’ LAW OFFICE 


Mr. Lucas. Mr. Chairman and members of the committee, I should 
like to take this opportunity of thanking the chairman and the com- 
mittee for permitting me to testify before you this morning, rather 
than last Friday afternoon. 

1 am appearing before you today on behalf of the American 
Finance Conference, a group comprising some 366 independent auto- 
mobile sales finance companies, operating through more than 1,300 
offices doing business in all parts of the United States. 

I have sat on the other side of the table for so many years that I 
believe I know the magnitude as well as the seriousness of the prob- 
lems which confront your committee as you consider legislation in- 
tended to continue the Defense Production Act of 1950. 

The adoption of that act presented a very grave departure from 
the normal relationship which exists between our Government and its 
citizens. The extraordinary power to impose controls over produc- 
tion, distribution, and credit was justified only because we were con- 
fronted with an extraordinary situation. 

Wisely, I believe, the Eighty-first Congress provided for a ter- 
mination date for many of these authorizations, for it thus assured 
Congress of an opportunity to reexamine the picture. 
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Now it seems to me that the reexamination must be made against the 
background of two large questions: 

(1) Is the situation critical enough to justify the controls which 
are authorized; and 

(2) If the answer to the first question is yes, then has the exercise 
of the powers been calculated to accomplish their purposes, and have 
these controls been so equitable in their application as to justify their 
unrestricted continuation ? ‘ 

My appearance before you today is for the purpose of inviting your 
attention to one type of control which stems from title VI of the De- 
fense Production Act of 1950, the authorization of which expires on 
June 30 of this year, and which under S. 1397 would be extended 
until June 30, 1953. 

I refer to Regulation W of the Board of Governors of the Federal] 
Reserve Board, the authorization of which appears in section 601 of 
the Defense Production Act of 1950, which authorizes the Board of 
Governors of the Federal Reserve System to exercise consumer-credit 
controls. The particular aspect of Regulation W, as amended, to 
which I invite your attention is that part which requires a minimum 
of one-third down payment for new and used cars sold on the install 
ment plan and which fixes the maximum maturity at 15 months. 

I shall have occasion in a few moments to measure Regulation W 
insofar as it applies to the installment sales of new and used cars 
against the criteria which I have named above; that is, accomplish- 
ment of purpose and equity in application. But I cannot refrain from 
pointing out that Regulation W was made effective on September 18, 
1950, and that the law, which was approved only 10 days before Sep 
tember 18, 1950, called, in section 709, for rules, regulations, or orders, 
or amendments thereto, issued under authority of that law, to be issued 
after there has been consultation with industry representatives, in 
cluding trade-association representatives. There could not have been 
a great deal of consultation during the 10 days preceding the issuance 
of Regulation W. Certainly there was little or none before the issu- 
ance of amendment No. 1, effective October 16, 1950, which reduced 
the maximum maturity on installment sales of automobiles from 21 
months to 15 months. I assume the Board of Governors of the Fed- 
eral Reserve System is subject to section 709 of the act. At least, its 
program for voluntary credit restraint is, by the Board’s own admis- 
sion, under authority of section 708 of that act. 

Members of the committee, I want to pause here and ask in all seri- 
ousness whether this committee has any idea what took place between 
September 18, 1950, when Regulation W was first effective and Oc- 
tober 16, 1950, when amendment No. 1 became effective, which made 
it necessary for the Board of Governors of the Federal Reserve Sys 
tem to take the drastic step of reducing by some 28 percent the ma- 
turity period of installment sales of cars. I tell you in all seriousness 
that this unconscionable action, taken, as I have indicated, without 
any serious consultation with industry, cannot be defended or sup- 
ported in the slightest degree. The only way to curb this sort of ac- 
tion is to establish a floor, a suggestion to which I shall advert later. 

Mr. Chairman and members of the committee, the statement just 
made is subject to some further explanation in view of the fact that 
the present defense legislation was enacted into law while I was serv- 
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ing as majority leader of the United States Senate. Without quali- 
fying the position on this legislation I now hold, it might lead to the 
charge that I was acting in a selfish capacity, ignoring the basic philos- 
ophy in the bill which I supported in the Eighty-first Congress. I 
wish emphatically to state that had I had the slightest reason to believe 
that the Federal Reserve Board would use the delegated power in such 
an arbitrary and capricious manner as we find in Regulation W, as 
amended, I would have favored a limitation upon that power by plac- 
ing a floor below which the Federal Reserve Board could not reduce 
consumer credit. 

I might add that immediately after October 16, 1950, when the 
Board used this extraordinary power over individual action, I tele- 
phoned Mr. McCabe, Chairman of the Board, vigorously protesting 
the decision, requesting that the Board reconsider its action, and that 
the industry representatives be given an opportunity to be heard in 
accordance with section 709 of the Defense Production Act. That 
request was denied. 

I have an idea this committee would be in for a considerable surprise 
if it were to poll the individual members of the Board and to learn 
from them what evidence and statistics were presented to them in 
justification of the amendment. We submit that under such cireum- 
stances there was no justification for this dictatorial action. 

The nearest thing to an announced justification was the innocuous 
generality of Chairman Martin—who, incidentally, was not a member 
of the Board of Governors at the time of the amendment—when 
testifying before the House Banking and Currency Committee on 
May 10, 1951. On that occasion he said: 

Some weeks later, after careful consideration of current and prospective devei- 
opments not only in the consumer durable-goods field but in the economy as a 
whole, the Board announced, effective October 16, a more restrictive set of terms 
which has remained in effect since that time. 


It is quite interesting to learn the reasons assigned by Mr. McCabe 
in taking such drastic action, and I refer now to page 81 of the hear- 
ings before the Joint Committee on Defense Production of the Eighty- 
first Congress, from December 6 to 11, inclusive, in which Mr. McCabe 
said this: 


Special circumstances have rendered impracticable and contrary to the inter- 
est of national defense consultation with industry representatives, including 
trade-association representatives, in the formulation of the above amendment, 
and, therefore, as authorized by the aforesaid section 709, the amendment has 
been issued without such consultation. 

That is what Mr. McCabe testified to before the joint committee 
holding hearings last December. 

When Chairman Maybank outlined his program for these hearings, 
he said : 

I am determined that these officials [Government officials] shall make a clear, 
concise record of exactly what they propose to do with this authority. 

In view of what the Federal Reserve Board did in arbitrarily mak- 
ing Regulation W more restrictive, I am certain that Senator May- 
bank is correct, but I go even farther. I believe that one test of what 
they propose to do with extended authority is how they have acted 
under existing authority. And I submit that, if future conduct is 
to be of'a pattern with the conduct obtaining in the case of the issuance 


) 
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of the amendment 1, then this committee had better take a long look 
before extending consumer-credit controls under present conditions. 

Senator Bricker. You do not think this is unique at all, do you ‘ 

Mr. Lucas. It is not. It is the same pattern, as far as industry is 
concerned, 

This committee should also consider the following: 

Section 708 of the Defense Production Act authorizes the Board 
of Governors of the Federal Reserve System to encourage financing 
institutions to enter into voluntary.agreements and programs to re- 
strain credit where such restraint will further the dives of the 
act. 

A national committee known as the Voluntary Credit Restraint 
Committee has been created, with the Honorable Oliver S. Powell, 
member of the Board, as Chairman. This action is in keeping with 
congressional intent. ‘The experience of the Congress with rigid con- 
trols in the past has been anything but encouraging. Therefore, the 
voluntary credit restraint program, requesting banks, life-insurance 
companies, investment bankers, and many other types of lenders not 
to extend credit of an undesirable character is a commendable step in 
the right direction against inflation. However, it makes one wonder 
why Regulation W, as amended, became effective before the voluntary 
method was tried with financial institutions and dealers who handle 
installment credit upon automobiles. It would seem to me wholly 
unwarranted to make installment selling of automobiles the whip- 
ping boy of inflation in the absence of actions covering all sections 
of our economy. 

However, charges of precipitous and ill-considered action based on 
the short period of time for study and consultation and charges of 
failure to consult with industry members along with the voluntary 
credit-restraint program must be subordinated to the more objective 
approach of analyzing the purposes for which the regulation was 
issued, and seeing whether operations under the regulation achieve 
its purpose. 

Now, Mr. Chairman and members of the committee, what were the 
declared purposes of Regulation W? They are two: 

(1) To check inflation by reducing the credit available to the public 
for purchases of goods that are in short supply; and 

(2) Tosave essential materials by reducing the demand for durable 
goods, 

Before going ahead, let me make one thing crystal clear: Neither 
I, nor the group for which I speak, contends that it is unnecessary to 
curb inflation and to conserve essential materials, 

On my left is Mr. David B. Cassat, president of the Interstate Fi- 
nance Corporation, of Dubuque, Iowa, and chairman of the executive 
committee of the American Finance Conference. On my right are 
Thomas W. Rogers, of Chicago, executive vice president of the Ameri- 

‘an Finance Conference; and Mr. Morris Miller, my associate here in 
my office in Washington. 

Neither I nor the group for which I speak contends that it is un- 
necessary to curb inflation and to conserve essential materials. I am 
anxious that you understand our position on this point, for I assure 
you that I would not be here if I thought that opposition to Regula- 

tion W meant the promotion of, rather than checking or, inflation, 
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or the dissipation, rather than the conservation, of essential materials. 

Perhaps the second justification—that of conserving critical ma- 
terials—should be taken up first and dismissed quic ‘ly. I have al- 
ready mentioned that Regulation W applies equally to used cars 
as well as to new cars. I shall welcome any help from this committee 
toward expalining how credit control on used cars conserves mate- 
rials. I should hope that, before this hearing ends, the Chairman 
or some member of the Federal Reserve Board would explain this 
economic fallacy. 

As to new cars, it is obvious that the manufacturer depends upon 
the availability of materials going into the cars. There is ample 
power in the Defense Production Act for the allocation of materials 
to automobile manufacturers, and, in fact, that power has been exer- 
cised. No amount of curbing consumer demand is going to make 
scarce materials plentiful. It must be readily obvious to this com- 
mittee that vou cannot control the manufacture of new cars by mak- 
ing it impossible for those who need them to buy them. 

In other words, Mr. Chairman and members of the committee, if 
you really want to control inflation, as far as the automobile industry 
of this country is concerned, you should get at the roots of it, and the 
Defense Production Act confers all the power and authority necessary 
to curb the manufacture of automobiles by allocating less steel and 
other .critical and essential materials. That is the spot where they 
ought to be striking at rather than at the little fellow down at the 
tail end of this situation. 

As long as manufacturers are going to be able to get the steel, alu- 
minum, copper, and so forth, which go into their cars, they are going 
to make cars; and if these materials are critically necessary for the 
defense effort, the present law confers ample jurisdiction on the Exec- 
utive to reduce the amount of such materials available for automobile 
manufacturing and to divert those materials for defense activities. 

I must confess that I find it hard to see how any critical materials 
are conserved by a regulation which tells a man who needs a car that 
he cannot buy the car, already made, mind you, unless he pays one- 
third down and the balance in not in excess of 15 months. Inciden- 
tally, are the materials in a car not critical if the car happens to be 
pure hased on an all-cash basis ? 

The principal argument for the exercise of the extraordinary con- 
trol in Regulation W is, of course, that it checks inflation. Now, Mr. 
Chairman and committee members, I do not hold myself out to be 
an economist. However, in my many years on C apitol Hill and espe- 
cially in my service as a member of the Senate Finance Committee, 
I have been exposed to a tremendous amount of education on this 
subject. It has been my understanding that inflation is caused by 
the creation of new money through extension of credit. There must 
be a distinction made between sources originating new money and 
sources distributing the new money that is ‘created. The only origi- 
nating sources of new money are the Federal Reserve System and our 
banking system and the credit program of the Federal Government. 
This consumer credit which we hear and talk about so much is not 
an originating source of new money—it is an avenue for the distribu- 
tion of the new money. 

Senator ‘Bricker. Is there any. new credit created’ The conten- 
tion of the Board is that this creates a new credit, a floating credit that 
multiplies the dollars that are already out. 
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Mr. Lweas. I cannot follow that theory, Senator Bricker. It may 
be that some economists from the Board could explain that, but [ 
cannot follow that theory, and I do not believe that is the logical 
answer. 

Senator Bricker. That is the basis upon which they predicate it. 

Mr. Lucas. I shall get into a point a little later which may par- 
tially answer the question the Senator has rajsed. 

Senator Carenarr. Of course, the automobile has been manufac- 
tured and sold, so the only possibly new money involved is the differ- 
ence between the price the manufacturer sold to the dealer and tlie 
price it is going to be sold to the consumer, which I would say nor- 
mally is around 20 percent of the total selling price of the automobile. 
Before you can sell a car, it must have been made, the manufacturer 
has been paid for it, the dealer has paid for it, he owns it. He has 
his money in it, so the only additional credit involved: or money in- 
volved, is the difference between what the dealer paid the manufac- 
turer for the car and the price he is going to sell it to the consumer 
which runs, I suppose, with the dealers’ discount, 20 to 25 percent. 

Mr. Lucas. It is the profit system we Americans believe in. 

Senator Carenart. In the case of used cars, the dealer has his 
money in it; they are already paid for. The money has already been 
put into circulation for the purchase of those cars; and, as you say, 
the material has been used, whether it be scarce or otherwise. In the 
manufacture of a new car, of course, we know the materials have been 
used in the manufacturing of the used cars; so as far as new money 
is concerned, you are dealing with the so-called dealers’ gross profit. 

Mr. Lucas. The Senator states the case much better than I could, 
and I am grateful to him for that statement because that is the exact 
fact, of course. I cannot advocate the theory advocated by the Fed- 
eral Reserve Board. 

I believe that a valid test is the relationship between installment 
sales credit and total consumer purchasing power. Installment sales 
credit outstanding at the end of 1950 was only 3.85 percent of total 
consumer purchasing power. Let me emphasize this: That it is 
against this small volhume—3.85 percent of total consumer purchasing 
power—that Regulation W applies. If you believe the Federal Re- 
serve Board in some of the statements you read in the press and maga- 
zines, you would think Regulation W was the whole key to this so 
called inflationary spiral which we are trying to stop. 

Senator Moopy. Is it not true on new cars at least the prices are 
very firmly fixed now by the OPS, and there is not going to be any 
bidding up of prices. 

Mr. Lucas. The Senator is absolutely correct. That is true of used 
cars, too. The Federal Reserve Board frequently talks about price 
fixing in one way or another; and, after all, the Federal Reserve 
Board is not the price-fixing agency in Government. They have 
nothing to do with that. 

Senator Bricker. The Federal Reserve Board, in measuring the 
inflationary pressures in the country, takes the amount of credit that 
is outstanding all over the country, and they add the amount of con- 
sumer credit to that as a part of the inflationary pressure on the theory 
that the seller has the money and there is credit extended to the pur 
chaser, and you take both that money and that credit as a part of 
the underlying inflationary pressures in the country. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1369 


I am one, as you remember very well, who opposed regulation W 
back yonder when we did not think we were going to have a war on 
the ground that it prevents the little fellow, the worker who does not 
have ready cash, from getting a needed part of his living: transpor- 
tation. 

Mr. Leas. I will cover that just a little later. 

Senator Bricker. I felt then that Regulation W was out of place 
in our economy at that time. 

Now, I wish you would give a little attention to the fact as to 
whether or not there is a multiplied credit in the country due to the 
fact that in this transaction you create not only the cash or the money 
that the owner gets for the car, and his credit which he can use, of 
course, with his bank, if this voluntary program and further reserve 
restrictions do not cut that credit out, as it is being lessened tremen- 
dously at the present time, but you also create credit in the purchaser 
which also takes spending from another line, of course. 

Mr. Lucas. I understand that theory. 

The Cuarman. Of course, the Federal Reserve Board is working 
on some other regulations, too. 

Mr. Lucas. I am not surprised at that. 

Senator Moopy. Senator Lucas, is it not true—— 

Mr. Lucas. I am only interested in this one regulation. 

The CuarrMan. I was reading a little ahead of you, that bank credit 
must be checked. I understood we would have some suggested legisla- 
tion, that it might be necessary to have some different type of control 
that will seriously affect regulation W, too. 

Mr. Lucas. I understand. 

Senator Moopy. Senator Lucas, is it not true, when bank credit is 
created, there new money is created; but when you sell on an install- 
ment basis you are merely spreading a given amount of consumer 
income over a number of months? You are not creating any new 
money; is that not correct ? 

Mr. Lucas. That is the point I made a moment ago. The only 
question is the distribution of the money. They do not have any new 
money atall. It all comes from a different source. 

Senator Bricker. There is new credit created ? 

Mr. Lucas. Yes; there is; there is no doubt about that. 

Senator Bricker. Is that an inflationary pressure ? 

Mr. Lucas. I cannot see that it is of such a serious inflationary pres- 
sure to cause this Federal Reserve Board to have done what they did 
in the way of further curtailment of credit. 

Senator Bricker. That is because of the low percentage of con- 
sumer credit when you take it as against the whole credit and monetary 
situation ? 

Mr. Lucas. Correct, sir. It seems to me, Senator Bricker, that if 
the Federal Reserve Board were truly operating under the spirit and 
intent of Congress and under present conditions as they exist with 
respect to the automobile industry, instead of going to Canada, as they 
have done, to study the restriction features up there with a view of 
making a decision later on whether to go to 12 months and 50 percent 
down payment, they should do just the opposite and say instead of 
15 months it should be 18 months or 21 months’ credit, due to the 
tremendous amount of inventories of cars these dealers and car owners 
have throughout the country. 
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Senator Bricker. I think a stronger argument for it, or against 
regulation W, is that your great laboring force that we are trying to 
build up in defense industry at the resent time needs t transportation, 

Mr. Lucas. I will get to that problem. I was only mentioning this 
other phase of it because it does seem to me that the Federal Reserve 
Board ought to be consistent in their policy; in other words, the 
moment they saw the automobile supply going down or they thought 
it was going down, that is when they put on further restriction and 

restraint upon the consumer’s credit. 

The moment the automobile situation develops in the opposite direc- 
tion, they do not say, “We will give you 18 or 21 months during this 
crucial period when there are more automobiles in the country “than 
people know what to do with,” but instead of that we hear that they 
are going to leave regulation W as it is or further restrict the consumer 
credit. It seems to me they ought to be able to go up and down. If they 
can go down they can go up, depending on the economic conditions that 
exist at the time they are considering it. 

They went from 21 months to 15 months in about 3 weeks’ time. 

I want to get back to the discussion of total consumer purchasing 
power in this country. This figure of 3.85 percent, bear in mind, is 
related to all installment sales credit outstanding. The automobile 
portion, the part we are now speaking of, would represent about 2 
percent of total consumer purchasing power affected by Regulation W. 

Look at it another way. Let us see where installment credit fits 
into the total picture of expanding credit.. According to the pub- 
lished statistics of the Federal Reserve Board, only 9.18 percent of 
the total increase in bank credit outstanding during 1950 was due in 
installment credit. The other 90.82 is virtually uncontrolled. Here 
is the field in which the Voluntary Credit Restraint Committee is 
operating. In my opinion it is not consumer credit but bank credit 
which much.be checked. At this point I desire to read from this 
same document from which I read before, hearings before the joint 
committee on the Defense Production Act on Regulation W from 
December 6 to 11, inclusive, from the bottom of page 87 to page 88, 
where Mr. McCabe said the following: 

We can’t buy more goods than can be produced. To weaken or abolish 
regulation W will not produce more goods. If we are to succeed in maintaining 
stable prices and preserve confidence in the value of the dollar, we must make 
a determined effort to mop up all sources of excess buying power which tend 
to make the demand for goods greater than available supplies. Otherwise, we 
know from past experience what to expect. 

In conclusion, I would like to make this point clear: That selective credit 
controls, including regulation W, will not of themselves check all of the 
inflationary forces. More fundamental than selective credit controls is an ade- 
quate program of fiscal and general controls that restrains all types of bank 
credit and thereby curtails the total dollar volume of private expenditures. 

In other words, Mr. McCabe recognizes in his statement that regu- 
lation W is just a small part of the economy that should be controlled, 
and yet regulation W is the only part of the economy over which you 
have any legislative control. We are now entering into the voluntary 
control stage on this 90 percent of consumer credit which comes 
primarily through the bank. 

Senator Bricker. And it is becoming very effective. 

Mr. Lucas. I hope it is because it is the proper way to handle it, 
in my opinion, and I hope it does become effective because if it doesn’t, 
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ultimately, if the inflationary spiral continues to grow, we will get 
the controls that none of us wants. 

The point I make is, if it is effective with the banks and the in- 
surance companies and other lending agencies, why do they have to 
select the automobile dealers and those who are in the finance ing of 
automobiles to put the controls on them and nobody else 

Senator Bricker. Of course, they have put controls on other pro- 
ducts in addition to automobiles; radios, television, household goods. 

Mr. Lucas. You are correct; under Regulation W. Regulation X 
and regulation W are the two. 

Senator Bricker. The most effective control, as far as regulation X 
is concerned, up to the present time has been the failure of the Open 
Market Committee to peg the market at par or above. Now they have 
gone down, and I think you see the credit drying up pretty effectively 
throughout the country. 

Home builders are now saying they won’t get up to the starts; Mr. 
Martin testified a couple of weeks ago they will have 1.2 million this 
year. The question is now whether or not you will have 800,000 
starts, even, that were anticipated for this year, showing that it is a 
very effective control, the Open Market Committee and your bank re- 
serve controls and also your voluntary control program. 

Senator Scuorrret. Mr. Chairman, I would like to draw to the 
attention of Senator Lucas at this point, since we are discussing this 
matter of credit controls and the extension of credit, I am wondering 
if we do not have a less ratio of credit at the present time than we 
had in 1939. I want to draw to the Senator’s attention that in 1939 
there were $72.5 billion of national income. We had a credit extension 
at that time of about $7 billion, or a ratio of about 11 percent. 

Now, let’s go to 1948. We had an income, a national income, of 
$223.5 billion, and we had consumer credit of $11.3 billion. Im 1950 
we had a national income of $236.5 billion and just a shade over $20 
billion of consumer credit. In March 1951, according to the index, we 
have a national income of $265 billion and an average credit extension 
of $19.5 billion. 

Now, if you take and figure the ratios and percentages, at the pres- 
ent time you have a lesser credit extension along that line than you 
had in 1939. 

Mr. Lucas. Well, I am very grateful to the Senator from Kansas 
for bringing out those figures. ‘We were familiar with those figures, 
but I didn’t want to burden the committee with too many statistics. 

So far as the ratio is concerned, the Senator is absolutely right, and 
those are the statistics we got from the Federal Reserve Board. 

Senator Scuorpren. I think it is pertinent to mention in 1939 we 
had 3.5 million automobiles, and they were averaging around about 
$1,000. Now, in 1950, what do we have? We have 7.5 million auto- 
mobiles, with an average of about $2,000 per car, and up, and when 
we figure those percentages and ratios, I am afraid that the gentle- 
men who are thinking in terms of further curtailment, against an 
industry, under regulation W, are missing a bet that is going to be 
tremendously. and disastrously effective in this countr y. 

Mr. Lucas. I think the Senator has made a very sound argument 
from those figures, and they can’t be disputed. 

Senator Moopy. As a matter of fact, Senator Lucas, might not this 
be true: that there is a good deal of talk about the amount of money 
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in the economy bidding up some of the prices, at the same time i; 
some lots in Detroit you have yards full of cars sitting idle, doing noth- 
ing for the economy. 

Might it not be one way of soaking up some of the money that is 
bidding up the price of other goods to take some of those cars ani 
put them on the road ¢ 

Mr. Lucas. The Senator is absolutely correct. There is no doubly 
about that at all. I will touch on that just a little futher in my dis 
cussion. That is why I say the Federal Reserve Board has misse«| 
the boat in not using the discretionary power they have in liberalizing 
these terms rather than talking about further restricting them at this 
particular time. In other words, if they have the power, if they give 
us 18 months or 21 months base, or whatever they believe is necessary 
to keep the economy rolling along sound lines, well and good—insteac 
of that, we get no liberalization, and the cars are continuing to move 
into the warehouses. 

The other day my good friend, Senator Morse, placed in the record 
and extract from Barron’s Magazine of November 13, 1950, consisting 
of an article by R. C. Leffingwell, vice chairman of J. P. Morgan & Co., 
in the course of which Mr. Leffingwell said : 

How odd to control credit for consumers and home builders while the source 
of credit pumps out more of it to oblige the Treasury. 

Senator Brioker. Of course, now, they are curtailing the source at 
at the present time, and very effectively. 

Mr. Lucas. The Senator is correct on that, and this statement doesn't 
quite apply at the present time, and I certainly hope they continue to 
do what they are doing in the way of voluntary restraint. 

I have tried to make it clear that at least so far as automobile financ 
ing is concerned, regulation W has not accomplished its purpose. I 
should also like to refer to an earlier comment I made dealing with 
the equities of regulation W with respect to automobile financing. 

Senator Bricker. That was the argument I used 3 years ago when 
this bill came up, if you remember. I think it is very unfair to dis- 
criminate against a man who hasn’t much capital laid aside, who is 
an important factor in our labor force at the present time, and deny 
transportation when he would otherwise get it and pay for it. 

Senator ScHorPre.. I might say along that line that from my own 
State of Kansas, from the city of Wichita, which has accelerated 
defense industries, with the airplane companies, Boeing, Beech, and 
Cessna, and other military installations going in, I have received nu- 
merous letters from workers in that city, who by reason of the expan- 
sion of city activities and because of housing miles from where they 
are working are running into drastic curtailments, and it is working 
a hardship on a lot of those people. They are asking me, “How can 
we buy these cars when we come in here, have to go to the rentals we 
have to pay, plus the increased living costs, and then we are estopped 
to buy transportation in the used-car industry.” I refer those matters, 
some of them, to the departments that I think have something to say 
about it, and I confess to the Senator from Illinois I don’t get very 
much of a satisfactory answer. 

I am hopeful that out of this kind of proceeding here we can spot- 
light this thing and get some kind of a practical approach. 
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Mr. Lveas. I thank the Senator from Kansas. I might say that 
even though I am not a Senator any more, I am still getting some 
letters on all kinds of subjects, as though I were a Senator, and I have 
received a few letters on Regulation W from people in Illinois who 
still address me as Senator, asking me to do something about it. 

Of course, I am trying to do the best I can here for the American 
Finance Conference, but I can’t do it as a Senator. I have to depend 
on my friends on the committee as to these questions. 

Why discriminate against the wage earner and the farmer whose 
limited income necessitates installment buying, thus leaving goods 
freely available to the man with greater purchasing power? Regula- 
tion W doesn’t stop the man with money from buying for cash all the 
cars he wants; it doesn’t stop the man with substantial savings from 
meeting the rigid requirements of Regulation W; it doesn’t stop the 
man als savings have been reflected in Government bonds from 
selling those bonds in order to meet the Regulation W requirements; it 
doesn't stop the man with bank credit from borrowing and meeting 
the Regulation W requirements with the proceeds of his loan. The 
only thing it stops is the little man, with no savings and no collateral 
who needs a car. 

Senator Bricker. They do attempt to control the man who has bank 
credit in his borrowing, if he lets the bank know the purpose of the 
borrowing. 

Mr. Lucas. I don’t believe it is so on single payment loans, Senator. 

While I am on the subject of the one man who needs a car, make no 
mistake about it: A serviceable automobile is essential to millions of 
workers who depend upon their cars for transportation to and from 
their defense activities. And, incidentally, a man driving an old car 
because he can’t make the high down payment and meet the high 
monthly payments required to buy a better one is a traffic menace. The 
more one studies this picture, the more one becomes convinced that 
Regulation W is using the installment sellers as “whipping boys,” but 
in so doing, the installment buyer is the victimized poor man who 
suffers the most. It is a matter worthy of more than routine inquiry 
why the same restrictions on installment purchases of cars which were 
imposed during World War II, at a time when no cars were permitted 
to be manufactured, are in effect today. In the first quarter of 1951 
the industry as a whole had one of its most productive first quarters 
in its history. 

I want to read what Mr. McCabe said last December when he testified 
before the Joint Committee on Defense Production, on page 102 of the 
Regulation W hearings. He said, in reply to a question from the 
Senator from Indiana, Senator Capehart: 

The big question, Senator Capehart, is the supply of automobiles versus 
the demand for automobiles. If the supply of automobiles is going to come 
down constantly, and at the same time we relax regulation W and increase the 
demand for automobiles, then the country could easily get back where it was last 
summer, with the people bidding up the prices of a decreasing available supply. 
This is the big question which we have to face. 

Now, the facts before this committee, and the country, are just the 
opposite of what Mr. McCabe previously said would happen as far 
as automobiles are concerned. General Motors, and the industry as 
a whole, turned out more automobiles during the last quarter than any 
other quarter in the history of this Nation, and they prophesy this 
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year, even with the curtailment of steel, copper, and other critica] 
materials that come later on, that it will be the second or third largest 
year in the history of the production of cars. Yet they are putting in 
regulation W on the theory that there is not going to be a sufficient 
number of cars to supply the demand, therefore we have to have regu- 
lation W and stop inflation. 

It is an asinine argument. 

Senator Bricker. I think, frankly, the restrictions on materials, 
these latest orders on the share of steel and copper, will pretty defi- 
nitely curtail the production of automobiles this year. 

Mr. Lucas. It should do it, and I agree with the Senator as far as 
the manufacture of automobiles is ¢ oncerned, that is the only way you 
can do it. So long as you put cars on the market, then you put them 
there for somebody to buy them, and the NPA has the power to keep 
those cars from going on the market. 

They can reduce to 2 million, 3 million, if they want to. They have 
the power really to curb inflation. 

Senator Carrnart. There are only going to be 4 million automo- 
biles, and you are going to deny the right to sell them for anything 
other than cash, or a third down and 15 months. The people with 
money are going to get the automobiles, and the poor devil who doesn’t 
have 3314 percent down, and can’t meet the 15 months’ terms, he isn't 
going to be able to get a car. 

Mr. Lucas. Precisely. 

Senator Carruart. So you are helping the rich at the expense of the 
poor. 

Mr. Lucas. The Senator is absolutely right. 

Senator Carenart.. That is why I have alw: ays voted against regula- 
tion W for the past number of years. 

Mr. Lucas. The other day when Chairman Martin was testifying 
before this committee, Senator Schoeppel asked Mr. Martin whether 
the curtailment of credit in the automobile industry has been as drastic 
as it has been in other lines of consumer credit. Mr. Martin replied: 

I think it has had a larger effect on the automobile business than on other 
segments of the consumer installment field. 

I now come to the $364 million question. While it is a fact that 
Mr. Martin, Chairman of the Federal Reserve Board, testified that 
the outstanding indebtedness for installment purchase of cars sold at 
retail has been reduced by $364 million, he forgot to mention that there 
has been no letting up in the indebtedness undertaken in order to fi- 
nance the record- ‘breaking number of cars being produced by the 
manufacturers and sold to dealers. The simple fact is that the same 
Federal Reserve published reports from which this $364 million fig- 
ure was derived reveal that during the same period there was an in- 
crease of more than $400 million in wholesale outstandings. I recall 
that Mr. Martin mentioned the $364 million reduction of installment 
retail sales, but not once did he mention the increase in wholesale 
credit. 

In other words, there are more cars on the market, and more money 
involved in the wholesale transactions than there was a reduction in 
retail transactions, which Mr. Martin testified to. 

Senator Caprnarr. That is what we covered a moment ago, that 
the money existed; the only part that doesn’t exist is the gross profit 
that the dealer makes when he sells the car. 
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Mr. Lucas. In other words, what Chairman Martin neglected to tell 
you was that the dollar increase in wholesale outstandings was greater 
than the dollar decrease in retail outstandings during the same period. 
As a consequence, inventories are piling up in dealers’ hands, thanks 
to regulation W. ‘To ease inventories, both in new and used cars, 
what is needed is a material liberalization of regulation W. 

Senator ScHorpreL. Might I ask the former Senator from L[llinois 
what reasonable liberalization of regulation W should be considered ? 

Mr. Lucas. Lam going to refer to that at a later point. 

When Chairman Martin testified before your committee on May 11, 
he stated on at least three occasions that the Board was not contemplat- 
ing any change in their current regulations. This, however, repre- 
sented only a current feeling and no commitment. If this committee 
were to recommend and Congress were to pass an extension of the De- 
fense Production Act of 1950, which would include the powers now 
contained in title VI of the Defense Production Act of 1950, there 
would be nothing to prevent the Federal Reserve Board from tight- 
ening even further regulation W. 

Mr. Chairman and members of the committee, when I sat on the 
other side of the table and heard witnesses before committees on which 
] was privileged to serve, I often welcomed suggestions from them as 
to what changes in pending measures they would recommend to ac- 
complish their ends. I would not like to close my testimony without 
similarly offering my suggestions to you. 

Lam driven to the conclusion that there is no justification under 
present conditions for controls on installment sales of automobiles 
but, should Congress decide to continue this control authorization, the 
only sound way of meeting this problem is to have the Congress 
write a floor into the law which would presclude the Federal Reserve 
Board from promulgating any regulations with respect to install- 
ment sales of new cars calling for a down payment of more than one- 
third and a maturity of less than 18 months; that used cars should not 
be restricted in any way, as they constitute the bulk of the working- 
man’s transportation. 

There is nothing startling or unconventional in Congress imposing 
a limitation in legislation authorizing discretionary action by the 
Executive. Such reservations of control are not at all uncommon. 
A conspicuous, highly relevant example is the power Congress gave 
the Federal Reserve Board to fix the reserve percentages of cash held 
by member banks against certain types of deposits, accompanied by 
legislative prohibition against making these percentages higher than 
the amounts set forth in the law. 

Mr. Chairman, and members of the committee, I am grateful for 
this opportunity to appear before my old friends. I know you will 
give this important subject that serious, impartial and penetrating 
consideration which we have learned to expect from you. 

Senator Bricker. Now, the administration witnesses have come be- 
fore this committee and testified that this is a central part of the 
whole package control, and Mr. Keyserling particularly emphasized 
that it is one of the essential elements of a completely rounded control 
program, and if you break the line here that you will loosen up an 
avenue of credit expansion that will be very detrimental to the whole 
economy. 
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Mr. Lucas. I don’t agree with Mr. Keyserling, and I am not an 
economist, of course, but from the figures that I quoted with respec‘ 
to the amount that is involved, Senator Bricker, under Regulation W , 
certainly if you had no Regulation W at all, you wouldn’t serious!) 
affect the economy of this country as far as inflation is concerned. 

Senator Bricker. I think Chairman Martin also testified practi- 
cally along the same line. 

Mr. Lucas. I know, but TI refer again to the figures that we get 
from the Federal Reserve Board’s own records, from which it appears 
that the approximately 90 percent is where they are attempting to 1<e 
the voluntary restraints at the present time through banks and in- 
surance companies. 

Senator Bricker. Of course, those voluntary restraints are on thie 
top of the compulsory restraints that the Government has already 
in reserve requirements, and so on. 

Mr. Lucas. The only difference, Senator, is that one is voluntary 
and one is compulsory, and T can’t see why the financing institutions 
of this country that handle the paper for the automobiles, why they 
have io be controlled, and the banks don’t have to be controlled. | 
think it would be a very easy matter to get a voluntary program with 
the financial institutions of this country to take care of the auto- 
mobiles and agree upon something that would be very effective and 
fair, as far as the economy of the country is concerned. 

Senator Bricker. You may not have these figures, but they would 
be interesting, I think, and helpful to us, as to the relative amount of 
consumer credit that is in the automobile field as against radios, tele- 
vision, household goods, and so on, how much of the Regulation W 
credit. control affects automobiles, dollarwise. 

Mr. Lucas. I don’t know whether we have those figures. Maybe 
Mr. Rogers can give those figures. 

The CuatrMan. Yes; go ahead. 

Mr. Rocers. Mr. Chairman, Senator Bricker, those figures are pub- 
lished monthly by the Federal Reserve Board. The amount of out- 
standings as of the end of March this year for total sale credit, that 
is, automobiles, and the other classifications that you mention 

Senator Bricker. That are affected by Regulation W ? 

Mr. Rogers. Affected by Regulation W, is $7,347,000,000, and. in- 
cidentally, this figure was given me by the head of the Research Sta- 
tistics Division of the Federal Reserve Board. 

That figure is composed of $3,942,000,000 in automobiles, and $3.- 
437,000,000 in other, roughly about 52 percent is motor vehicles, 
Senator, and about 48, making a quick calculation, it might be two or 
three decimal points one way or the other. 

Does that answer your question ? 

Senator Bricker. That is exactly what I wanted to get. 

Senator Capenart. Your recommendations are very modest. All 
you are asking is an extension of 3 months. 

The Carman. And none on used cars. 

Mr. Lucas. Should Congress decide to continue this control, the 
only sound way of meetiig the problem is to have the Congress write 
a floor, write it in the statute books where they can’t go any lower. 

Senator Carenart. I think that is a modest recommendation. 

Mr. Lucas. It is reasonable. 
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Senator Carenart. As far as the terms are concerned, you are sim- 
ply asking for 3 months more than they are at the moment, but no 
controls at all on used cars, and I certainly can agree with that. 

Mr. Lucas. The Senator is correct. We would like to know where 
we stand. We don’t like to go out into the automobile field, as far as 
financing cars is concerned, wondering from one night to the next 
what the Federal Reserve Board is going to do, and with the power 
that they have, they can put these fellows out of business overnight, 
if they so desire. 

Senator Carenarr. They have the power to make the terms, if they 
care to, 50 percent down and the balance in 6 months. 

Mr. Lucas. That is correct ; and it is such a small part, such a small 
segment of the entire economy involved, that it does seem to me they 
have taken this group of people and attempted to make them the 
guinea pigs, so to speak, on the question of controls at this particular 
time. 

Senator Carenarr. If you were not going to take the controls com- 
pletely off on used automobiles, they ought to be more than 18 months, 
should they not? Used automobiles might be a third, and the balance 
in 24 months, 21 or 24 months? 

Mr. Lucas. We had a schedule at one time which we discussed on 
different types of cars, but we thought this was the simplest way to 
handle it. 

Senator Bricker. If you take controls entirely off used cars, don’t 
you immediately create a price pressure there that will be tremen- 
dously hard to police to keep down the price? 

Mr. Lucas. I think, Senator Bricker, that can be answered in this 
way: The prices of these cars are already set. 

Senator Bricker. That is why I say you create a tremendous police 
problem to keep the price down, the undercounter bonus, and all that 
sort of thing, and the running of the new cars around the street a few 
times and transferring title in order to make them used cars. 

Mr. Lucas. I think there is merit in the argument the Senator is 
making. However, I don’t think that it is such a job that they can’t 
administer it. 

The Cuarrman. Are there any further questions, gentlemen ? 

Senator Carenart. I do agree with you 100 percent. 

Senator Scuoepret. I would like to say, for the benefit of the rec- 
ord, that when we come to consider it, which we will, I would like to 
get into this record something about the ratio of inventories to retail 
sales, and consumer expenditures for goods which is something we 
are going to have to consider. 

It is rather interesting to note that in 1939 we had just a trifle 
over $42 billion for retail sales. We had inventories of about $20 
billion, just a trifle over $20 billion, and the ratio of inventory to sales 
at that time was 48 percent. That was in 1939. 

Now, when we jumped to 1950, getting now into our current pic- 
ture, we had retail sales of $131. 2 billion. We had inventories piled 
up then of $61.56 billion, and that was a ratio of 47.6 percent. 

Now, in the first quarter of this year, 1951, we had a retail sales 
figure of $143.56 billion. 

“Senator Bricker. And on an annual basis. 

Senator Scuorrren.. That is right. We have inventories of 64.3 
billion, or a ratio of 45 percent. 
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If you look at your ratio of inventory to sales in 1939, it was 48 
percent, and in the first quarter of this present year it is 45 percent. 

Now, I think that is significant, for this reason: It shows how we 
have expanded our production, how we have expanded our inven- 
tories, and how yet we have held down that ratio lower than in 1939, 
which prompts me to say that I think we can injure our economy by 
too severe restriction of this credit ratio. 

Mr. Lucas. I thank the Senator for that’statement. 

The Cuatrman. Let me ask the Serator a question : 

Do you want the staff to get all that information and have it in 
the record in connection with what you have placed in there / 

Senator Scnorrrer. Yes. 

The Carman. Without objection, that will be done. We will 
have it inserted at this point. 

(The information referred to follows :) 


Department 


Total business ! Retail Manufacturing 
stores 


Inven- | nven- | ¢ ‘ ven- 
nven- | Sales 3 I N- | Sales 3 Inven 


. : Inven- 
: : > t : . ‘ - «| Sales 3 § : 25 
Period tories 2 tories ? | tories 2 ules New Sal 


orders tories 5 
. (mil- 
lions of 
dol- 
lars) # 


1935-39 = 100 
seasonally ad 
justed 


Millions of dollars, seasonally adjusted 


1939__. : 20, 172 , 109 
1943 ; 5 31,143 | 22,372 
1945 30,5°1 | 24,181 | », 315 3, 3g 2 883 ( 166 
1946 au 2,389 | 27, 559 | 8 358 | 24, 4¢ 2 617 213 
1947 50.794 | 33.571 | 13 23 9.9°9 | 28, 9% 5. 918 255 
1948 il 56, 756 | 37,023 96g , 837 | 32, 276 8 291 
1949 ; ead 51.594 | 34 886 | 13, 695 ,682 28 865 i, 666 e 2 270 
1950 ‘ 41,569 | 39, 611 4.75 670 | 34,06 9 6°5 | 21, 096 204 | 
1950—February-. 51, 825 | 35, 305 3,} , 101 | 28, 99 1, 877 ), 86 278 
March. . ..... a 52, 484 | 36 599 , 283 , 125 | 29, 07: 797 8 § 285 
April _... 52.996 | 35,645 , 138 . 080 | 29, 33 .2°6 7, 182 286 
May ; : 53,553 | 38,652 | 14, 416 , 327 | 29, 65s 9 309 9, O97 285 
June i 54, 241 | 39, 896 72 699 30, 05 9, 838 | 2), 666 276 
July 53, 243 | 41, 982 , 128 2, 700 | 29, & 20, 269 269 
August 54,496 | 45,275 5, 076 2.682 | 29,85 22,956 | 27, 32: 284 
September - - 56, 404 | 42,142 | 15, 79% 2, 133 | 30,732 | 21,154 | 23, 76 309 
October 58, 650 | 41,821 1, 697 , 759 | 31, 21,246 | 24,704 329 
November 0, 269 | 41,318 i, 78 , 387 | 33, 21,112 | 22,371 332 
December ., 61 569 | 42,472 , 78 2,194 | 34, 06 21, 284 | 23, 160 329 
January * ...| 63,380 | 46,693 | 17,422 | 13,307 | 34,92 23 204 | 27,699 338 
February 7__-- ..| 64,470 | 45,404 | 17,817 ‘ 075 | 35, 4 22,666 | 25,477 349 
March ? pide 6, 184 | 45,096 | 18,400 | 325 | 36, 23, 400 | 29, 300 366 


3,504 . 46 5. ) 102 
5,277 .| 29, 09% 2. 825 by 155 





1 Total business includes manufacturing, retail, and wholesale (not shown separately in this table). 

2? Book value, end of period. 

3 Monthly average for year and total for month. 

‘ Data for new orders not adjusted for seasonal variation. 

5 Indexes computed from data on retail value of sales for month and retail book value of inventories, end 
of period. 

® Not available. 

7 Preliminary estimates. 


Sources: Department of Commerce and Board of Governors of the Federal Reserve System. 


Mr. Lucas. I would like to make a further statement with respect to 
used cars. Statistics will show that in 1946 and 1947, where they pro- 
duced less cars than at any time since the war, when you go into the 
used-car market back to 1946 and 1947, you get into the years when 
there was a shortage of cars because of the lack of cars constructed 
in those 2 years. The situation does not aid the man with little finan- 
cial means. 

The 1946 and 1947 cars are being sold at a pretty high price because 
of the few that were put out by the industry at that particular time. 
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It is a point that we have mulled over, and we think it is importa: 
to present to the committee for its consideration. 

Gould Mr. Cassat say one word, Mr. Chairman ? 

The Cuamman. Yes. 

Mr. Cassar. There are two points I would like to emphasize, if | 
may. 

One is that there is no new debt created at the point of retail sales. 
The dealer simply pays off his debt for the purchase of the car. There 
can be no inflation at the point of the retail sale. 

The dealer pays off his debt to the finance company for the new car 
when it is sold, and the dealer has paid the factory for it, and thie 
factory has paid for the materials, tahoe. and so forth, that go into it. 
There can be no inflation in the creation of a new debt at the point of 
ietail sale. It is perfectly absurd for anybody to tell you that that is 
inflationary. That is the distributing of the product. 

Now, the other point I would like to emphasize, if I may, is this: 

We men who are in this finance industry, and have spent our lives 
in it, think about as much of our customers as you gentlemen do of 
your voters. You are very much interested in them. 

We feel that they are being made the goat of an attempt to explain 
away inflation, which is entirely unrealistic based on the amount of 
credit involved here, 3.85 percent of disposable consumer income is 
not adequate to control inflation. 

But further than that, we feel most important is this: When you 
have delegated authority before to the Federal Reserve Board to regu 
late certain things in the financial world of the country, such as the 
matter of keeping the banks liquid, when you gave the Federal Reserve 
Board authority to create reserves in the Federal institutions, bank 
deposits, you didn’t give them the authority for the possibility of re- 
quiring 100 percent of those deposits be set in cash. You set a limit 
below which they could not go. 

Now, when you gave them the authority to regulate margins on 
stock-market purchases, you put no limit in there, and they wiped 
them out. They made them 100 percent, which might have been «ll 
right under the circumstances. 

Those purchases are usually made by investors who have cash or 
available resources. 

Now, you are talking about giving an unlimited authority to the 
Federal Reserve Board to limit the little fellow in the purchase of his 
‘ars, and we think that they should not be given the authority to 
make that down payment of 100 percent any time they want to. There 
ought to be a floor under it, if there is any justification for the matter 
at all. 

The Cuarrman. I agree with you; there has to be some floor. Of 
course, when the committee passed these regulations, they passed a 
bill that unfortunately was not used. 

Mr. Cassat. We do not know whether we are in business or not 
under present conditions. 

The Carman. It took so long for them to get started, inflation 
got away from them. There is no doubt it is getting worse every day. 
They used the automobile regulation W, and-housing regulation W, 
and things like that, but the bill was passed last October, and noth- 
ing was done until January. 
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Mr. Lucas. Mr. Chairman, and gentlemen, I want to thank you for 
the time you have devoted to us. We hope to be back again. 

The CuarrmMan. The National Association of Home Builders. Mr. 
Spiegel, will you come forward, sir? You may proceed in your own 
way, Mr. Spiegel. 


STATEMENT OF E. M. SPIEGEL, SECOND VICE PRESIDENT, NA- 
TIONAL ASSOCIATION OF HOME BUILDERS, WASHINGTON, D. C. 


Mr. Serecen. Thank you, Mr. Chairman. 

My name is E. M. Spiegel. I am the second vice president of the 
National Association of Home Builders and an active home builder in 
several northern New Jersey communities. I appear before you to- 
day at the request of the president of our association whose engage- 
ments prevent his being present. 

The National Association of Home Builders currently has more 
than 20,000 members and affiliated local associations in 174 major 
metropolitan areas throughout the country. It is our estimate that 
they build approximately 75 percent of the new housing constructed 
in these areas. ' 

In presenting this testimony I have had the benefit of the advice 
and recommendations of our national board of directors which has 
just finished a 3-day meeting here in Washington. This group is a 
group of 262 men and provides a representative cross-section of the 
home-building industry. 

We are primarily interested in section 106 of this bill which seeks 
to continue and extend the basic authority for the imposition of credit 
controls upon residential mortgage finance. 

When credit controls over residential real estate were established 
last year, the organized home-building industry recognized the neces- 
sity for tapering off the high level of housing production at that time, 
in view of the defense emergency. When controls were established 
by the Federal Reserve Board with the concurrence of the Housing 
and Home Finance Agency in October 1950, we pointed out, however, 
that they were too drastic and that, as soon as the backlog of financial 
commitments cutstanding prior to and not affected by the issuance 
of the regulation was exhausted, the home-building industry would 
be brought to a virtual halt. 

During the intervening 6 months, housing starts have continued at a 
high level and have presented the illusion of a healthy building indus- 
try. We have repeatedly stated—and we are now more certain than 
ever—that this volume has been maintained only by virtue of the 
tremendous number of commitments still in effect which predated the 
issuance of credit controls. Housing starts are now beginning to fall 
as we predicted they would. 

As you know, April and May are generally considered peak produc- 
tion months in the home building industry. At this season starts 
should be up substantially over the figures for the first quarter. That 
they have turned down is significant. This confirms the statistical evi- 
dence of the drop in applications for FHA mortgage insurance and 
VA loan guaranties which since shortly after October—the date of 
imposition of credit controls—have gone down to less than 40 percent 
of last year. Bureau of Labor Statistics data on housing starts, re- 
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leased last week, show that starts for the month of April dropped 5 pev- 
cent under the figure for March—the first March to April drop on 
record ina nonwar year. April 1950, showed 133,400 starts. This vear 
this figure slumped to 88,000, the lowest figure for April in 4 years. 

Based on the reports that we have obtained from representative 
builders from all parts of the United States in attendance at the 
board of directors meeting which I mentioned a moment ago, we 
predict that during the next few months the rate of starts will drop 
steadily, Ina special session devoted exclusively to consideration 
of mortgage finance problems, almost to a man our directors present 
testified that they planned to start only a fraction of the number 
of houses which they started last year. 

I under stand that the Chairman of the Board of Governors of the 
Federal Reserve System, testifying before you last week, offered an 
estimate of starts for the current year of as high as 1.2 million. I) 
our opinion, this is totally unrelated to the facts. It cannot be sup- 
ported either by the clear evidence of the intentions of builders or by an 
informed reading of statistical signals. Apparently it is based upon 
an expectation that the volume of starts for the first quarter of this 
year will continue for the remainder of the year. If such an estimate 
were to prove true, it would represent a drop of only 15 percent under 
1950’s record and would, of course, be no cause for concern. The 
judgment of the industry, however, is that this figure is unrealistically 
low. As far as we can see, we will be fortunate if we attain 800,000 
in 1951 and many predictions in the industry indicate the possibility 
that we may fall far below even that low figure, perhaps to 700,000 or 
less. 

Already many of our members have reported that they have been 
compelled to discharge their employees in sizable numbers bee aig 
of curtailment of their construction programs for the remainder of 
this year. One member on the west coast. for example, who at this 
time last year employed a labor force of 200, has cut back to 8. 

These are realities. Statistics record the past. They are the result 
of planning decisions made 6 months or more ago. Decisions which 
are being made today will be reflected in housing statistics from 4 to § 
months from now. When the substantially reduced rate of starts be- 
somes obvious to everyone it may be too late to reestablish the indust, 
to the point where housing in reasonable volume can be built. Organi- 
zations will have been disbanded, crews scattered, and materials manu- 
facturers and distributors will have cut back to meet the reduced 
demand for their products. 

In my own experience, and in most areas of the country, the average 
man, and particularly the average veteran, simply has not been able 
to save the very considerable sums required as a down payment undet 
the credit controls now in effect. As you know, a $10,000 house, fo 
example, requires a $1,300 down payment by a veteran buyer ani 

2,300 bya nonveteran. In most areas a $10, 000 house today is a repre- 
sentative figure of a moderate-priced home. Yet these people need ani 
want housing. 

The Carman. Are you going to explain those charts? 

Mr. Sprrecet. I would like to point out, Mr. Chairman, in here this 
blue line on the chart indicates the 1949 starts, gaining in January. I 
levels off and shoots on up to approximately 90,000 starts at the end 
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In other words, some people don’t have enough down payment. ©), 


the other hand, you can’t get banks to take the mortgages. 
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of April, and then strikes on up until we reach the peak in October of 
the vear 1949. Then it shoots down to under 80,000 at the end of 
December. 

In 1950, which is this red line, it starts at the first of the year at just 
about 80,000, moves on up to about 82,000 in February, and then you 
will notice the graph continues on up again until August, and so on 
down, and then you have a flurry at the end of October going into the 
first of the year of 1951. 

It is interesting to observe what happens at the beginning of this 
year, 1951. Weare under 90,000. We go down to 80,000 at the end of 
February, at a little further above the—I think the figure is exactly 
93,000, according to BLS statistics, for March 1951, and the line begins 
to curve down, so that the BLS statistics indicate that the starts for 
April were 88,000. 

Now, this is a very significant figure, in our judgment, because nor- 
mally March and April and May 

The CuatrrmMan. Those are building months. 

Mr. Srreeen. That is correet, Mr. Chairman, and it is our judgment 
now from the reports we got at a meeting last week, and at a meeting 
in Memphis a few weeks ago, that the starts in May will be even lower 
than they were in the month of April. I think that is very significant. 

The Cuarrman. We sent Mr. McMurray down to your convention. 
There were a group of gentlemen here in Washington the other day. 
Didn't you have a meeting here ¢ 

Mr. Sperecer. That is right. 

The CuarrMan. It wasn’t a convention ; just a meeting ? 

Mr. Srrece.. It was part of a board of directors meeting. I think 
that committee called on you, Mr. Chairman. 

Now, there is one other signficant figure. We have a chart here 
indicating the FHA applications, section 8,203, and 611 only. It does 
not cover rental housing units, but the figures are signficant, never- 
theless. 

During 1949, you see this blue line running on to here, at the 
beginning of the year in January we showed approximately 15,000 
applications, it moved on up to about 30,000, to 35,000, and then leveled 
off at the end of the year to about 25,000. 

In 1950, the red line indicates FHA applications just under 30,000 
in January. It moved on up close to 48,000, and then down during 
March, and in April and May we run up to approximately 69,000 
applications. 

Then the line swings down. This is where you begin to get the 
effect of the July 19 credit restrictions. It levels off here, and then 
in August and September runs down to approximately 20,000, and 
then, because of the October 12 curbs, you get a flurry of applications. 
Later the line drops way off to 10,000 and levels off just about 10,000 
at the end of the year 1950. 

In 1951, we start off here, and these are the exact figures. The 
month of January showed applications totaling 14,172. February, 
14,616; March, 19,842, and April, 21,458. Comparing this with last 
year, 1950, January, had 29,000 applications; February, 24,000; 
March, 47,000; and April, 43,000. 

The CrHatrman. What do you think is the more serious situation 
of the two that are causing this? 
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Mr. Sprecet. That is true. but we believe that is more or less tempo- 
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In other words, some people don’t have enough down payment. Qn 
the other hand, you can’t get banks to take the mortgages. 

Of those two things, which is the more serious ¢ 

Mr. Sprecet. Both are very important factors, Senator. 

The fact is that the credit controls imposed by Regulation X are 
definitely beginning to have their impact. We have reports of 
survey, an inde me survey of our own which we made through t)ie 
country. We oo. I think, 104 replies to this questionnaire on «an 
area basis as to the effect of these credit controls under Regulation \, 
and this is just a typical letter: 

Here isa chap from San Mateo, Calif., who replies to this question 
“What effect is Regulation X having on building in your area ?/” 
and this letter, incidentally, is dated May 10. 

Sales under Regulation X have dropped 90 percent under what they had been 
under the GI 501 program. We have continued to watch the market for some 
hopeful signs, but do not believe it feasible to start even a moderate home cou 
struction program at this time. 

We have others. Here isone from Denver, Colo. Can you sell your 
VAmortgages? Absolutelyno. He talks about the mortgage finance 
situation, and the effect of Regulation X. 

The Cuarrman. Regulation X has been relaxed but they still have 
trouble with mortgages? 

Mr. Srrecet. That is right. 

Senator Bricker. That is the effect of your bond market price ? 

Mr. Sprmecer. That is right. You are quite correct, Senator, in 
what you said when Senator Lucas was testifying. 

The Cyaan. The reason I brought that up is because in the 
atomic energy area, which has been declared critical in Savannah, 
and Paducah, they tell me that there is a lack of people willing to buy 
mortgages, even though they have taken restrictions off. It is impos- 
sible to get anything of consequence done. 

Mr. Sriece.. That is true; very true. 

The Cuamman. Is that true in other sections of the country ? 

Mr. Srixcet. It is true in most sections of the country at this moment. 

The Cuarrman. Even where the restrictions have been lifted 

Mr. Sprecer. Even where the restrictions have been relaxed. Of 
course, that is a very recent situation that has developed with respect 
to obtaining mortgage financing. The fact is that Regulation X, 
to get back to that control, is beginning to stifle the industry. We 
said last year, when the controls were first imposed, that it takes 4 
to 6 months to translate applications and commitments to actual starts, 
and wé are now beginning to feel that impact. It is very evident, from 
the reports we get from all sections of the country, that the average 
man just does not have that down payment. He can’t make it, ani 
whereas the regulations were supposed to show some preferential treat: 
ment to the veteran, and those in the lowest income brackets, the fac 
is those people are the ones who are being hurt the most. They just 
don’t have even the limited down payment that is required wider 
ordinary FHA and GI financing under present credit controls. 

Senator Bricker. I still think your mortgage control is going (0 
be the primary factor in the end, because your banks, building an! 
loans, are just not going to sell governments at a loss, and they can't 
make it up with the higher interest they get from the mortgages. 
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Mr. Sprecet. That is true, but we believe that is more or less tempo- 
rary. What I think has to happen is some affirmative statement come 
from the Government agencies that have to do with housing on this 
question of interest rates. We have heard just this past week end, I 
believe, they have had a convention of the savings and loan leaders 
out in ‘California, and statements have come out of that meeting to 
the effect that the interest rates should go up on these mortgages, both 

) of FHA, VA, and se on. 

We are not advocating a higher interest rate. We would just as 
soon see the lowest interest rate that will bring out the maximum 
amount of mortgage financing, but we have a situation here that is 
very, very serious, a lot more serious than even we realized until just 
a few weeks ago, and it requires some definite affirmative statement 

from the agencies here in Washington that there either will be no 

. increase in interest rate in the foreseeable future, or that this FNMA 

picture will not be changed, because we know FNMA was created for 
the purpose of stabilizing the market. There is a fear among some 

r of these mortgage people that something might be done to prevent 

. them from taking some of these loans that ‘they have and turning 
them over to FNMA. I think it requires some affirmative stand, and 

e if that were done I believe you would see these mortgage funds being 
made available to housing. 

At the same time I think Regulation X has had a lot more serious 
effect than is discernable to most people. 

n Senator Bricker. If you stop bidding the market price of your 
points, you are going to affect not only the home building industry, 

e but vou will affect commercial loans as well. It affects the whole 


ly economy of our people. I have contended all along it is the only effec- 
y tive way of controlling credit, and interest rates, of course, higher 


:- interest rates, are deflationary within themselves. If we want actually 
to control inflation, that is the only way we can do it effectively, in 
my judgment. 

Now, let me ask you a question: 

t. What do you anticipate the number of starts will be in 1951? 

Mr. Sprecen. It is the best judgment of this group of directors who 


yf met here in Washington last week that with the trend that is now 
it being made evident to us, and with these recent BLS statistics, that 
a we will be fortunate if we meet a quota of 700,000 units this year. 

e Senator Bricker. How do you explain Mr. Martin’s testimony that 
} there will be 1.2 million ? 

8, Mr. Sprecex. I can’t explain that at all, except in that I think he 
m was misinformed on his figures. 

ve [ think that no consideration was given to the fact that there was 
ud this tremendous backlog, I think approximately 400,000, of pre-X 
t- commitments that were outstanding, and the starts didn’t occur until 


«t the first part of this year, and they are showing up in the starts on 
ist this chart here. 
er I think that wholly accounts for this increase. 

The Cuarrman. Those commitments were made to beat the dead- 
(0 line. 
nd Mr. Sprecer. That is right. 
n't The Carman. When the committee decided on that date, they 

rushed in for fear it might even have been tougher. 
Mr. Sprecen. That is correct. 
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Senator Bricker. He must have based his statement upon that 
number or tendency rather than upon the actual facts as they are now 
apparent in the field. 

Senator Carenart. How many houses or how many starts has the 
Government decided should be made? 

Mr. Sprecet. Approximately 850,000 units for the year. 

Senator Carenarr. So then it looks to you as though there will be 
150,000 less ? 

Mr. Spriece.. That is correct; and it, may even be less than that if 
this mortgage situation continues, 

Senator Capenart. You think that is entirely due to Regulation X / 

Mr. Spircet. Not entirely; no, sir. There are two factors—The 
current shortage of mortgage financing and Regulation X. I don't 
want you to lose sight of the fact, nor should the committee at any 
time lose sight of the fact that Regulation X is definitely beginning 
to have its impact felt all over the country. I come from New Jerse Vv, 
in the eastern part of the country, where ordinarily we have liber: al 
credit financing, and generally more money is available, there than 
elsewhere. However, we get reports from our men on the west coasi, 
and in the Southwest, and down South, months before we find the 
situation similar here in the East, and it-has always been true in the 
past, and it is right now, that these men out West and down South 
have begun to feel the impact of Regulation X before we have. 

Senator Carenarr. I gather, then, from your testimony, and that 
of the previous witness, who talked on Regulation W, that, not 
debating or passing opinion upon the merits or demerits of the regu- 
lations, ‘they are really donig the job. 

Mr. Sprecet. U Mquestionably. 

Senator Carenart. Of controlling credit. 

Mr. Srrecet. Entirely too drastic, in our judgment. 

Senator Carenarr. In your opinion they are too drastic? 

Mr. Spiecen. Entirely too drastic. It is hurting those folks who 
need housing the most, 

Senator Bricker. What would be the effect if you relax Regulation 
X, and continue your controls on credit through your bank reserves. 
and through the falling bond prices? Would that get for your little 
fellow, then, that you are talking about, a greater opportunity for 
building, and relieve the requirement of, say $35,000 limit that they 
put on in the production authority the other day by allocation of ma- 
terials? 

Mr. Srrecev, Senator, I think even the NPA has recognized that an 
error in judgment was made in establishing that $35,000, and I think 
they are considering a modification of that amendment now. 

Senator Bricker. Wouldn't what I have been talking about have the 
same effect; it would give your little fellow, on your small house, a 
greater opportunity for credit 4 

Mr. Sprecer. I think that if Regulation X were eliminated en- 
tirely, certainly the man in the lowest income brackets, and there 
have been various interpretations as to what is considered low income, 
but the man in that bracket would then be enabled to buy a house 
under the normal restrictions imposed by FHA, VA, and the normal 
banking requirements. 

I think the obtaining of mortgage financing is a separate problem, 
but that will be eased. 
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Senator Bricker. 1 don’t think you dare ease it, because if you do, 
you are going to add to this inflationary trend. I think that is the 
only way you can control the inflationary trend, through the pri- 
mary mortgage credit, which is, of course determined on the level of 
the price of bonds. There isn’t any question about that in my mind. 

Mr. Srrecen. I am not disputing that, Senator. 

Senator Bricker. If you do that, Regulation X could be relieved 
to give the little fellow a greater opportunity in the field of credit 
that is available. 

Mr. Sprecev. That is correct. 

Senator Bricker. It would seem to me any restriction on amount 
would be unnecessary, and possibly you would get the houses dis- 
tributed as they properly ought to be distributed. 

Senator Carenarr. W ould you say if Regulation X and Regulation 
W, and the present policy toward mortgage bonds, and the present 
policy with respect he Government bonds, were continued for a period 
of 6 months to a year, that we might well be heading into what we 
normally call a ccomeman’ 

Mr. Srimce.. Unquestionably. I think with respect to your state- 
ment, Senator, we home builders would be out of business. 

Senator Cargenart. Is it your opinion, then, that we would have 
100 percent broken the back of inflation ? 

Mr. Spizreex. I think you would do worse than that. 

Senator Bricker. I don’t fear that so much as long as the Govern- 
ment is pouring in $72 billion a year of Government spending. Of 
course, if you raise all that by taxes, it is not an inflationary thing, 
but, on the other hand, if you permit your bonds to seek their norm: al 
level, and take the Open Market Committee out of buying entirely 
say, for the next year, what would be the effect upon the bond prices 
and interest rates / 

Mr. Sperecet. I wouldn’t know what the answer to that would be, 
Senator. I couldn’t even visualize how that problem would affect 
this entire inflationary picture. 

Senator Bricker. That is back of your home building. 

Mr. Sprmece.. I think that is one phase, Senator. I think now it is 
evident that the savings bank accounts are accumulating. I think the 
insurance companies who have had this problem of overcommitting 
themselves last year because of the tremendous volume of business 
that was being done in anticipation of the business this spring has had 
a serious effect. 

Senator Bricker. Heretofore your insurance companies, and build- 
ing and loan organizations, could go into the market and sell the 
bonds at any time they wanted to. "Now they can’t do it. They are 
not going to take that loss, at least the tendency is not to take the 
loss to supply credit. 

It seems to me that is your primary control, and an effective one. 

Mr. Sprecen. Nevertheless, despite that, you will have funds avail- 
able for some scale of housing production. You won't have these 
companies out of the market entirely. It may be on a more selec- 
tive basis, or something of that sort, but I don’t think you are going 
to completely stifle it. 

Senator Carenartr. How many new houses were built in 1950? 

Mr. Sprincet. In 1950, I think the exact figure is 1,396,000. 
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Senator Carenart. That is approximately 1.4 million. Now, it is 
your opinion that there will be any 700,000 this year ? 

Mr. Sprecet. That is right. 

Senator Carenartr. The Government was shooting for 850,000 

Mr. Sprecer. That is right. 

Senator Caprnartr. Your opinion is it will be 700,000? 

Mr. Sprecer. That is correct. b> 

Senator Carenarr. That is just one_half. 

Mr. Spmcet. Approximately; yes. 

Senator Capenart. You think that has been brought about by vir- 
tue of Regulation X, and the mortgage market ? 

Mr. Srrecet. That is correct. 

Senator Carenart. Now, my next question is, What about material 
shortages, which if there was no regulation—would you get enough 
materials this year to build 1.4 million ? 

Mr. Sprecet. Not 1.4 million; no, sir. We wouldn’t expect that. 

Senator Capenart. If there were no regulation, could vou get the 
materials? 

Mr. Sprecet. Not for 1.4 million. I think there would be enough 
material available, as a result of reports that we have been getting 
from producers and manufacturers of material, to produce approxi- 
mately 1,000,000 houses this year. 

Senator Bricker. The Government figured 850,000. That was the 
basis of their figuring 850; available material ? 

Mr. Sprecen. There actually will be materials available, in our 
judgment, in excess of 850,000. 

The Cuatrman. Is that because of increased production of mate- 
rials? 

Mr. Sprecet. That is correct. 

Senator Carrnart. Has there been a rationing of building mate- 
rials, a cut-back in the manufacture ? 

Mr. Srrecet. No; not yet. That hasn’t been evidenced yet. 

Senator Carenart. In no building materials? 

Mr. Srrecet. Not to my knowledge. 

Senator Bricker, There has been allocation of copper and steel. 

Mr. Sprecet. There is available, in our judgment, from reports that 
were presented to us only last week, sufficient material to produce 
approximately 1,000,000 units. We have gone into that quite thor- 
oughly, and we will have a much more thorough report; and if the 
chairman will permit, I would like to file that report at the appro- 
priate time. 

We expect to have that completed. 

Senator Carrnart. Then it is your opinion, if Regulations X and 
W continue, and the mortgage-bond situation continues as it is, and 
the Federal Government bonds, the policy that is adopted, that in 
6 to 12 months we will then have completely broken the back of infla- 
tion ¢ 

Mr. Sprecer. I couldn’t put it that strongly, Senator; I think that 
insofar as our industry is concerned we will be out of business, and in 
a lot less than 6 months. 

I think that if it were possible—— 

Senator Carenarr. You will be doing about 50 percent of the busi- 
ness ? 
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Mr. Sprecer. We will be doing a lot less than that. If this mort- 
gage picture continues at its present rate, we will produce a lot less 
than 700,000. Our prediction of 700,000 is based upon our hope that 
this mortgage-financing picture is only temporary. 

Senator CareHarrt. Ts it not working out exactly the way the Gov- 
ernment planned it to work out? 

Mr. Sprecex. I do not believe so. 

Senator Carenarr. Why do you say that? 

Mr. Sprecet. I believe they were serious when they said they wanted 

' production of 850,000 units this year, and we went along with that. 
Now, this Regulation X is having a much more serious effect than 
they anticipated. 

| Senator Piahesiiiie The Government put into effect Regulation X. 

lh Mr. Serecet. That is correct. 

Senator Carenart. It is the administration’s policy, which you say 
now might break the back of inflation, and will reduce the number 

ie of houses this year from approximately 1,400,000 to 700,000. Now, 
of course, if you reduce that amount, you are approaching a recession 

h in business or a depression. 

ig Mr. Sriecet. That is right, and I think you are also creating a more 

1- acute housing shortage than existed just after the war. 

Senator Bricker. What about demand? Is there any lessening in 


ie demand for housing units? 
Mr. Sprecex. I do not believe there is in the proper brackets. 
ur Senator Bricker. What if we had the same conditions that existed 
in 1950, with no more credit restrictions than we had then, with plenty 
e- of credit in the loan companies, how many starts would there be this 
year? 
~ Mr. Sprecen. Probably just about what was built last year. I think 
e- that was about the maximum. 


Senator Bricker. Do you think there would be a demand for 
1,400,000 this year? 

Mr. Sprecet. In the proper brackets. The fear we have is that 
the manufacturers just cannot produce more—— 

Senator Carenart. What do you mean by the “proper brackets” ? 


iat Mr. Spiecet. In the price range that is the generally accepted range 

ice for the low-income group. 

or- Senator Capesrart. You mean the low income? 

the Mr. Sprecer. Yes, sir. 

ro- Senator Moony. When you said, Mr. Spiegel, credit controls should 
be lifted from low- or moderate-cost housing, what did you mean, 
$8,000, $10,000, $15,000 ? 

nd Mr. Serecex. That is a very, very difficult thing to answer, Senator. 

ind I would say this: This has a different interpretation in various parts 

in of the country, but I would say, on the average, I would eliminate 

fla- credit controls up to about $12,000, and that would take in your very 
highest cost areas in the country, and would take care of the situation 

hat in your lower cost areas. It might be from $8,000 to $12,000. 

| in Senator Moopy. Speaking of area problems, do you agree that 
rental conditions are bad about military installations and new defense 
plants? 

ISi- Mr. Sprecet. I do. 
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Senator Moopy. Would you agree that it is in the atta interest 
that military personnel and defense workers get housing at reason- 
able rents as soon as possible ¢ 

Mr. Sprecet. I certainly do. 

Senator Moopy. Are you people paying special attention to that 
problem ? 

Mr. Sprecen. We very definitely are, and I would like to point out 
to you, Senator, that just 3 weeks ago one ‘of your colleagues, Senator 
Sparkman, attended a conference of our home builders down in 
Memphis, Tenn., where we observed some 2,000 low-rent housing units 
that have been built there. Mr. MeMurray was also present, and we 
were delighted to have them see what some of our builders in Memphis 
were doing. This was not a board meeting, it was a meeting that 
was called of all builders throughout the country who were inter- 
ested, and we had, I think, : approximately 375 builders attend and visit 
these various projects that were being built. We had the FHA repre- 
sentatives there, Mr. Foley was there of HHFA, and we discussed the 
medium of financing that could be used to help us produce just the 
kind of housing you are referring to. 

Senator Moopy. Are you on a “national basis looking into that par- 
ticular problem with the idea of supplying that very definite need’ 

Mr. Sriecet. We definitely are; yes, sir. 

Senator Moopy. I hope you are. 

Mr. Sprecet. Weare. We have suggested to many of our members, 
and some of our members as a matter of fact are building this very 
housing, and considering the problem in those locations where it is 
essential. 

Senator Moopy. In housing of that type, and in other low-cost hous- 
ing, does it use up any more scarce material to charge a high interest 
rate than a low interest rate? 

Mr. Srtece.. Will you repeat that ? 

Senator Moopy. When you build a house of that type, or another 
low-cost house, does it increase the drain on the scarce materials of 
the country—— 

Mr. Spiecet. No: it does not. 

Senator Moony. To charge a low interest rate? In other words, 
I am trying to point out that there is no relation between the scarcity 
of materials and the interest rate itself. 

Mr. Spircer. There is no relation between the interest rate and the 
amount of scarce materials that are used in this type of housing you 
are referring to. 

The CrarrMan. We have been talking about these mortgages and 
Government bonds. If you were a mortgage banker, would you pre- 
fer to buy a section 207 FHA-insured mortgage than a Government 
bond? That is a tough question. 

Mr. Srrecet. I am probably prejudiced, but I have always felt that 
one of the best investments that any mortgage banker or institution 
could make would be a Government-insured FHA or VA-insured 
loan. 

The Cuamman. Better than bonds? 

Mr. Sriecev. They net a greater return to the investors, the interest 
rate is higher. 

The CuarrmMan. The decline in the bond market, would you believe 
that has to do with the refusal, or lack of desire on the part of the 
bankers to buy mortgages ¢ 
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Mr. Sprecev. I think what has happened there, Senator, is that 
these bankers just do not want to take a loss on these bonds, these 
214-percent bonds, that they would have to incur if they sold them 
on the open market today. I think that market is about 9614, or 97, 
which would mean a loss of three points on each bond, and they just 
cannot make that up in investing in a 4-percent loan. 

The CuarMan. Would it be enough to make up the loss of two or 
three points ? 

Mr. Sprecer. No. 

Senator Capenart. Is that not the proper way to control inflation ? 

Mr. Sprecer. I do not believe it is. 

Senator Carenartr. What is the proper way to do it? 

Mr. Sprecet. Well, I am not an economist, either. I heard Senator 
Lucas say he was not. I do not pretend to know all the economics 
of this problem. 

Senator Carenart. If we are not fearful of inflation, then we have 
no business wearing ourselves out here sitting day in and day out on 
amendments to this 1950 Defense Production “Act. 

Mr. Sprecen. I do not think you are wasting time, Senator. I think 
it is a serious problem with which we are all concerned. I realize 
you have a tremendous task. 

Senator Carpenarr. | gather from your testimony here that the 
bond market, the Feder al bond market, the way it is being handled 
at the moment, is the one thing that is breaking the back of inflation 
by permitting Federal bonds to reach their own level, whereby the 
holders of them will continue to hold them rather than invest the 
proceeds of those bonds in material things. 

Mr. Srircer. I do not think myself, Senator, that that is the point 
involved here. We are talking shined this mortgage situation as 
requiring funds that these insurance companies and large savings 
institutions have to invest. I think they have those funds or will 
have them. ‘They have been ov ercommitted. I think the *y have mis- 
calculated on the number of starts as a result of this backlog, and 
I think that is where Mr. Martin was in error when he testified 
here last week. 

I think there was a miscalculation as to the number of starts, and 
I think the sums imposed upon the backlog of 400,000, the number 
of starts this year, and on that basis has estimated—— 

Senator Carprnart. Why have there not been more starts?) Why 
are we not going to produce 1,400,000 houses this year ? 

Mr. SPIEGEL. First, Regulation X. Those builders who have used 
up their outst: unding commitments, which were issued prior to Regula- 
tion X, are hesitant to start. They may start on a limited basis. 

Senator Carenartr. No. 1, the terms under which one must sell 
under Regulation X you say are too severe; people do not have the 
money for the down payment, and cannot meet the terms ? 

Mr. Sprecen. Exactly. 

Senator Carenart. That is reducing the number of housing starts? 

Mr. Sprecet. That is correct. 

Senator Caprenartr. Now, what is the second reason ? 

Mr. Srrecet. The second is the more recent development of the 
tightening of the mortgage market. 

Senator Carenarr. In other words, the banks and insurance com- 
panies are loaded with Government bonds? 
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Mr. Srrecet. I do not think that is it exactly either, Senator. | 
just think that they are at a point now where they have overcommitt «| 
on the basis of commitments issued last fall, and which starts a1 
not reflected until this spring, and they are a little fearful that the, 
just will not have enough funds available. 

Senator Carenart. Because they have got such a huge amount of 
Federal bonds, and the bond market is going down, and they do not 
want to sell their Government bonds and take a loss on them, th ey 
put the money into mortgages? 

Mr. Spmcet. I think that may be part of it, but I do think pe ey 
have been overcommitted in their loan applications. Their commi 
ments to builders to finance a certain number of units of construc 
tion—I think that is where the first problem lies with respect to t! 
mortgage financing. I think that will be overcome within a reason- 
able time. 

We honestly believe that. We think it is only temporary, and. as 
I said earlier 

Senator Carenartr. Which of the two reasons for the decline in the 
start of new houses is the most severe in your opinion, Regulation X, 
or the inability or failure or refusal of the banks to purchase ¢] thie 
mortgages ¢ 

Mr. Sprecet. I think Regulation X. 

Senator Carenartr. You think Regulation X is the worst of tl. 
two? 

Mr. Sprecet. Yes, sir. 

Senator Scuoerrret. I would like to ask Mr. Spiegel this: If I under- 
stood Senator Moody correctly, he drew your attention to the defense 
areas, and a shortage of housing, and the increase in rents. 

Now, I understand that when there is a defense housing area it is 
determined to be a critical area. 

Mr. Sprecet. That is right. 

Senator Scnorrret, And Regulation X is removed ? 

Mr. Sriecet. That is right. 

Senator ScnorrreL. And Regulation X is removed? 

Mr. Sprece.. That is correct. 

Senator Scuorrrent. Then why is the building not proceeding in 
these pls wes, and why do we have the situation referred to by the 
Senator ? 

Mr. Sprecet. That fact is, Senator, that the mreNnaPe X is not 
removed in those areas, it is relaxed for those are 

Senator Scuorpren. It is relaxed in some areas, from the informa- 
tion I have received it is relaxed in toto. Am I correct in that or not! 

Mr. Sprecev. I do not believe it is relaxed in toto. 

Senator Scuorpret. Then you consider that the failure to relax in 
toto in those critical defense areas, and the failure of this bill to come 
out on the other side, is one of the things that is causing this difficulty ! 

Mr. Sprecer. I think further than that, Senator. What they have 
been doing when they set up a critical defense area is pin pointing a 
certain number of units. 

I have here a statement, for example, in Paducah, Ky. One thou: 
sand units have been approved for credit-control] relaxation in this 
particular area. In Savannah River area, 3,600 units. 

The Cuarman. Now, stop right there. That is totally insufficient. 
There are 35,000 people going there, 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1393 


Mr. Sprecer. I did not do the programing, but I do know they 
have scehduled something like 3,600 units, 

The Cuarrman. And nobody will buy the mortgages? 

Mr. Sprecen. That is right. 

The CuarrMAN. So what good is it? 

Senator Carpenart. Take Savannah, the Savannah River project. 
The Government has released or authorized only 3,600 units? 

Mr. Srrecen. That is correct. 

Senator Carenartr. Up to this moment ? 

Mr. Sprece.. Of which 500 are to be built now. 

Senator Carenart. Why have they not authorized a sufficient 
me to house all the people going down there ? 

Mr. Sprecen. I do not have the answer to that, Senator. 

Senator Carenartr. Does anybody know ? 

The CHarrman. They have only authorized 500 to be built now. 

Mr. Sptecen. That is right—are authorized to be built. 

The CuarrMan. The reason is, as the Senator said, that this bill 
that we passed in Congress allowing these communities to get certain 
facilities that they would pay back—water and sewerage—is still in 
the House, and therefore there is no money available to. put water or 
sewers in the community, with 35,000 people going to work. 

Mr. Spmecet. That is one of the problems. 

I want to point out in response to your question, Senator, one of 
our builders in the San Diego area where they have progr: amed 6,000 
units, there are hundreds or possibly thousands of units being built 
now in that particular area that could be made available. Rather 
than relax or remove Regulation X with respect to the units under 
construction, they are programing 6,000 additional units which have 
to be built, they set a ceiling price on those units, and these builders 
in the area, they are extremely concerned, because they get no relief 
for housing that is already under construction now and could be made 
available in that area. 

The CHamman. What about the repayment on the mortgages? 

Mr. Sprecen. With respect to the term ? 

The CuHarrman. No: I mean are many mortgages being paid up, to 
form a revolving fund? 

Mr. Sprtecen. That is correct, and when we refer back to the insur- 
ance companies and savings institutions monthly they are getting 
hage payments on account of amortization of these mortgages, whic h 
are then available. 

The Cuamman. What are they doing with the money, putting it 
back into building ? 

Mr. Srrecex. It eventually will come back into the program. 

The Cyarrman. You do not know what amount that would be? 

Mr. Sprecet. I have no idea as to those figures, Senator. We will 
try to get them and make them available to you. 

The Cuairman. That money would be available for building this 
year, or as soon as it is available. I would like to get that. 

Mr. Sprecen. I wil] try to get those figures for you, Senator. 

Senator Dirksen. Mr. Spiegel, to what extent, if any, do you en- 
counter any fear in the market that springs from the possible liquida- 
tion of this situation in Korea, and may touch off a little deflationary 
rather than inflationary spiral? If it did exist, obviously it would 
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make them play the credit rather close, and would account for cau- 
tious commitments in the credit field. 

Mr. Sprecet, That is correct. 

Senator Dirksen. Do you encounter it ? 

Mr. Spreceit. We have not yet encountered it, Senator, but I think 
that is the normal operation of any sound, prudent mortgage opera- 
tion. They watch these conditions ‘closely, and tighten up y and loose, 
up where they think in their judgment it-is the proper thing to do. 

The CuarrmMan. Has there been nrach fear of an increase in interest 
rates, also? 

Mr. Sprecev. Surely there has, there certainly has. The fact is that 
the mortgage bankers are actually demanding a higher interest rate, 
Their argument is, of course, that it is a commodity like butter and 
rent and everything else. 

The CHatrman. The higher the interest rate, of course the greater 
the cost of the house. 

Mr. Sprecev. It adds to the monthly charges. 

The Cuairman. The increase in interest is approximately a thou- 
sand dollars on a $10,000 house ¢ 

Mr. Sprecen. It would amount to approximately $5 a month, and 
you eliminate immediately a large segment of the population. 

The Cuairman. The people buying homes—veterans, and everybody 
else—— 

Mr. Sprecet. We are not advocating an increase in interest rates. 

The CHarrman. I was just asking what you thought about it. 

Mr. Sprecen. We are not advocating an increase in interest rates. 

The Cuarrman,. It would be a burden to the veteran, it would cost 
him that much more. 

Mr. Srtecen. That is correct. 

A further and important effect of the present situation will be 
severe unemployment in the building trades. A drop even to 800,00) 
from last year’s figure would throw out of work approximately 400,00) 
to 450,000 men and the jobs of an additional 75,000 men would be 
done way with for each additional drop of 100,000 starts. In adidi- 
tion, the indirect effect in other fields of employment cannot be calcu- 
lated—such as the manufacture of materials and equipment, the men 
in the forests and in the lumber mills and in the myriad industries that 
serve construction. 

In cooperation with the building trades unions and the Federal Gov- 
ernment we have trained tens of thousands of young men, most of 
them veterans, to become skilled building mechanics at high wage 
scales. Widespread unemployment in the building trades will dis- 
perse this skilled pool, built up over a period of several years. Mos 
of these men will have to be retrained to other skills sinee most of 
the building trades workers are not readily adaptable to other kin: 
of defense production. These men will face either serious unemploy- 
ment or, at best, reemployment at considerably less wages than they 
are now earning. 

We are not unmindful of the needs of defesse production and of 
the inflationary danger if civilian production were to continue at 
unreasonably high levels. We are convinced, however, that under the 
present controls we are heading right back into a serious housing 
shortage, perhaps even more acute than the postwar shortage whic) 
required 5 years to overcome. 
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Senator Bricker. Is it not true at the present time that the number 
of rooms available, according to the population of the country, is 
greater than ever, the number of housing units is greater than it 
jas ever been in the history of the country 4 

Mr. Sptecet. That is correct, Senator. 

I submit to you that, as long as our materials and labor are avail- 
able, the construction of housing for the average man is not in any 
way inflationary. Our best opinion is that for some time to come 
labor and materials will be more than ample to meet the volume of 
production which we can foresee. 

At th every least, credit controls should be eliminated from housing 
in those price ranges which the average man and particularly the 
average veteran can afford. In the report of this committee, when 
you passed the Defense Production Act of 1950, you included lan- 
guage suggesting that controls be so administered that the man of 
limited means receive preferential treatment. While the percentages 
in the present control regulation are less for the lower-cost brackets, 
it is our experience that. they are nevertheless unduly affecting the 
man who can only afford a lower- or moderate-cost house. We sug- 
gest, therefore, that credit controls be completely eliminated for this 
group. 

We wish to comment also on section 106 (a) which would amend 
the definition of “real-estate construction credit” to place under con- 
trol all existing properties. This committee will recall that a similar 
provision was stricken from the act in 1950. In our opinion, the im- 
position of credit controls upon existing construction would bring 
an already thoroughly confused mortgage finance situation to almost 
complete chaos. 

Senator Bricker. Do you mean houses now built, or being built? 

Mr. Sprece.. Already existing construction. 

As we understand the primary purpose of real-estate credit con- 
trols, it is the avoidance of credit inflation in the mortgage field. The 
fact is that for the past several months mortgage financing has been 
so thoroughly deflated that at the present time in most areas of this 
country it is virtually impossible to obtain mortgage financing for 
new construction and almost as difficult to refinance an e xisting house. 
The excessively easy mortgage credit conditions which this section of 
the bill is designed to correct simply do not exist. While we hope 
that sufficient mortgage funds will become available during the next 
few months to start a reasonable level of new home production, it is 
clearly indicated that the supply of funds will not be in such volume 
as to cause any credit inflation problem. 

Senator Bricker. It would not do it if they only use the funds 
paid into them from existing mortgages, of course, but they are able 
to take their bonds to the Federal Reserve and sell them at any 
time, then you are pumping inflation into the stream. 

Mr. Sprece.. That is right. 

Section 105 of the bill touches on another aspect of real-estate con- 
trol. It provides authority to freeze rents on housing accommoda- 
tions, including those which have not heretofore been subject to rent 
controls even during World War II, including also those in commu- 
nities in which the local governing body has, in fact, determined that 
sree are no ange necessary. As the committee knows, we have 
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for some years been opposed to centralization of authority in Wash- 
ington, particularly with respect to those matters which have been or 
‘an readily be determined locally. Therefore, it is our recommenda- 
tion that rent control be left in the hands of the local community. 

Finally, I would like to call your attention to section 102 (c) 
which adds a new section 202 to the Defense Production Act of 1950, 
The use of the word “improved” about three lines from the end of this 
section apparently grants to the President sweeping and unlimited 
power to condemn real estate and build upon it whenever he deems 
it necessary in the interest of national defense. Such authority is 
apparently broad enough to include the construction of publiely duilt 
and owned housing. Recently this committee considered the subject 
of defense housing in S. 349. We suggest that the section referred 
to be appropriateely limited so as to remove the implication that it 
covers by indirection the complicated and controversial subject of 
publicly built housing. 

The Cuarrman. We thank you for your testimony. 

Mr. Spreeet. Mr. Chairman, I have just a couple of statements and 
charts and figures which I would like to offer as part of this record. 

The CuatrmMan. Without objection, they will be placed in the record, 
and also the other report that you have asked to file. 

Mr. Sprecen. I can have copies made of the larger charts which | 
would be glad to provide for the record. I have here the number of 
FHA applications for all of 1950, and the first 4 months of 1951. I 
have the VA appraisal assignment for new construction since August 
10, 1950, to date, which is the first date when they began to get these 
figures up, and I have one other statement, which is one of George C. 
Johnson, president of the Dime Savings Bank of Brooklyn, which 
covers the subject of inflation which I would like to leave with your 
committee as a part of the record. 

(The material referred to follows :) 


3ROOKLYN, N. Y., September 29, 1950.—Criticizing the Federal Reserve Board, 
Government economists and certain segments of the banking industry for ad- 
voeating excessively stringent curbs on home mortgage credit, George ©. 
Johnson, president of the Dime Savings Bank of Brooklyn, fourth largest insti- 
tution of its kind in the world, today termed severe mortgage restrictions 
as “unreasonable and unnecessary.” Government’s deficit financing is the real 
root of the Nation’s inflationary troubles, he added. 

“We are told by the Federal Reserve Board, Government economic advisers 
and a few bankers that the proposed stringent mortgage credit requirements in 
the form of extremely high down payments is necessary to halt inflation,” 
Mr. Johnson said. 

This is decidedly not the way to meet the problem,” the banker continued. 
“Liberal mortgage credit, applied in a sound manner based on the borrower's 
ability to pay, is actually a weapon against inflation.” 

“When a family buys a new home,” Mr. Johnson explained, “it uses up savings 
that have been accumulated for this purpose. The mortgage money that is 
provided by a lender also comes from savings and does not increase the total 
money supply of the country. Then more money is immediately taken out of the 
inflationary stream each month as that home buyer makes payments against 
the principal and interest of his mortgage. 

“Recent restrictions on mortgage credit probably will reduce the number of 
homes built next year by the 30 percent suggested by the building industry and 
certain Government agencies. If it is evident in another 3 or 4 months that this 
is not fully accomplishing the aim, surely another 5 percent increase on down 
payments should release all the men and materials that can be absorbed in 
war industries. 

“Home building is one of the greatest means of producing and creating real 
wealth that we have. Purchase of homes provides employment for millions of 
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persons and the house itself constitutes something tangible in the way of Wealth; 
something that has a definite value.” 

This is in distinct contrast to Government deficit financing, Mr. Johnson 
asserted. 

“Deficit financing simply creates billions of more money which is poured 
into the Nation’s monetary stream. This is done by a bookkeeping process and 
by borrowing. The only difference between this and fiat money is that Govern- 
ment does not resort to the printing press to turn out currency. It achieves the 
same result by issuing bonds, 91-day bills and other forms of what are in reality 
nothing more than IOU’s. +}, 

“The most dangerous and inflationary aspect of deficit Government financing 
is that virtually none of Government’s spending creates new wealth, such as is 
the case with home buying. Government spending goes largely into salaries for 
its enormous bureaucracy, and into articles and commodities that are quickly 
used up, worn out or destroyed. It is certainly not productive. 

“Another Government-inspired inflationary trend is that Government ap- 
parently favors an increasingly higher wage level. If the production of things 
for workers to buy is limited, especially homes and home equipment, this will 
add dangerously to the inflation spiral. 

“It is true,” Mr. Johnson said, “that a high volume of home building and 
mortgage credit increases the velocity with which money is spent in the Nation. 
Basically, however, this is no more inflationary than the selling of a pair of 
shoes or any other commodity. 

“The fact remains that home building and home ownership which is made 
possible by careful, prudent mortgage lending constitutes the greatest single 
bulwark against communism that we have. Furthermore, home building is basic 
to a high ratio of employment and a prosperous Nation. 

“Although these facts are well known as basic economic factors, I am ex- 
tremely surprised that the Federal Reserve Board and others are advocating ex- 
cessive down payments for home purchases,” Mr. Johnson concluded. “If the 
proponents of unduly excessive mortgage credit curbs are successful in their 
plans, they will force the closing down of the Nation’s largest non-agricultural 
industry and thus will pave the way for a severe economic depression. Further- 
more, such steps as are being discussed at high levels of Government policy 
making can be regarded as another move toward socialization of our country. 
Never before has it been necessary to establish stringent mortgage credit regula- 
tions, and it is not necessary today.” 
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Senator Moopy. In the interest of people who do not have much 
money to make a down payment, Mr. Spiegel, if the Congress should 
decide that some regulation is necessary, but would perhaps be in- 
clined to relax the requirements somewhat, would you be in favor of 
reducing the requirements on houses say of $10,000 to $12,000, down- 
ward from that, reducing the down payment requirement ¢ 

Mr. Sprecet. You mean for that group up to $12,000? 

Senator Moopy. That is correct. 

Mr. Sprecet. I would certainly be happy with some such arrange- 
ment as that. I think it would be very helpful if that could be done. 

Senator Moopy. Thank you. 

Mr. Sprecet. May I say one further thing, Mr. Chairman, that I 
think that in view of the BLS statistics which indicate the 88,000 
starts for April, and our judgment—and none of us can foresee what 
the future holds—I think it would be most interesting if this com- 
mittee would be able in some way to get the statitsics for May from 
BLS which I think will indicate this downward trend, and be a most 
significant indication as to what this housing picture is at the present 
time. 

The CuammMan. There is a lag between the time they get the figures 
until it is prepared. 

Mr. Sprecev. I think that you can get those figures about June 10. 
They will be available for the month of May. 

The CuairMan. We will try to get them. 

Mr. Sprecet. Thank you very much, Mr. Chairman. 

Senator ScHorrre.. I may say to the chairman that the other day 
I asked, and I think there is a notation in the record, to submit for 
the record in the livestock situation a statement of A. G. Pickett, 
secretary of the Kansas Live Stock Association of Topeka, Kans., and 
1 am offering that now for the record in relation to the record on beef 
and cattle. 

(The material referred to follows) : 


STATEMENT OF A, G. PICKETT, SECRETARY, KANSAS LiIvE STOCK ASSOCIATION, 
TOPEKA, KANS. 


BEEF PRODUCTION COSTS 


Factors affecting the cost of producing beef are numerous and varied. It is 
impossible for anyone to give a definite figure. If, however, we knew the location 
and type of operation we can list cost items involved, apply probable local prices 
or values, and determine what cost figure we may expect. 





A FEW PRODUCTION COST ITEMS 
1. Feed.—-Feed production requires large investments in land, labor, and 
equipment. Even after we have determined feed requirements and cost, it is 
necessary to consider rate of gain. Two producers may each have a feed cost 
of 70 cents per day per steer but due to his ability as a feeder and manager 
one may get 2% pounds gain a day making his cost 32 cents, while the other 
man gets only 1144 pounds gain per day making his cost 4624 cents per pound. 

2. Feeder or replacement cattle cost—For the producer who purchases his 
feeders, cost is a major item. 

3. Area or location.—This involves both type and size of production. 

4. Age of cattle-—Young cattle make more efficient use of feed, but require 
more attention and care. They also require a long fattening period. 

>». Type of cattle and feed used. 

6. Season or time of year.—In Kansas late summer and early fall feeding 
before the new corn crop is mature calls for carrying corn over 1 year and feed- 
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ing during the busy fall season when it would be easier to leave cattle on grass 
for 2 or 38 more months. This early feeding puts grain-fed cattle on the market 
in November and December when the supply is short and they command a pre- 
mium price. OPS makes no provision for normal seasonal price trends and thus 
eliminates the incentive for such feeding. Distribution of the consumers’ meat 
supply suffers. 

We could list many other cost items and in addition there is always a great 
risk factor. Unusual weather conditions such as drought, storms, blizzards, and 
floods may cause death loss or a reduction in growth and gain. Disease may 
also cause unusually heavy losses. vii 


TYPICAL BEEF PRODUCTION PROGRAMS IN KANSAS 


Kansas is one of the leading cattle States in the Nation, ranking from third 
to sixth in total numbers of cattle on farms. 

Types of operations followed are varied due to land and farming condition, 
In the west and southwest we have a short grass or 12 months grazing proposi- 
tion, as well as fall and winter wheat pasture. In the east central is the blue 
stem or long grass area used principally for summer grazing. Northeast Kansas 
is a corn-producing area where grain feeding is practiced. Throughout the 
State we find thousands of farms producing a small number of cattle. 

At this point we want to show that the great volume, and steady flow of cattle 
to market comes from small farm producers. The 1945 agricultural census shows 
that out of 141,192 farms in the State, 103,034 farms sold cattle and calves alive. 
The annual sale was 2,020,401 head or an average sale per farm of 19.6 cattle. 

Following are actual examples of Kansas producers. Cost figures are con- 
servative and can be substantiated. Labor and management or special equip- 
ment costs are not included. 


COWHERD PRODUCING FEEDER CALVES 


Cost of keeping a beef cowherd on central and eastern Kansas farms where 
it is necessary to confine and feed these herds in fields or lots during a 6-month 
winter feeding period: 


Winter feed requirements and cost 


Silage, 4 tons at $7 

Alfalfa hay, *%4 ton at $20 

Interest, $250 at 5 percent 

II TUN OI ia er ee ee 
3ull service cost 

Veterinarian cost 

n+ 

Summer pasture 


Cost per cow per year 


Labor, cow replacement, and herd management cost have not been considered. 

If we assume a 90 percent calf crop, each calf will cost $112.55 at weaning 
time. If the calf weighs 400 pounds (some will be heavier and others will be 
lighter) it will mean a cost of $28.13 per hundred to produce. 


KANSAS DEFERRED SYSTEM OF FULL FEEDING CALVES 


This is an actual example of a man who purchased steer salves last November 
and is handling them on a program that has for years proven to be the most 
economical system of producing beef using a maximum of roughage and a mini- 
mum of grain. 


Steer, calf weight 850 pounds at 36: cents.......... ~~ nnn noe $115. 50 
165 days, 225 pounds gain: 
Winter cost: 
- to 
. 00 
. 00 


100 days, 100 pounds gain: 
Summer cost: Pasture 
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120 days, 216 pounds gain: 


Full feed costs: Cents 
Ce eee nee nn cnscnsnsenceeninareres 45.0 
Pee, Lo ous ot & Cente. : 7.5 
ne cee inn eemmes 7. 
Miscellaneous, salt, mineral, ete_.....___-_____----_--_ 1. 


i a au b wicbniecl iene 
eo clic ee « $72. 60 
Miscellaneous costs: 
I a a Siecle Satomi , 4. 00 
I i a asians = 8. 25 
I a ual ad amici ln ain Gs Seen lghig enc Sen mw on si 5. 00 
EE Wee ir rniensi nen igh ote meciaenemne Sore iia elie aceoaaa terse ences cectnorg tion sien sie See enien 2. 00 




























































ONIN i a cai witli eee 261. 10 


Total gain, 541 pounds; calf weight, 350 pounds; total weight, 891 pounds. 

261.10 divided by 891 pounds is $29.30 per hundredweight, cost to market. As- 
suming steers grade Good, they will bring approximately 28 cents at Kansas City 
market under OPS ceiling price. Loss, $11.58 per head. 

Sell off grass, weight 675 pounds. Cost $184.25 or 27.30 cents per pound. 
Would not grade better than Commercial or qualify for 24 cents under OPS ceil- 
ings. Loss 8 cents per pound, or $20.25 per head. 













AGED STEERS FATTENED ON GRASS 


This is a case of a merchant with a small business in town who owns his grass- 
jand in the Blue Stem or Flint Hills area. It has been his practice for several 
years to purchase steers in the Southwest for May 1 delivery. He purchases 
steers with sufficient age and weight to get fat on grass, and they go for slaughter 
without grain feeding. 


Steers now on grass 


Ween, £.'o. >. Texas, 902 times $33..__... .........._.- oe! cmesrnuw anit. OO 
i speek ocpen asics ep manwiatneedgwiin 7.00 
Grass .... I Goi Ns ont Apert eee Sha EATS inst enh bchecoeen ded ecu ned anes Aborets dotes telan bbcode dbus aind 20. 00 
I ad Teak inn Sas ahi odes alle iis Leena eae 4.50 
II Dh Ss ei eis ee ea et le 1. 50 
Nee a apatrenehaniind x ss oa 5. 50 


Total 


These steers will be marketed as they get fat. The producers’ records show that 
on comparable cattle over a period of years, he can expect a gain of 170 pounds 
per head: 992 plus 170 equals 1,162 market weight; 365.86 divided by 1,162 
equals $31.48, necessary to break even. 

Past experience has shown that these cattle may be expected to grade 25 
percent Good and 75 percent Commercial. This program calls for selling before 
October 1. Therefore, approximate average maximum OPS would be about 
$26.50, showing a $5 per hundred loss or 1,162 times $5 equals $58.10 per head 
Joss. 


YEARLING STEERS WINTERED AND GRAZED 
Yearling steers purchased Dec. 1, 1950 


Weight 588 pounds at $32 f. o. b., Amarillo, Tex., cost-_._._____-________ $188. 16 


Freight, feed in transit__._..._.__________ lee Ati cates vical tba ca ea GOs Dceettlk. So gir ie 5. 00 
Winter feed bill, hay and protein on pasture (no charge for grass) ______ 34. 72 
Neen ne Ee Nel a ha week ea Seitea 20. 00 
ee a Sd Be 3. 50 
OS ei ee ae EO ESS ee 9 a a ee 10. 00 
Death loss_________ iE tS Ss Bate SS ee Se eB a 4.50 


eee are ea da tee i cle ds voce cron a eet tat devin dn topetmnlion enna womb 5. 50 


ea ao aN nk Ua tte sees wed teen Alors te ce ce ote ems eee 271. 38 
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Yearling steers purchased Dec. 1, 1950—Continued 
Pou de 
Whiner: eremm: (POE. i BO oie ne a ee etn ~ 195 
Estimated: gain Tor Bresiiy Wenn open neeeereencanurere-~ 200 
Initial weight F 






PI IE races crraienScoloha cork are oeoe mdse eoneeo en bgubet nanribeatntnaame ices amokingheck > ob 

$271.38 divided by 9138=$29.72 necessary selling price per hundred to pay feed 
and cash costs, exclusive of labor. Will be grazed a full season and sell after 
October 1. Not more than 20 or 25 percent will- grade Good. Balance Commer- 
cial. Maximum OPS ceiling would be appreximately $25 per hundred, causing a 
loss of $4.72 per hundred. 913 times $4.72 is $43.09, loss per head off grass. 

Information furnished by Joseph Slattery, cashier, Merchants National Bank, 
Topeka. 












YEARLINGS PURCHASED MARCH 1 AFTER JANUARY PRICE FREEZE 


This is a case of a young man in Kansas who had some rough feed, and grass 
and borrowed money to buy cattle to convert his feed to beef. 

Purchased March 1—21 yearling steers, weight 670 pounds at $38.20 per hun- 
dredweight delivered at farm. 

























Clout: ara meee a ie ee Se a ee 
Feed to May 1: 

Sa 0a os Es gt ot) SI ee ae a eb oe ee $10 
Protein 






ne ae acres ecibedinh cimeoterarce heaaabcs aoce meee 
Miscellaneous costs: 


NS i a Sn ee $5. 75 
RN es wheat a ae tes Sp nl ened eee cece eee ae een a eae 5. 22 
PTS URI I ee eee 5. 00 


Total 





Estimated gain during March and April, 1 pound per day or 60 pounds; and 
grass gain of 200 pounds or total of 260 pounds gain. 670 plus 260 is 980 pounds 
weight off grass. $300.24 divided by 980 pounds is $32.28, necessary price to 
break even. 

Without any grain, the best these cattle could grade would be Commercial. 
The OPS ceiling, as we figure, would be approximately $24, October 1, and this 
shows a loss of approximately $8.25 per hundred. 930 pounds times $8.25 per 
hundred is $76.73 loss per head if sold under OPS ceiling prices. 

A short grain feed of about 60 days off grass should put these steers in the 
Good grade and would entitle them to bring about $28 per hundredweight. 


Daily ration: Cents 












ee 






Total per steer daily 


71.3 cents times 60 days equals $42.78, feed cost per steer. Assume a 2-pound 
daily gain—60 times 2 is 120 pounds gain, plus 930, which equals 1,050 pounds 
final weight. 









COONE Oh Gia A I osetia so esiicanesiceidailced ar sto satire ad $300. 24 
nr Oe OOM 5 see oe ee Sc ee ee a 42.78 
ON ccsnscciesaicthlahindtspiantidinn aniseed cdidls cman kePme CES CES 3438. 02 


$343.02 divided by 1,050 equals $32.66, necessary price per pound to break 
even. Assuming that all carcass would grade Good when slaughtered, the OPS 
price would be about $28 per hundredweight or show a loss of $4.66 per hundred 
weight. 1,050 times $4.66 would be a $48.93 loss per head. Such a loss would 
be disastrous to a young man just starting who had borrowed the money to bu) 
these cattle. 
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We have assumed that all cattle would grade Good, which is a little optimistic. 
There undoubtedly will be a few other miscellaneous expenses, and we have not 
allowed anything for labor. If the grader put these cattle in a lower grade, 
which is a possibility, his loss would be almost doubled. 

Many cattle purchased last fall at around 30 cents per pound will lose a little 

bs money next fall. 
a All figures and gains assume at least a normal season. A drought, forced sales, 
ic and other situations could arise that would make the picture even worse. The 
: producer under this OPS program has no ceiling on cost or floor under losses, 
put his possible return is definitely limited. 

(Nore.—Cost of gain in feed lot, $35.65 per hundredweight. ) 

These examples definitely show that ceiling prices set by the OPS are below 
cost of production. Secretary Brannan in his report to the House Committee 
on Agriculture, Thursday, May 17, 1951, in table 16 shows that the cost of 100 
pounds gain on short-fed yearlings is $32.12, but the ceiling price on U. S. Good 
cattle after October 1 roll-back at Kansas City would be only about $28.2: 25. The 
estimated ceiling price on choice steers is only about $30.75 at Kansas City and 
short-fed yearlings will certainly not average a choice grade, but the Secretary’s 
E report shows costs at $32.12. Production will surely be reduced if prices are 
F below cost of production. 

PARITY 
























The OPS continues to quote cattle as being 152 percent of parity and have 
frequently used this figure in attempting to justify the recent roll-back of cattle 
prices 19 percent by October 1. Such a position does not give the true picture 
and is very misleading. It has caused many uninformed people to say “If cattle 
are 152 percent of parity and parity is a fair figure, why can’t the producer feed 
cattle profitably under this 19-percent roll-back?” 

This 152 percent is an av erage figure, and it would be just as fair to say the 
average cost of an automobile is $2,500, therefore General Motors should be 
able to sell a $5,500 Cadillac for $2,500 and make a profit. 

There are several classes and grades of cattle and, to mean anything, parity 
must be calculated on a grade basis. 


Parity, by grades 





December 1950 October 1951 








Class and grade 








| 
au 
Parity Average | Percent of | ,, ee | OPS price, Below 
Bac price | parity q price estimated | __ parity 
psi tit ra ae ae auth: z 
Prime telat cl bite etescentialn te 33. 48 36. 12 108 37. 21 33. 54 3. 67 
CIO is Seca cniesids deer b | 28. 80 32. 89 114 32. 24 30.75 1. 49 
Good and Comsapetatel.. ee | 24. 30 29. 71 122 26. 67 26. 07 60 
Utility Seared et 19. 98 25. 10 126 21. 49 18. 43 3. 06 
Cutters and Canners_.. ..-..-| 10. 0 18. 00 Mis ug-b 3: bs bee Seas 2 seeieadedss 
1 2 | 26. 48 BOIL sie Sdisihovinah DS easansilpiatioes Leicieneliblews 
Ee IT, 9 98 | 28. 37 i Senge aspartic etait acaens nelle Soca a 
| 
U. 8S. beef grades were changed December 29, 1950, and the table shows these 


changes. The old Medium grade was split ots Good and Commercial, and we 
have used average figures. 

The December table is the last one available showing parity by grade. We 
have used April parity of $19.90 and used BAE grade factors to calculate parity 
equivalent or what the price should be October 1 to make these prices up to parity. 
Please note, that the OPS estimated ceiling is lower than parity for all four grades 
of slaughter steers. It was assumed that parity would not increase from April 
15 to October 1. Any increase in parity would of course increase the parity 
equivalent price. 

It is my understanding that the Defense Production Act states that agriculture 
prices shall not be controlled at a figure lower than parity. 

Mr. DiSalle has also stated that cattle prices have risen 12 percent since the 
January freeze. BAE reports show that the five grades of slaughter steers at 
Chicago, for the high week since January, were only an average of 5.8 percent 
higher than the week ending January 25. 









1406 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


LIVE-CATTLE CEILING PRICES 


These packer compliance prices based on compulsory Government grading in 
the carcass are misleading to the producer, are unjust, and will cause heavy losses 
to producers. 

For example, OPS requires a spread of 4.41 between Good and Commercial and 
$5.44 between Commercial and Utility. The decision of a grader can change the 
value of a 1,000-pound steer $54.40 based on Kansas City prices. Packer buyers, 
knowing they must comply with these grade prices, naturally will try to buy 
with a margin of safety. 

Setting up livestock prices with a $5.44 spread between grades is unrealistic 
and unfair. Practical eattlemen know thatone grade shades into the lower or 
higher grade and there is no definite break. Under normal conditions buyers 
trade on 25 cents and 50 cents per hundred and at times even use nickels and 
dimes. Now we find e Government agency arbirtarily saying you must have a 
$5.44 spread. The difference in value does not exist, and thousands of cattle 
falling in this ‘no price zone” will of course take the lower price and suffer a 
loss. 

Under such a plan many producers will receive prices well below their true 
ceiling value. 


Our position 


1, Meat is not high compared to wages. Government figures show that 1 
hour’s pay today will buy more than most any time in the past. 

2. Present indicated roll-back will put slaughter steers below parity and cause 
losses to producers. 

3. Consumers will not benefit but, if we can remember OPA days, they will 
suffer as much or more in the long run than the producer. Consumers should 
remember it is their food supply that will suffer. 

4. Controls are inflationary. It is deception to lead people to believe controls 
are needed to stop inflation. 

5. Production will be lowered by this control program. 

For these reasons (1) we oppose controls and ask that article IV dealing with 
prices and wages of the Defense Production Act not be reenacted; (2) Kansas 
grass-fed cattle start moving to market the last of June. 

Unless this roll-back is immediately rescinded producers will suffer heavy 
losses. 


THE INTER-STATE NATIONAL BANK, 
Kansas City, Mo., May 15, 1951. 
Mr. A. G. PICKETT, 
Willard Hotel, Washington, D. C. 


Dear MR. PIcKetr: You are on an errand in the Capital on behalf of a great 
many of the fine people of Kansas who have been Vitally affected by some political 
maneuvering and bad influences for the livestock industry in your State. 

The current roll-back is only a continuation of some of the blunders made 
during the other World War but is an organized effort which will result in 
making unavailable a lot more beef. True, the prices are high, but, along with 
it, the price of labor, all grains, and the other factors entering into the produc- 
tion of beef make it necessary for the cattlemen to receive a big price. If we 
are to roll-back, it would seem that one of the missions you have to do in Wash- 
ington is to try to convince those in authority that these other high commodities 
should be given an equal roll-back. To single out one group of people certainly 
is unfair and confiscatory. Cattlemen have paid their taxes and are just as 
patriotic as are labor groups and the people who will receive benefits by lower 
prices. . 

The inflation spiral has hit so many places that the only fair way you can 
handle all groups of industry is to give them a 20-percent cut in connection with 
the attempt to halt this spiral of inflation. 

The one thing that we notice here is the fear that our customers have in 
making commitments for future beef production. We are one of the large live- 
stock banks in the United States. We have loans in every southwestern State 
and most of them originate with the country banks. We have several hundred 
of these institutions doing business with us and they send to us as their cor- 
respondent bank the excess amounts too large for the local bank. Doubtless the 
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average size of these loans would be $25,000 or under. The local banks are 
afraid to commit these sums to their men, not knowing what the next move of 








pubis tuna oat 


the politicians will be. 
Sincerely yours, . 
E OLNEY D. NEWMAN, Senior Vice Preisdent. 


COOPERATIVE ExTENSION WorRK IN AGRICULTURE AND HOME ECONOMICS 










POUR AE 


: STATE OF KANSAS 

: OKALOOSA, KANS. 

A 

A We, the members of Jefferson County Farm Bureau Exectuive Board, resolve 
> the following: 


omens 


We unanimously oppose the proposed program for the roll-back in beef prices 
which are definitely unjust to the beef producer. 

The program as now proposed has caught the beef industry in the most vulner- 
able stage. The cattle having in most cases been moved to pasture for summer 
and leaves the producer with 40-cent beef he can only hope to remarket at a 
19-cent loss. 

We believe the proposed program, if effected, will have a serious effect on the 
beef industry for years to come. 
















WARREN D. BONAR. 
Roy E. FREER. 
RAYMOND WEGNER. 
Matr WoopHEaD. 
Howarp F. HECK, 
Norkis REEs, 
CaRL Boose, 
DALE McHENRY. 


HIAWATHA, KANsS., May 15, 1951. 











Mr. GLEN PICKETT, 
Willard Hotel, Washington, D.C. 

Deak Mr. PicKetr: It is my understanding you are to testify before the 
Agricultural Committee of the Senate in connection with the recent roll-back in 
beef prices. It is unthinkable to me that the powers rolling back the price 
of cattle would do so if they had a clear understanding of the problems involved. 
l hope you will be able to get before them the facts about the cattle business in 
order that a lot of small cattle feeders will not go broke by reason of the roll-back. 

I write you this letter in behalf of the small cattle feeders in the northeastern 
part of Kansas. My own problems are relatively simple. We have a good 
number of cattle on feed. We know they will lose a lot of money if the roll-back 
is made effective. However, this will be the last time we will be caught as when 
our operations show a loss we will quit and wait for the situation to right itself, 
We can do this even though it will mean a loss to us and unemployment for 
several of our employees. 

The one-carload men are the ones which have the cattle. They are the men 
who supply th market with beef day after day. I honestly believe 80 percent 

_ of the cattle in this part of the State are owned by the small operators. It might 

| be well to mention most of these men are operating on borrowed capital which 
they will not be able to pay back as they cannot take the loss surely coming and 
Stay in the cattle business. It is very likely these men will be out of business for 
several years before they will have established credit enough to buy cattle again, 
All of this means less meat, rationing, black market, and confusion at a time 
when we ought to have plenty of everything if we intend to fight communism 
both abroad and at home. 

Let me give you an example. I am well acquainted with one young farmer in 
this country who bought 40 head of 650-pound yearling steers about the first of 
March when he had reasonable assurance that the price of beef would not 
be rolled back past the first of the year. These cattle cost 40 cents a pound which 
was about the market at that time. He borrowed most of the money to pay 
for them. Now since I have been feeding cattle for a good many years I think 


| know what is the cost of production on the cattle when they go to market around 
the first of the year. 
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IT am thankful this young man does not know I am writing this letter about his 
cattle as it would only prolong the grief and worry he has coming up under the 
present set-up. He and many other small operators do not as yet realize 
what the roll-back of 18 percent in beef prices will mean to him. 

The figures I give you below will show that it will be necessary to have 37.70 
per hundred to break even, provided they all do good, none of them die, and they 
make a fair gain. If a drought, which is long past due, should come along, or if 
the price of feed should go up, and also the price of grain, it would be altogether 
a different story. This man has been taught the Kansas deferred system in feed- 
ing. His costs based on years of experience of feeding of cattle will be very 
close to the figures below. I have used one animal in order to keep the figures 
small. We cattlemen have a lot of respect for a 10-dollar bill even though the 
people in Washington might not recognize one. 


1 steer, 650 pounds, at $0.40 
Trucking to farm 
60-day feed before grass: 
20 pounds hay per day, 60 days 
i a Ed Sb | a Es a eS See 
Pasture, 150 days, at $0.10 
Feed, 100 days per: 
22 ponnds corn at $0.03 per day 
1 pound cake at 3% per day 
3 pounds hay at $0.01 per pound 


Interest on purchase price of steer for 8 months, $260 at 5 percent 
Truck to market 


ESSs 


rio ote 


S 


Original weight 

Gain before pasture 

a RO RS ee ee oe 
Feed-lot gain 


1, 000 

If everything works, about 50 pereent of these cattle would grade Good and 
the other half one grade lower. So far as I know there is no way of figuring 
the probable market value of these cattle on January 1, 1952. However, it would 
seem there would be a loss from $5 to $7 a hundred on each 1,000-pound steer 
which means from $50 to $70 per head or cver $2,000, which is enough loss that 
it will take several years for him to get back in the cattle business, if ever. 

The price of beef is not out of line with those things the farmers are buying. 
For instance, today I called a merchant here in town for a combination cattle 
and hog waterer. The price was $108. In 1946 I bought this same waterer for 
$56. This perhaps will be about the same on everything the farmers buy. I 
well remember the buying power of the farmer was very low in 1932 for several 
years; as a result, we had one of the worst depressions this country has known. 
Could we be laying the groundwork for another era of the same kind of times. 

There are many things that could be mentioned and, as you understand the 
cattle business and farmers, we sincerely hope you will be able to get the facts 
brought out in the open so that we can get this unreasonable directive either 
canceled or applied in a workable manner. 

Yours truly, 


MARSHALL V. HALL. 


The Cuatrman. I have a statement here provided by the president 
of the National Association of Manufacturers wanting to clear up a 
point in his testimony, so, without objection, that may be placed in 
the record. 

(The material referred to follows :) 


The facts show that consumer holdings of durable goods at present are far 
in excess of any level previously recorded. The number of passenger automobiles 
in use is now 50 percent greater than in 1939 or 1946. Two and one-half times 
as many electric refrigerators are in use in homes as in 1939. The number of 
washing machines has approximately doubled in the same interval. 
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Another fact to remember is that a large part of existing holdings of durables 
have been bought since World War II and, therefore, are relatively new. This 
also will help to control the eagerness of consumers to buy. The Department of 
Commerce comments on the present situation as follows: 

“* * * The high and rising production volumes of all types of consumer 


durables in the last 5 years have resulted in record per family holdings of the 
major items. 


“To illustrate, from 1946 to 1950, inclusive, the total number of new nonfarm 
dwelling units built was close of 5 million; almost 21 million new passenger cars 
were produced ; 21 million electric refrigerators ; 75 million radio sets; 12 million 
television sets; more than 17 million washing machines; and 18 million electric 
and gas ranges were turned out by American factories. Thus, it would appear 
that even a sizable curtailment in the flow of the consumer hard goods would not 
for some time result in any real hardship or privation. In view of the fact that 
the production of the consumer durables, including housing, involves the same 
materials and labor resources needed for the production of military ‘hard’ goods, 


this sector of consumption faces varying degrees of curtailment in 1951.” 
[Italics supplied.] 


FREQUENCY OF PURCHASE OF DURABLES 


Even if a shortage of durable consumer goods developed, the impact on the 
cost of living would be much less than the impact of a shortage of nondurable 
goods or services would be. The reason is that nondurable goods must be bought 
currently and continuously while durables are purchased only at infrequent 
intervals. The average family in the middle-income brackets buys a refrigerator 
only once every 12 years and a washing machine only once every 20 years. No 
serious hardship is likely to result if the purchase has to be postponed for, say, 
one more year. Consumers are not likely to bid desperately against each other 
for house furnishings as they would for a limited supply of items they must buy 


continuously. 

The Cuarrman. We will now stand in recess until 2: 30 this after- 
noon. 

(Whereupon, at 12:25 a. m., the hearing was recessed until 2: 30 
p. m. of the same day.) 


AFTERNOON SESSION 


Senator Moopy. The committee will be in order. 


Mr. Mopsick, will you come forward, please, and tell us what you 
think about this bill? 


STATEMENT OF HARRY MOPSICK, LINDEN, N. J., REPRESENTING 
NATIONAL TENANTS’ COUNCIL 


Mr. Mopsicx. My name is Harry Mopsick. I come from Linden, 
N.J. Iam here today to speak as president of the National Tenants’ 
Council, New Jersey State Council for Rent Control Protection, New 
Jersey Tenants’ Council, and the Union County Federation of Tenants’ 
Leagues. 

I would like to ask permission of the Chair to insert my prepared 
statement in the record after the completion of my testimony. 

Senator Carenarr. Without objection, your statement will be 
printed in the record. 

Mr. Mopsicx. The National Tenants’ Council is composed of a 
group of outstanding individuals interested in housing and rent 
control throughout the United States. The New Jersey State Council 
for Rent Control Protection has as its member organizations the fol- 
lowing: 

New Jersey’ Council, CIO. 
Veterans of Foreign Wars, Department of New Jersey. 
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Catholic War Veterans, New Jersey State Department. 
New Jersey Tenants’ Council. 

Jewish War Veterans of New Jersey. 

New Jersey Housing Council. 

New Jersey Federation of Colored Women’s Clubs. 


We also have cooperating with us the New Jersey State Federation 
» of Labor, AMVETS, and American Legion, Department of New 





Jersey. 

The real estate lobby is still the greatest enemy of the American 
home. They were so identified by President Truman last year, and I 
am sorry to report that they are still qualified to carry this title at 
the present time. The heart of the need of housing in this country 
today is middle- and low-income housing. This is the type that is 
mostly under rent control and would be most benefited by the original 
version of the Federal housing program. The proposed cut-back in 
the Federal public housing program, as maneuvered by the real estate 
lobby in a recent vote before the House, besides paralyzing the housing 
program, constitutes a potent reason for the continuation of Federal . 
rent control. The real estate lobby, in its drive to kill the Govern- ; 
ment’s efforts to alleviate the critical housing shortage, strangely q 
enough is providing additional grounds for the continuation of Fed- . 
eral rent control. The real estate lobby wants to have its cake and 3 
eat it, too. They are against housing on one hand and against rent 
control on the other, which proves that they are interested in a con- 
tinued housing shortage for unlimited realty profits and are against 
controls because they restrict even greater profits. 

The present national emergency, with its mandatory restrictions, 
will aggravate an already existing severe housing shortage. The 
building industry has failed to meet the challenge and it now becomes 
the task of the Government to prevent further injury to the American 
home brought on by the housing shortage. 

Controls will be with us so long as supply does not meet demand. 
The cutting of constructive housing programs on the one hand, and 
the effort to eliminate controls on the other, together constitute one 4 
of the gravest threats to the American home ve: a 

These are the reasons why the real estate lobby has continued to 3 
earn its right to the title of being the greatest enemy of the American 
home. : 

What has happened in our great country during the past year with j 
regard to evaluating the need for continuation or termination of 
Federal rent controls? I submit to you excerpts from reports I have - 
received from several of the members of the board of our National ; 
Tenants’ Council: 

From Father Charles Owen Rice, of Pittsburgh, Pa., I received 
the following: 

In the Pittsburgh rental area it is still exceedingly difficult for people to find 
shelter. It is still considered a catastrophe when a family has to move. I 
personally have been getting calls from desperate people who cannot find rented 
quarters. It is particularly difficult for a family of any size to get settled. 
There is no doubt but that if rent ceilings were lifted in Pittsburgh, there would 
be a shameful amount of rent gouging. 

The following is an excerpt from a report received from Maida 
Steinberg, of Chicago, Il. : 

The need for an adequate rent-control program in the city of Chicago is all 
too obvious. The present law was designed as a rent decontrol law. Lack of 
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< new building and an increase in population and number of families only serves 
| to point up the need for control—and stronger controls, not decontrols. The 
amount of vacant housing in this community is virtually zero. This, of course, 
puts the tenant in a very bad bargaining position—he must have a place to 
live and there is no place to live. Without controls he would have to pay what- 
1 4 ever high prices the landlord chose to ask. The landlord is in a complete 

4 monopoly position. With our present and admittedly weak law, rents on the 





: 2 average are rising steadily. Under the table bonuses, unfair tie-in sales, over- 
1 ceiling charges are common. And the provisions in the present law designed to 
1 % prevent such practices are too weak to effectively discourage them. 
L Now, with the influx of thousands of defense workers into this highly 
t industrial community the situation grows worse. All of which makes our need 
y for adequate controls that much stronger. 
s The following was received from John F. Cummins, publisher of 
1 the Cleveland, Ohio, Union Leader: 
n The housing condition in Greater Cleveland was tight before the Korean 
e War but now with the defense program under way and the influx of workers 
9 into this area that are needed to fill the necessary jobs, rentals are now critical 
: and will get worse. 
a The 1950 census shows there are 37,612 substandard dwellings in Greater 
\- Cleveland. This is approximately 14 percent of all housing accommodations in 
y I the area. This situation is known by the building and health authorities, yet 
- ; allowed to exist because there is no place for the people to live if evicted from 
: these unhealthy quarters. 
d 4 There are no vacancies here where a workingman can afford to live. One 
it i worker I know personally has been commuting from Ashtabula daily for 3 years, 
\- 4 a distance of 60 miles each way, and yet has been unable to find a place fit for 
st i him and his family of five that he can pay for. 
; Mr. Ben Abrams of Hartford, Conn., writes as follows: 
Sy ; Connecticut needs a minimum of 15,000 dwellings to only very partially house 
le ; the tremendous expected influx of war workers anticipated above our present 
4g : heavy unhoused load. * * * Weare in much worse shape now than at the 
n ; corresponding period prior to the last war. 
Mr. Abrams submitted a report dated February 15, 1951, from the 
l. Housing Authority of the city of Hartford which sets forth as follows: 
d (1) There are 4,535 unfilled applications for housing at the present time. 
18 (2) The influx of workers in this area will aggravate and intensify a deplorable 
k condition already existing due to a lack of adequate housing in this area. 
0 (3) Over 2,500 veterans’ families are waiting to be housed. (4) Perhaps 5,000 
- families will remain in the Hartford area after the emergency is over. 
Helen Hall of New York City reported that— 
h * * * At the annual meeting of the National Association of Consumers, 
yf / held in Washington on May 8 and 9 of this year, special mention was made en- 
1e dorsing the Defense Production Act and the proposed amendment regarding the 
1 extension of rent control for a period of 2 years. 
A . ° . 
From Charles Persilly, chairman of the Los Angeles Tenants’ 
d League, the following: 
The lifting of rent control in Los Angeles legalized the wholesale gouging of 
a tenants and brought about the dislocation of thousands of families through evie- 
" tion and exorbitant rent hikes. It has lowered the standard of living for many 
od | wage earners by appropriating inequitable portions of their wages for rents and 
d : leaving them with inadequate funds to provide sufficient food, clothing, and other 
id : necessities of living for their families. It has harmed the morale of many defense 


workers engaged in producing the tools of war for our boys in Korea and other 

parts of the world, by causing an uprooting of their children from school, their 
la leaving their associations and forcing them to move to new neighborhoods and 

to inferior housing. It has brought great harm to the merchants of this city 

by seriously reducing the purchasing power of some 300,000 tenants. Money they 
all 83762—51—pt. 2——-22 
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used in buying goods in the stores is now going into the pockets of landlords and 
as a result of rent decontrol every taxpayer wili dig down into his pocket to help 
pay an estimated $1,500,000 per year in rent increases inflicted on indigents—the 
aged, the blind, widows, and orphans—or live off relief. 


Mr. Wells Taft, editor, San Diego Labor Leader, writes: 


Removing of rent controls in San Diego meant rent hikes of as much as 200 
percent on one-bedroom apartment to $140 a month. Four thousand families at 
the naval station here have applied for housing. The Salvation Army maintains 
dormitories for wives and children of service personnel unable to pay rents 
asked here. Personnel at Camp Pendléton ride 120 miles a day to reach homes 
at reasonable prices. Sixty percent of landlords in San Diego refused to rent 
quarters to families with children. Aircraft industry recruiting in Texas, 
Chicago, Cleveland, and Pittsburgh, with tremendous turn-over because of high 
price of rentals. Highest rents for comparable housing on west coast are de- 
manded in San Diego. 

Many aircraft workers are living in Mexico, south of the border, because they 
cannot find shelter that they can afford to pay for in the United States. San 
Diego bas a peculiar problem because of its high percentage of white-collar 
workers and pensioners, all living on fixed incomes. This percentage is higher 
than any other in the United States. There is a large percentage of school 
teachers, firemen, policemen, naval and military personnel, and small-business 
men from every State in the Union. 

Rent controls have been administered under very trying circum- 
stances due to budgetary cuts by Federal Housing Expediter Tighe E. 
Woods. It is always a source of amazement to me in viewing the vast 
operations of the Housing Expediter’s office how so much can be done 
with so little. It is indeed a personal testimonial to the Expediter 
and his undermanned staff. Here is a man that has, year after year, 
performed a thankless and important job and who is definitely entitled 
to more assistance. His problems are many and embrace the entire 
community. 

After considered thought, I respectfully urge that this committee 
recommend for insertion in the new rent act the creation of a national 
advisory rent board composed of representatives of all interests— 
landlord, tenant, and public—to aid and assist the Housing Expediter 
in matters involving the operation of the rent law and help him with 
policy decisions affecting the entire country. In this way, we would 
be relieving the Housing Expediter of many responsibilities and 
problems so that he would have more time to devote to his duties. If 
this committee feels that there is merit to my recommendation, I would 
be happy to submit to this committee at a future time a more detailed 
plan for the set-up and operation of such a national board. 

The local advisory rent boards have in a great measure in the past, 
worked out to the great benefit of both the Administrator and the 
general public. There are isolated instances in which some activities 
of these local boards have created confusion among landlords and 
tenants, but I am happy to say that these are few and far between. 
I would like to relate such an instance that has happened in my own 
particular area of New Jersey, to wit: the northeastern defense rental 
area. The advisory board there had, for many years, performed an 
important public service in assisting the area rent director and hear- 
ing applications and helping the general public. Unfortunately, 
within the past 2 or 3 months they have, in my opinion, committed 
a serious blunder which caused a great deal of confusion. A recom- 
mendation was made by the board for a 20 percent increase for small 
landlords and publicity was released to that effect. Upon investiga- 
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tion, it was discovered that the purported recommendation was not 
in accordance with the requirements of the law, to wit: majority vote 
of all board members had not been secured and a public hearing had 
not been held. The Federal Expediter rightfully rejected the pro- 
posed 20 percent increase. The unfortunate results of this episode 
are far-reaching because the original announcement of the so-called 
20 percent inorease has and will mislead many landlords into believing 
that they have the right to such an increase. This is a dangerous situ- 
ation and will result in subjecting many landlords to over ch: irge cases 
later on. 

It is my firm conviction that the so-called Chicago plan which in 
part provides for a percentagewise increase for small landlords based 
upon a mere petition without substantiation, while good in its original 
thought of affording these small landlords relief, carries with it “that 
same confusion hereinabove discussed. We all know that the average 
public indulges in the pastime of headline reading. When an an- 
nouncement is made of a projected 15 or 20 perc ent increase, invari- 
ably the vast majority of landlords concludes that they are automati- 
cally entitled to a percentage increase and immediately inform their 
tenants of the same and in most cases start collecting the increase with- 
out first getting the proper authorization from the Government. We 
have seen this happen on a large scale when a voluntary lease arrange- 
ment was authorized several years ago which provided for a 15 per- 
cent increase. Many landlords charged the 15 percent increase with- 
out giving a lease and even some of ‘those who did enter into a lease 
failed to properly file them and have same approved by the Housing 
Expediter. As a result, these landlords, instead of being bene fited 
have been subjected to overcharge cases. 

The real estate lobby’s hue and ery of so-called unfairness of the 
Federal rent law to landlords is entirely erroneous and does not stand 
up to facts. 

The Housing Expediter has issued a simplified form of rent increase 
application carrying No. D 1B. Ifa proposed program of education 
can be undertaken to acquaint small landlords with this simple appli- 

sation, not only will their rents be easily adjusted upward, but they 
would not be subjected to the pitfalls of i L. announcements. 

The records of the Housing Expediter show that where applications 
have been presented there have been very few rejections. To substan- 
tiate this fact, I quote from the records of the defense rental area of 
northeastern New Jersey, under the direction of Michael Pecora, area 
rent director, another able administrator. For the year May 1, 1950, 
to April 30, 1951, 16,016 applications were received for rent increases ; 
2.526 were ‘denied. 13,490 were granted. Total rent before increase, 
$1,280,525: rent after increase, $1,487,730, or a total amount of in- 
creases, $207,205. This reflects the fact that 84 percent of all land- 
lords filing received increases. From the area rent office of Hartford, 
Conn., the facts are as follows: Number of petitions granted, 5,318; 
number denied, 985, or an approximate percentage “of 82 percent 

granted; average money percentage increase, 16.1 percent. 

From the above facts, we can see that landlords, particularly small 
landlords, can easily secure adequate rent increases by making a proper 
application. 

In conclusion, I would like to repeat the last paragraph of my testi- 
mony before you last year, to wit: I wish to emphasize to the Congress 
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to heed the consequences of your action to 40 million tenants through- 
out the United States. If you do not support and pass an adequate 
Federal rent-control bill, you will be renouncing a clear-cut respon- 
sibility in the face of a national problem. 

I would like to make this additional statement: We are well aware 
of the basic importance of a balanced program of price and wage 
stabilization. The neglect of any major economic factor will weaken 
the entire structure. I am thinking in particular of the desperate 
need for rent control by two of the most essential groups of people 
in the mobilization program—the families of servicemen and defense 
plant workers. 

When servicemen cannot find decent rental units within their means, 
their morale and training suffer. When defense plant employees can- 
not find decent housing for their families, their productivity is lowered. 

Grossly excessive rents have been reported around many camps and 
bases. Out of about 500 Army, Navy, and Air Force installations 
which are active, or will be reactivated in the near future, almost half 
are located in areas which do not have rent control. The housing 
market areas surrounding many of the remaining areas include de- 
controlled communities. “Many of these were decontrolled by local 
or State option and cannot be recontrolled under the present law. 

Senator Moopy. Do you have any examples of rents that are out of 
line in defense areas ? 

Mr. Morsicx. Yes; I can refer 

Senator Moopy. Or around service camps? 

Mr. Mopsickx. Yes, Senator; I can refer to my report. From Mr. 
Wells Taft, editor, the San,Diego Labor Leader, who said: 

Removing of rent controls in San Diego meant rent hikes of as much as 200 
percent on one-bedroom apartment to $140 a month. Four thousand families at 
the naval station here have applied for housing. The Salvation Army main- 
tains dormitories for wives and children of service personnel unable to pay 
rents asked here. Personnel at Camp Pendleton ride 120 miles a day to reach 
homes at reasonable prices; 60 percent of landlords in San Diego refused to 
rent quarters to families with children. Aircraft industry recruiting in Texas, 
Chicago, Cleveland, and Pittsburgh, with tremendous turn-over because of high 
price of rentals. Highest rents for comparable on west coast are demanded in 
San Diego. 





Those are with regard to servicemen. The problem also includes the 
defense workers, and this next paragraph is quite interesting: 
Many aircraft workers are living in Mexico. 


Senator Moopy. Is this still from the San Digo report ? 

Mr. Mopsick. Yes. | 

Many aircraft workers are living in Mexico, south of the border, because they 
cannot find shelter that they can afford to pay for in the United States. 

I think that is quite a pertinent report, Mr. Chairman. 

Senator Moopy. What report is that? 

Mr. Moprsick. Wells Taft, editor of the San Diego Labor Leader, a 
reliable source. 

Senator Moopy. Thank you. Do you have any other examples of 
higher rents with shortages of housing i in service areas, or defense 
plant areas? 

Mr. Mopsicx. Yes. 

Senator Moopy. I do not know that the committee necessarily wants 
you to read them. 
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Mr. Moprsick. They are in my prepared text, Mr. Chairman. 

Servicemen have no choice as to where they will serve. They must 
go, of course, to whichever installation they are assigned. Those with 
children have the cruelest difficulties. Many landlords do not want to 
rent to them, and those who do often gouge them unmercifully, know- 
ing that parents must have sufficient space for family life. Many serv- 
icemen are reported to be paying almost half their pay checks to 
landlords near congested camp areas. 

Defense plant employees often accept well-paying jobs in strange 
parts of the country, only to find out after arriving that rent gouging 
more than off-sets the increased pay they were offered. 

The employees naturally become restless and discontented, which is 
too often reflected in this productivity. 

Many would never have accepted jobs in vital defense plants had 
they known in advance that living conditions would prove so difficult. 
A large percentage of skilled technicians move to other areas, or back 
to their original homes. 

Another factor adds to the burden borne by families of servicemen 
and defense plant employees. High commercial rents are paid by 
small businessmen in uncontrolled areas, and consequent higher prices 
are charged to their customers. 

Senator Moopy. Mr. Mopsick, are you reading from your prepared 
statement ? 

Mr. Moprsick. These are from notes that I have compiled since the 
preparation of my statement. 

Senator Moopy. Go right ahead. 

Mr. Moprsicx. Commuting from camps or defense plants to their 
homes, often 70 and 80 miles distant, the majority of these heads of 
families must deal with small business concerns. These concerns in 
turn are aften compelled to pay excessive rent for commercial rent 
units, and their increased costs must be passed on to the customers if 
the business firms are to survive. Gray, if not black markets, develop, 
and the cost of essential living soars. 

We cannot carry out a wage stabilization program if localities are 
permitted to remove controls at will, and the same is true to rent con- 
trol. The administration of rent control must be guided by the over- 
all objectives of our national defense and stabilization programs, and 
not by independent local determinations to prevent or remove controls. 

May I-summarize by saying that the two groups most essential to 
our mobilization program, servicemen and defense plant employees, 
are the very ones who suffer most from the lack of rent control. We 
must have a new law, a strong law that will bolster their morale and 
productiveness. 

It has always been my contention that there is only one consistently 
American way in which to get rid of controls. That way is to provide 
enough housing to make rent control unnecessary. True, we are 
building some new housing, but no one will pretend that it is built 
or priced for the needs of the greatest victims of the housing shortage, 
America’s low-income families. These include the families of men 
now fighting in the hills of Korea, the families of others now in the 
service or soon to be called to man the bastions of the free world. 
Among the low-income families are many families of nonveterans, 
low-paid workers with larger families who will be the soldiers of 
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tomorrow. Also in this group are many broken families where a 
mother or father is trying to rear a family in the face of strong infla- 
tionary pressure, These families have only two thin defenses against 
the severe pressures of the housing shortage. One is rent control, 
which has se worn to paper thinness. The other protection 1s 
promise of additional units of low-rent public housing contained in 
the Housing Act. : 

Thanks to the efforts of many now serving on this committee, the 
Eighty-first Congress authorized the construction, over a period of 
years, of up to 810,000 units of low-rént public housing for families 
of low income now living in slums, who have shacks, etc., throughout 
the country. The law provides for a basic rate of construction of 
135,000 units of new low-rent housing, as their only escape from over- 
crowding, doubling up, or living in subhuman habitation. 

The blocking of this escape route, the loss of this important half of 
their slim protection against inflation, makes it all the more urgent 
that this committee and the Congress take action to extend rent 
control. 

Finally, may I say this, that I personally recommend that rent con- 
trols should be continued for at least 2 years, as a control law, and 
not a decontrol law. 

Senator Benton. I wish to congratulate you on that statement. 

Senator Capehart ? 

Senator Capenart. I have no questions. 

Senator Benton. Senator Schoeppel ? 

Senator ScHorrret. No questions. 

Mr. Mopsicx. I would like to add one further thought. There was 
a witness here this morning who testified for the National Home 
Builders Association, and I would like, if I may, to just bring out 
one or two points. 

He stated that the Government had requested 850,000 units of pri- 
vate builders. He said that there were 1,396,000 new units built in 
1950, and he further said that he estimated that there will be only 
700,000 units built this year. 

Now, on May 8, the Wall Street Journal said that home builders 
were optimistic for 1951 starts. That was that same Memphis con- 
vention that this previous witness testified to. Actually, 350,000 units 
have already been completed, or started, in the first 4 months of 1951, 
as opposed to the 400,000 units in a 4-month period of 1950. 

The April figures of this year show that there were 93,000 starts, 
and last year, April of last year, there were 117,000 starts. 

I believe that these figures would show that the previous witnesses’ 
very pessimistic forecast with regard to regulation X and other credit 
controls does not stand up to fact. They have already completed 
350,000, and he himself said that there will be only 700,000 this year, 
and we are just in the beginning of a building year. Certainly he is 
going to do better, or the building industry will do better than 700,000 
this year. 

Senator Benton. Mr. Mopsick, I missed the earlier part of your 
testimony, and you may have covered this. You testified that half 
of the areas around the Army camps are covered by local rent-control 
laws and half are not. Has an analysis been made comparing those 
two divisions, this arbitrary division, into those that have the rent- 
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control laws, and those that do not have? How well are the rent- 
control laws working where they do have them ¢ 

Mr. Mopstcx. I referred, Senator, to some of those areas, particu- 
larly on the west coast, that have been decontrolled entirely. 

Senator Benton. Yes; I heard you reading from the letter from 
San Diego. 

Mr. Mopsick. I have found 

Senator Benton. Who could do that kind of job? I should think 
it would be very illuminating for the committee to have an analysis 
made of this break-down into the half that have the local rent-control 
laws, and the half that do not have the laws. 

Mr. ae I think the Housing Expediter’s office would have 
the facility. I do not know how they are going to operate now. I 
just heard they were cut another 80 or 90 —— in their budget. 

Senator Carenart. He testified the other day that all rents, both 
decontrolled and controlled, have gone up 34 percent since 1940, both 
controlled and decontrolled. 

Senator Benton. Did he break it down? 

Senator Carenart. He said he had no break-down. 

Senator Benton. I think it would be interesting to the staff to ask 
the Housing Expediter whether it would be possible to get a quick 
review, even in a superficial way, in order to let us know whether we 
want to carry it further, on how rents have acted in the half of the 
Army areas where you do have local laws, in contrast to the half 
where you have no laws or effort to control rents at all, and it would 
be illuminating to try to get those figures. 

(The following was later submitted in response to the above :) 


RENT INCREASES AROUND MILITARY INSTALLATIONS 


The Army, Navy, and Air Force have made extensive studies of rent increases 
around military installations in both controlled and uncontrolled areas. It is 
understood that the Defense Department has submitted a full report on these 
studies for the record. The surveys in uncontrolled areas show that the situation 
is spotty. In some places not very much has happened to rents, but in a larze 
number of areas rents have increased so much that the matter of rent control has 
become the primary concern of both the Defense Department and the Office of 
the Housing Expediter. 

Here are some illustrations of serious situations in decontrolled areas around 
military installations: 

The report of Brookley Air Force Base at Mobile, Ala., indicates that rents for 
housing have increased 48 percent, and for apartments 19 percent. At Craig Air 
Force Base, Selma, Ala., rents have increased 35 percent. A staff sergeant pays 
$70 for one bedroom and shares bath. A technical sergeant pays $70 for two 
uufurnished rooms, plus utilities. A master sergeant pays $75 for two bedrooms, 
unfurnished, in a poor location. A lieutenant pays $110, plus utilities, for a small 
unfurnished house. 

The Forbes Air Force Base at Topeka, Kans., reports rent increases of 12 to 
43 percent. 

The Greenville Air Force Base, Greenville, Miss., reports increases from 57 to 
160 percent. 

The Army reported that in the area around the Radford Arse ‘nal, Radford, Va., 
three local real estate brokers estimated the rent increases from 25 to 50 percent. 

The Army also reported that in the entire area around Fort Lee, Va., rents 
had increased 24 percent. In the town of Hopewell in this area rents had gone 
up 40 to 60 percent since decontrol. 

The Army report for Camp Rucker, Ala., stated: “Comparison of rentals within 
30 miles of Camp Rucker and comparable accommodations 45 miles distant, es- 
tablishes that rents have increased 100 percent on the average, due to increased 
military activities.” 

In the vicinity of Camp Stewart, Ga., it was reported that rents have jumped 
a minimum of 50 percent to a maximum of over 250 percent. 
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Offutt Air Force Base at Omaha, Nebr., reported that “rentals in area, housing 
Air Force personnel, increased approximately 60 percent.” Attached is a photo- 
static copy of a letter from the mayor of Omaha containing his views on the need 
for rent control in Omaha. 

The reestablishment of rent control is prohibited by the present law in any 
area decontrolled by local or State option. This prevents the reestablishment 
of control in most of the areas around military installations where exorbitant 
rents have been reported. 

In areas around military installations where rent control is now in effect, 
the present law makes it impossible to give full protection to the servicemen and 
their families. This is due to the fact that the present law completely exempts 
from control certain types of accommodations, among which are new construction 
and conversions completed since February 1947, motor courts, trailer courts, and 
hotels. In a recent survey of the rents being paid by military personnel at Fort 
Leonard Wood, it was found that out of 178 units which are exempt from rent 
eontrol and for which detailed information could be obtained, 130 were renting 
at a higher rent than for comparable controlled units. On the average the rent 
being charged for the 130 exempt units was 48.2 percent above the rents for com- 
parable controlled units after making an allowance for increased costs. Included 
in the 130 units are 45 motor court units with rents 54 percent above compa- 
rability, 3 trailer court units with rents 70 percent above comparability, 52 units 
constructed after February 1, 1947, with rents 45 percent above comparability, 
22 conversions with rents 35 percent above comparability and 8 hotel units with 
rents 74 percent above comparability. 

Despite these exorbitant rents, the present law absolutely prohibits rent 
control for these types of units. The importance of such control is clearly 
indicated in the following excerpt from a letter dated April 13, 1951, from 
Brig. Gen. S. D. Sturgis, Jr., commanding officer of Fort Leonard Wood, Mo., 
to the Housing Expediter : 

“No doubt your office is interested in, if not sponsoring, new rent regulations 
through Congress, and I do hope that all the loop holes in the 1947 act are for 
the most part plugged because some of the practices by which landlords evade 
the spirit of the law are scandalous in the light of much lowered pay that men 
receive in the service and the long hours they keep compared to those in civilian 
life. Such acts if continued without remedial action cannot help but have a 
tremendous aftermath insofar as the moral fiber of our defense is concerned. 
Justice is the basis of a contented government and a contented people. 

“Your continued assistance would therefore not only be appreciated by me and 
all the members of my command, but anything you can do to sustain and invig- 
orate the protection of the members of the Armed Forces from rent gouging 
by the more unscrupulous citizens, and anything you can do to produce more 
adequate housing in such regions as this will add immeasurably to the strength 
of the defense of the country.” 

If servicemen and their families are to be protected against exorbitant rents, 
it is absolutely essential that the law permit the establishment of rent control for 
any area and any type of housing accommodations for which it may be necessary. 


CITY oF OMAHA, 

EXECUTIVE~OFFIE#, 

March 29, 1951. 
Mr. TIGHE Woops, 
Housing Exrpediter, Washington, D.C. 

DEAR Mr. Woops: The Legislature of the State of Nebraska passed legislation 
to remove rent controls from the State, as of November 1, 1949. The measure was 
vetoed by Governor Petersen, but the legislature overrode his veto, and the 
bill became effective on the above date. 

During the hearing on this decontrol bill, I appeared before the committee 
which was considering the measure, urging that the bill be killed and that rent 
controls be allowed to remain. I insisted that the State legislature was in no 
position to understand or comprehend the housing problem in Omaha, and 
that the question of rent control should be decided by the Omaha City Council. 

My appeal was to no avail. And the fancy promises that rent increases would 
be “normal” and that landlords ‘would hold the line” were never kept. 

The first impact of decontrol was felt in November of 1949, although some of 
the larger landlords knew that the spotlight was on them and, therefore, either 
did not raise rents or made only modest increases. But in the months that fol- 
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lowed, when the spotlight was beginning to dim, they raised and raised, and 
continued to raise. 

I have had literally hundreds of complaints about the exorbitant increases, 
and am still receiving them. Many records in my files will prove this. There 
was even a noticeable increase in rents at the time Congress increased the social- 
security benefits. No doubt there are many landlords who are charging what- 
ever they think the traffic will bear. 

The 1949 rent decontrol was a tragic mistake for Omaha, because the severe 
housing shortage which existed then is still with us today. 

Personally, I do not favor controls as a matter of principle, but with a hous- 
ing shortage such as we have, there is no alternative which will allow the people 
an economic survival. 

Today, with wages frozen, rents continue to rise. 

Sincerely yours, 
GLENN CUNNINGHAM, Mayor. 

Senator Careuarr. You see the problem with the camps is that 
the men come and go. They move men in today, another group out 
tomorrow, and about the time the man gets his family moved in 
they move him to some other camp, and then his family sits there. 

I discussed that at great length at a number of camps with the 
i and they just do not know how to handle the situation. 
A married man is assigned to a camp, he gets a place to live, he is 
then transferred to some other camp. His family stays right there. 
If they would get out, you see, and give the next married man a chance 
to move in, but they stay there themselves. 

Senator Benron. I remember when Senator Capehart and I joined 
together last year in trying to get a bill through to provide quick 
demountable housing around ‘these ‘amps in order to relieve 
this situation, and we wanted to put up these movable houses—I forget 
what you call these mobile houses. 

Senator Carenart. Portable. 

Senator Benton. We weren’t successful in carrying our bill through, 
though we tried hard. ‘We got*it through the Senate, but weren’t 
able to get it through the House. 

Mr. Mopsick. I would like to add this, Senator, that this committee 
certainly appreciates and knows the problem, but I am amazed at 
the apathy that prevails generally in the Congress with regard to 
controls, particularly rent controls. There just seems to be the theory 
of come back every year and beg and pray for it. 

This is my fourth year before this committee, and I should imagine 
that the Congress should realize that the problem of housing isn’t 
going to be solved in 1 year or2 years. I say that we need an extension 
of 2 years now. If things continue as they are, I believe rent control 
will be with us until supply does meet demand, and that is a long 
time off, the way we are going now, and the Congress doesn’t seem 
to appreciate the seriousness of the situation. 

Senator Carenart. You are for continuing rent control all over 
the United States? 

Mr. Morsick. Yes. 

Senator Carenart. Are you for continuing Regulation X? 

Mr.-Mopsick. I think- Regulation X might : possibly have been hard 
on builders, to a certain extent. I am not qualified to testify on 
Regulation X, but I will say generally that anything that discourages 
housing should be looked into and dealt with. 

We need housing. We have to house fhe American people. 
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Senator Capenart. I would think you would be against Regulation 
X, because it has a tendency to cut down the number of houses that 
are built. Are you against the order reducing the number of housing 
units to be started this year to 850,000 ? 

Mr. Morstck. I don't know what considerations moved the Presi- 
dent to issue that order. 

Senator Carenarr.. You know he did issue such an order? 

Mr. Mopsicx. Yes. The President must deal with the proven in 
the face of many, many problems that.he has to face over the national 
economy. 

Senator Carenart. You are not against that order? 

Mr. Moprsicx. I will not question the President’s discretion. I will 
go along with the President. 

Senator Carenartr. W hy do you come before us in asking for more 
houses, and taking off rent control, when you just got thr ough telling 
us it should stay on until we get sufficient houses to equalize the 
demand. You are not against reducing the number of houses from 
1.4 million to 850,000? How do you rec -oncile that inconsistency ? 

Mr. Moprsicx. I say I am not inconsistent, because I have a great 
deal of faith in President Truman. I think that his perspective is 
right, and I am not going to quarrel with it; that is further creating 
a shortage of houses, is it not? 

Senator Benton. You would say the more right he is the more we 
need the rent control ? 

Mr. Moprsicx. That is right. 

Senator Benton. The further he has to cut dow n, the less he feels 
the compulsion to hold back on building, and the greater the need for 
the Federal rent control ? 

Mr. Mopsicx. Unfortunately, that is true. Just as much as this 
move in the House has killed the Federal housing program, that is a 
very important reason for the continuation of rent control. 

Senator Carenart. By order of the Government, of course, houses 
were reduced to 850,000 this year. Those are the instructions that have 
gone to FHA, the Housing Expediter, and the whole industry. 

Senator Benton. If there are no other questions 

Senator Dirksen. I would like to make one observation : 

Mr. Mopsick commented on the seeming apathy in Congress about 
controls. Perhaps it is not apathy after all; perhaps there are a good 
many Members in Congress who don’t share your exuberance for a con- 
trolled economy. 

Mr. Mopsicx. I believe, Senator, you were the Senator who put the 
question to the previous witness with regard to the ending of the 
Korean conflict, what the effect—were you the Senator that made that 
inquiry ¢ 

Senator Diesen. Yes. 

Mr. Moprsick. My exuberance, Senator, stems from the fact that I 
feel that even if Korea were to end tomorrow, the fight for a preserva- 
tion of democracy will continue for many, many years beyond Korea, 
because after Korea there might be a Y ugoslavia, or a Greece, or Iran, 
or some other place, and our economy is going to be lopsided for a long 
time to come. 

Senator Dirksen. Let me-observe there that this is definitely not a 
democracy in which we live. This is a representative Republic in 
which we live. 
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Mr. Mopsicx. That is true. 

Senator Brenton. May I suggest that the witness advise that the 
exuberance is forced upon him, rather than anything he is willingly 
embracing? It is a most reluctant exuberance, per haps. 

Mr. Mopsicx. I am a firm believer in the great American enterprise, 
personal initiative, and I think the sooner we get rid of controls the 
better it will be for the country, but I am alw: ays interested in the 
proposition that Justice Holmes set forth in his decision on rent con- 
trol, where he said that housing is a necessity of life, all the elements 
of a public interest justifying some degree of public control are pres- 
ent, and I always feel that where we have the public interest to concern 
ourselves with, that we have to go slow and take care of that public 
interest. 


(The following was later received for the record :) 


SUPPLEMENTARY STATEMENT OF Harry MOPSICK, PRESIDENT OF THE NATIONAL 
TENANTS’ COUNCIL ON THE NEED FoR A NATIONAL RENT ApvisoryY BOARD 


As our economy becomes more and more complex, the problems of understand- 
ing and of communication between groups in our society become increasingly 
difficult. The records of this committee are replete with incidents in which the 
charge is made that administrative agencies failed to carry out the intent of 
the Congress in specific instances. 

Although it is not so clear in the record it is nevertheless true that witnesses 
such as myself have appeared before congressional committees and advocated 
specific legislation, and have received sympathetic consideration and favorable 
action from the Congress and have had our recommendations incorporated into 
law. That authority has been delegated to administrative agencies, regulations 
have been drafted and issued through local offices of these agencies. But many 
times we have the unfortunate experience of finding that the solution we pro- 
posed to the Congress, and which was so sympathetically and favorably received, 
has no relationship to the administrative policies enunciated by the local office 
of the regulatory agency nor in many cases do these administrative activities 
meet the problem which originally brought us before the Cengress seeking 
remedial legislation. 

It is apparent that this sort of a situation represents a waste of human effort, 
a waste of intelligence, of manpower, and of legislative and administrative 
skills. I am pleased to report to this committee that one agency has made a 
valiant effort to overcome this problem of communication and of understanding. 
The Office of the Housing Expediter has done an outstanding job of carrying 
out the mandate of the Congress as expressed in legislation and of more nearly 
realizing than any other Federal agency the wishes and recommendations of 
those groups which advocated the Federal legislation. At the same time the 
Office of the Housing Expediter has given full justice to the landlords, even to 
the extent of thrusting upon landlords rent increases, a procedure which to me 
is not altogether necessary or desirable. 

The Office of the Housing Expediter has been aided in this effort to be fair 
to both landlords and tenants, and to carry out the mandate of the Congress, 
through the cooperation and assistance of local rent advisory boards. These 
local rent advisory boards are provided for under the basic legislation which 
you gentlemen wrote. I heartily approve of them as being in the American 
tradition and as representing a thoughtful and farsighted effort for greater 
community participation in the administration of national programs. 

The record shows that through these local rent advisory boards the Office of 
the Housing Expediter has been able to operate with a maximum of community 
understanding and support and with a minimum of confusion, dissension, and 
misunderstanding (except, of course, in those cases where the rent advisory 
boards have not been properly balanced by the agency). Most important to 
you from the over-all point of view is the fact that the agency has been able to 
do a progressively improving job of administering the program with progres- 
Sively fewer paid personnel. Because of the contributions which this sort of 
public participation makes to better administration of a Federal program, I am 
recommending that the idea be expanded to provide for a National Advisory 
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Committee, which would give the Housing Expediter on a national basis the 
same sort of advice and counsel he now receives on a local basis. 

I recommend that there be incorporated into the new legislation provision 
for the establishment of a National Rent Advisory Committee, which shall be 
composed of citizens who are representative of the affected interests of land- 
lords, tenants, and the general public and which shall meet with the Housing 
Expediter at regular intervals, reviewing policies, administrative and opera- 
tional procedures of the agency, and which shall make recommendations on 
policies and procedures which will most effectively carry out the mandate of 
the law and the will of the Congress. Members’ of the National Rent Advisory 
Committee should be public-spirited citizeffs, and they should carry out this 
function as a public service and without compensation. 

However, provision should be made for the payment of traveling expenses 
when they are brought together for their periodic meetings. The Office of the 
Housing Expediter should also provide necessary stenographic and clerical 
services needed in connection with these periodic meetings. Regular meetings 
of the National Rent Advisory Board should be held: not oftener than 12 times 
nor less than 4 times in any 1 yearly period. 


Senator Benton. Is Mr. Aarons here? 

Now, Mr. Mopsick, I congratulate you on your statement. 

Mr. Aarons? 

Senator Cargenart. Perhaps Mr. McCawley is present. 

Senator Benton. Mr. McCawley ? 

Mr. Aarons’ plane is grounded, according to the information that 
just reached me, and he may not get here this afternoon. 


STATEMENT OF J. F. McCAWLEY, INDIANA STATE PRESIDENT, 
REPRESENTING THE PROPERTY OWNERS OF AMERICA, INC. 


Mr. McCawtey. Mr. Chairman and gentlemen, my name is J. F. 
McCawley. I reside at Indianapolis, Ind., and maintain offices at 512 


Odd Fellow Building of that city. 

I am the Indiana State president .and. official spokesman for the 
Property Owners of America, Inc., which is the trade association for 
the rental housing industry of our State of Indiana. 

I wish to present for consideration the recommendations of our 
officers, directors, and members. These recommendations are sub- 
mitted in the capacity of well qualified witnesses for the rental hous- 


ing business. Utmost pains have been taken to document our state- 
ments; our conclusions are based on actual facts revealed from authen- 
tic sources and without prejudice, but with a great desire to regain 
the constitutional freedom as guaranteed in the Constitution and Bill 
of Rights to every American citizen. Equal justice for all, which 
would include property owners also—and we further endeavor to 
prevent the tota] destruction of the rental housing industry of this 
Nation. 

All American citizens rejoice in the fact of being a free-born Ameri- 
can citizen with all the freedom to enjoy which God has ordained that 
man should have and enjoy all the days of his life; upon these great 
principles this Nation was born, and for it to stay alive and continue 
to exist we must acknowledge, respect, and protect these principles 
of freedom. 

The renta] housing industry is an important part of the structure 
of every community and should be considered, treated, and respected 
in that manner. The business of providing rental housing was con- 
ceived in the same manner as every other business of this Nation. The 
need was recognized which in many cases are temporary homes or 
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that the tenant isn’t financially able to purchase a house. This busi- 
ness is the same as all other businesses inasmuch as it has to operate 
with a profit sufficient to continue, but most of all other businesses 
many thousands of our people have entered into this business and 
have a few small rentals of houses or apartments and with this 
they have had faith and hopes that they would be able to provide 
their own social security in the retiring part of their life. 

These are the people which should be commended. However, they 
have and are being the most disregarded, disgraced, and treated with 
less respect than many of the gangsters and criminals who were re- 
cently investigated by the Kefauver committee. There has been and 
now is judiciary authority exercised in many of the local rent-control 
offices by the investigators, expediters, and even some office help; this 
should and must be stopped. 

Each year faith is destroyed. Each year we are told this will be 
the last year for any rent control; “Ill never vote for it again,” but 
there is always some special excuse, just anything, to keep the yoke 
of bondage on the property owners of America. We want to have 
faith in what our lawmaking body tells us and want this false repre- 
senting stopped, and we trust that we have elected such gentlemen to 
this high office who will be faithful to the principles of the Constitu- 
tion of these United States and end this thing. 

I will not read the remainder of my prepared statement, but I do 
wish to add this comment: “Equal justice under law,” and *Jus- 
tice, the guardian of liberty,” are outstanding inscriptions on the 
Supreme Court Building. We can never be able to control the econ- 
omy of this Nation and still have a free people. 

The only control needed today to save America is to let the people 
control more of the Government. 

To get the best and most efficient service from any American is by 
allowing him to prove his efficiency. There is no justification for the 
continuation of rent control, but if this Congress believes rent control 
should be continued, I will offer these recommendations. 

First, rent be increased to the same proportion as wage and cost of 
living. Both wage and cost of living has increased over 100 percent 
since 1942, Rent controls have increased only 23 percent. In view 
of the facts that all materials and labor for the maintenance of prop- 
erty have also increased over 100 percent since 1942, it is very evident 
that the property owner has not received fair consideration. 

Senator Moopy. Do I understand, sir, that your proposal is to in- 
crease rents 50 to 100 percent ? 

Mr. McCaw tery. Will you repeat that? 

Senator Moopy. Do I understand that your proposal is to have rents 
increased 50 to 100 percent ? 

Mr. McCaw ey. I propose this: First of all, I feel there is no jus- 
tification for the continuation of rent control. However, if this Con- 
gress feels that they must continue rent controls, I feel that it should 
be considered on the same level as wages and prices. Wages and 
prices have been increased since 1942 levels by over 100 percent, while 
there is only a 23-percent increase on rentals; it doesn’t balance. The 
landlord, the rents received from rental property are his wages, and 
it should be considered as such. That is why I make these recom- 
mendations for the consideration of the committee of the Senate. 
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Second, the law should be impartial with equal consideration to 
both the tenant and the property owner, and if any law violation, 
both should be equally involved. 

Third, no investigation should be made of any property unless a 
complaint has been reported by the occupants of that property. 

Fourth, the mayor of each city should be allowed to appoint the 
advisory board, and the appointed advisory board should have the 
power to decide on all grievances and questions in doubt between the 
tenant and the landlord. This board should consist of five persons. 
No person should be allowed to serve on this board who is employed 
by the rent control administration. 

The present bill, S. 1397, is ridiculous, and an insult to the free 
people of this Nation, a $5,000 fine, 1-year imprisonment for any 
violation is beyond the bounds of any reasonable portion of freedom. 

Fifth, violators’ penalty should be determined by the local courts 
in the same manner as other law violators, 

The local option provision should be retained. Each community 
should have the right to exercise its freedom. 

Sixth, a definite plan for decontrolling any dwelling by means of 
conversion should be plainly stated. I wish to refer you to a case at 
Indianapolis, Mr. Fred O. Richardson, of 1420 East Vermont Street. 
Mr. Richardson purchased a six-room double, which was a two-family 
dwelling. He occupied one side, and converted the other side into a 
two-dwelling unit, with private entrance. He made petition for de- 
control according to the 1949 Rent Control Act. He was advised by 
the rent control office that his petition was rejected because they were 
not self-contained units, that it would be necessary for him to have 
complete bathrooms for each unit before they would be eligible for de- 
control. Mr. Richardson made this improvement, and filed the sec- 
ond petition for decontrolment, and was denied with the excuse that 
it had taken too long a time to make the conversion. However, that 
did not prevent the expense that Mr. Richardson had been forced to 
make upon recommendation by the rent control office. 

Now, that actually exists. 

Senator Moopy. We will insert Mr. McCawley’s complete statement 
in the record. 

Mr. McCawtey. Thank you, Mr. Chairman. 

There is one more case I wish to refer to briefly. I refer to the 
case of Mrs. Bertha Matthews, 719 Shephard Street. Mrs. Matthews 
had two apartments, one consisting of three rooms, the other of four 
rooms, each sharing the same bath. The rent control office set the 
rent for these apartments at $10 and $11 per week, and they were 
rented for that price for over 2 years. Mrs. Matthews installed an 
additional bathroom, and filed a petition for increase in rent; she 
was allowed $1 per week increase on each apartment. Just 30 days 
after this increase was allowed, she was notified by the rent contro! 
office that the Advisory Board had reviewed her case, and that her 
rents on each of the apartments had been reduced to $8 and $9 per 
week. Could there possibly be any fairness or justification for swch 
action ? 

Determine this one question: Do we need more housing, or do we 
need more rent control and less housing? 

Rent control had never provided any more housing in the 9 years 
that it has been in existence. 
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I thank you gentlemen. 

Senator Moopy. Senator Capehart? 

Senator Caprnarr. I want to go over some figures in your report. 
On page 2 of your prepared statement you say the number of dwellings 
increased 23.7 percent. 

Mr. McCaw tery. Those are the figures from the 1950 census. 

Senator Capenart. And the population has increased 14.5 percent ? 

Mr. McCawtey. That is correct. 

Senator Carpenart. The number of vacant dwellings increased from 
2.5 million to 3.4 million. What do you mean by vacant dwellings? 

Mr. McCawtey. Dwellings that were not occupied. 

Senator Carruarr. You mean there is in the United States today 
over 3 million houses and apartments and units that are not occupied ¢ 

Mr. McCawtey. That is exactly what I mean, and that is exactly 
what is revealed by the United States Census Bureau of 1950, and it 
is a matter of record. 

Senator Benton. Are those in areas from which people have moved 
for economic reasons ¢ 

Mr. McCaw tery. Not necessarily that. There are many rental units 
in this Nation of ours that are closed up because of the tradition that 
American people have had that they are a free people and, rather 
than have them controlled, they will close up their rental unit, and 
they have done that in many, many cases. 

Senator Carrnart. Do you have the documentary proof on that 
from the Census Bureau’s report ? 

Mr. McCaw ey. I don’t have it with me, but that is absolutely 
correct. 

Senator Carenart. Mr. Chairman, I suggest that we subpena the 
head of the Census Bureau to come before use and give us those facts. 

Senator Benton. Well, I don’t know that it would require a 
subpena. 

Senator Carenart. I didn’t mean a subpena; I mean that we call 
upon him to be a witness. 

Senator Benton. I would be interested in having those facts en- 
larged, and I would like to have the witness submit some evidence to- 
support his statement that in areas where there are housing shortages 
there are appreciable numbers of apartments or homes that have been 
shut up by their owners as a form of protest against infringement on 
their Scien 

Mr. McCawtry. I don’t believe there is any city of 5,000 popula- 
tion or over in the etm nation that is under rent control where there 
isn’t a large number of dwelling units that are closed, and taken off 
the rental market because of rent controls. 

Senator Benton. How many of these 3.4 million do you think are 
unoccupied as a form of protest on the part of the owner? 

Mr. McCawtery. Oh; I think that would be a small percent of it. 

I don’t think there is any large percent, because most people 

Senator Benton. Are we talking about 10,000, or half a million? 
If it is 10,000, it is not enough to make any difference in the economy 
at all. 

Mr. McCawtey. Over the Nation it would be very difficult for me 
to speak with any authority on that. The only thing that I have to 
refer to are the actual reports of the United States census. Other 
than that, I can go according to the figures that I know. 
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Now, we have taken a survey at Indianapolis, about a year and a 
half ago, and in the city of Indianapolis, which is 500,000 population, 
we found that there was over 800 dwelling units off of the market 
because of the rent control. That was the actual fact, and that I can 
speak of as I know. 

Senator Benton. How many vacant apartments or houses? 

Mr. McCawtey. At that time I think there the total was about 
2,000 vacancies at the time at the city of Indianapolis. 

Senator Benron. That would be-a tremendous percentage. 

Mr. McCaw ry. That would be. 

Senator Benron. Do you think that most of these 3.4 million vacant 
dwellings are habitable and suitable for occupancy ? 

Mr. McCawiery. Possibly so. It would be, as I told you, a guess. 
I wouldn’t express myself with authority on that. It would just be 
a matter of guessing about it. But I do know there are a lot of rental 
units off the market because of that, and rent control has caused an- 
other great evil, and that is converting rental buildings into business 
buildings, and also there has been a number of buildings absolutely 
torn down to put in parking lots and the like. 

Senator Benton. Would you imply that if we are to have rent con- 
trol, which you would regret, but if you are to have it, it should 
include commercial properties in order to eliminate this shift from 
one category to the other ? 

Mr. McCawxey. Well, Senator, I of course believe in a free economy. 
I believe in a free America, and I believe the more we control any 
portion of it, the more out of balance it will become, and more com- 
plicated. 

You have heard witnesses on this Defense Production Act of vari- 
ous businesses, expressing themselves as to the impossibility of enfore- 
ing controls successfully. I don’t believe we can ever be able to enforce 
controls on a free nation and have part of it free and part of it 
controlled. We either might as well go ahead and control every- 
thing, and announce ourselves just exactly what we really are, that 
we are no longer a free Nation, and we are going to control everything, 
and we are going to dispose of the standards of freedom, and let it 
be fair, square, true and honest to the people. 

Senator Caremart. You mean just admit we are socialistic? 

Mr. McCaw ey. I was coming to that, Senator. 

Senator Benton. Well, there is a great deal of truth in the witness’ 
point, that when you start to control a part of your rents and not all 
of them, you cause distortion, lopsided impact, with people shifting 
from one area to another, and it might be better if you have the un- 
happy and evil choice of controls to move in and control all rents 
instead of just part of the rents. 

Mr. McCaw ey. In other words, Senator, do you mean to have a 
better condition we should have an excuse to control something else’ 

Senator Benton. No; if we are going to have to control home 
rents, the point you have just made would be an argument for con- 
trolling commercial rents as well. I agree with you that one control 
leads to another. There isn’t any doubt about it. 

Control causes dislocation and, unhappily, leads to another con- 
trol. That is the unhappy situation in which we now find ourselves 
as a country. 
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Mr. McCaw ey. That is true, Senator, and don’t you think this: 
After 9 years of destruction, we should recognize that our Govern- 
ment, our law-making body, should recognize that there hasn’t been 
anything accomplished along the pretense of the extension of rent 
control ? 

There haven’t been any more rental dwellings made available. It 
has prevented it. There is no incentive for a person to take their 
money and invest it in buildings to rent any more. 

Senator Benron. How many dwellings are there in the United 
States? In line with Senator Capehart’s question I have just had 
handed to me a statement of Tighe Woods, the Housing Expediter. 

Mr. McCawtey. I expect Tighe Woods would have a more accurate 
answer to that than I would. 

Senator Benron. He said the 1950 census reported a vacancy rate 
of only 1.1 percent for nonseasonal, nondilapidated dwelling units 
offered for rent. How many would 1.1 percent be, in contrast to your 
figure of 3.4 million? 

Mr. McCawtey. Well, I don’t know that. This record, that Iof- 
fered to you, these figures are from the 1950 census, and you can in- 
vestigate that exactly as to authority. 

Senator Benton. I think it would be well for the staff to try to rec- 
oncile the figures, because your great number of vacant dwellings 
could be quite different from his vacancy rate for nonseasonal, non- 
dilapidated dwellings. There may be a great spread between those 
two figures. 

Mr. McCawtery. I can appreciate that the people that made the 
1950 Federal census enumeration were not interested in the extension 
of rent control, or decontrol. They were impartial. I couldn’t feel 
that way about Mr. Woods. 

Senator Benron. Except you are both quoting statistics from the 
census. 

Senator Bricker. I might say the members of this committee have 
had a lot of experience with Mr. Woods. We find him putting words 
in like “untenable, dilapidated, and seasonal dwellings,” and God 
only knows what he means by it; who determines it or what else, to 
shade the figures that he gives here, and I for one find myself check- 
ing those figures against facts. 

Senator Brnon. There is no doubt you can control your percent- 
ages by controlling your adjectives. 

Senator Bricker. That is right, exactly; and that is exactly what 
he has done. 

Senator Caprnarr. I only made the suggestion that we invite the 
head of the Census Bureau to come before this committee and give 
us the facts. 

Senator Bricker. That is where you got your figure ? 

Mr. McCawtery. Yes, Senator Bricker; those are figures obtained 
from the Federal Census. 

Senator Carenartr. The witness said the number of vacant dwell- 
ings increased from 2.5 to 3.4 million. 

Senator Bricker. At the top of page 3, we now have a total of 7 
million dwellings vacant or oceupied only by one person, 

Mr. McCawtery. Yes: your census enumeration reveals those facts. 

Senator Bricker. Do you mean dwellings. or living units? 
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Mr. McCawtey. That would be a dwelling unit, which may consist 
of not just one room. 

Senator Bricker. Do you include single unit dwelling houses, or 
do you include in that 7.3 million, apartment units for dwelling pur- 
poses, family dwelling purposes? 

Mr. McCawtey. That is what we are including in there. 

Senator Benton. May I read one other sentence here ? 

This is from Mr. Wood’s testimony: _. 

In the course of housing surveys in a-hundred cities during the last half of 
1950, we contacted 1,251 leading realtors, managers of apartment houses and 
projects. They had 231,720 rental units under their management, and less than 
two thirds of 1 percent of these units were vacant. 

I only submit this to show that perhaps the 3.4 million doesn’t mean 
vacancies in crowded areas, urban areas, but perhaps in resort areas, 
that this word “seasonal” may help reconcile the difference. 

Senator Capenart. It is still an interesting subject. 

Senator Benton. I agree; I think we should explore it further. 

Mr. McCawtey. I trust that you gentlemen will explore that fur- 
ther. I appreciate it very much. 

Senator Carenart. We are trying to contact them by telephone 
now. Perhaps we will get some information by phone. 

Mr. McCaw ey. I have learned this, Senator Benton: I have made 
attempts in many parts, especially of Indiana, in decontrolling certain 
areas, and there have been surveys made by the rental-control office, 
and in many cases we had: made surveys, and there was never at any 
time that the survey was made which the rent-control office was any- 
where near the survey that we had made. 

Senator Benton. If this is a fair assumption, and you have had 
this experience which, of course, I lack in the business, take a city of 
half a million that has had rent control up until the present time 
with, let’s say, a 1 percent vacancy rate, or assuming Mr. Woods is 
correct, two thirds of 1 percent vacancy rate, and you now remeve 
rent controls entirely. 

What do you think the effect on rents in that city would be over the 
coming 2 years ¢ 

Mr. McCaw ey. I will tell you the actual fact; that I believe that 
the property owners would be getting about one third less on their 
rental units, and there would be plenty of rental units available. 

Senator Benton. Why would they get one third less / 

Mr. McCawtey. Because of the system that has made this Nation 
what it is today, the law of supply and demand. 

Senator Benron. You mean people would come in and build more 
units? 

Mr. McCawtey. Why, certainly they would. There would be some 
incentive for them to. There isn’t any now. 

Senator Benton. Except you have, as Senator Capehart pointed 
out earlier, this order from the department holding back and holding 
down building because of the general scarcity of materials. 

Mr. McCaw tey. In every community over this Nation there have 
been houses built; yes, new houses, immediately for sale, at an arti- 
ficial, unreasonable sale price, but none of them for rent. 

Now, why weren’t they for rent ? 
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You have a law that any new structure shall not be under rent 
control, but why is it that they would not rent them; that they wouid 
sel them instead of rent them ¢ 

Do you want to know? It is because they could not trust that 
there was not going to be controls on those new dwellings, and they 
would not take a chance that their investment would be tangled up 
with controls, and rather than do that they would sell them with a 
very small down payment. Consequently, there are no rentals on the 
market, and there won’t be, as long as you continue rent controls. 

Senator Benron. You actually testified that rents would come down 
without rent controls ¢ 

Mr. McCaw tery. It should come down. 

Senator Benton. The rent-control law keeps rents up ? 

Mr. McCawtry. Rent-control law does keep them out of balance. 

Senator Benton. It keeps rental units down? 

Mr. McCaw ey. Yes; it does. 

Senator Bricker. If we impose rent control on those new dwellings 
that we exempted from rent control, won’t they have a right to have 
thought their Government dealt unfairly with them? 

Mr. McCaw ey. That is right. I know of one case in Indianapolis 
particularly which cost $36,000 to build a place, which has six dwelling 
units, and a nice, modern building with six dwelling units, and the 
highest rent for that is $47.50 a month. In less than a square from 
that place a party bought a double, a six-room double, converted it 
into four units, which absolutely was decontrolled. There was no 
control over it, and those units rent for $65 a month. 

He bought this building for, I think, $4,000, and spent $3,000 on 
remodeling it, and that is a total of $7,000, and that is the kind of rent 
for that, and this other well-constructed, modern building which cost 
$36,000 rents for $47.50. It is the unfairness of it. There is nothing 
fair about it, in any way. 

Senator Moopy. Do you feel if the rent in either of those buildings 
is controlled, the rent in both buildings should be controlled ? 

Mr. McCawtry. Again, Senator, I don’t feel that anything should 
be controlled. 

Senator Moopy. I say if the rent in either is controlled, do you feel 
they should both be controlled as a matter of fairness / 

Senator CareHarr. They are both controlled; aren’t they ? 

Mr. McCawuey. No; the one building is not controlled because it 
was able to be decontrolled because of conversion. 

I think this, Senator; thank God for a little liberty, even if my 
neighbor is enjoying it. I would say not put that neighbor of mine 
under the yoke because I have to be under it. Let him enjoy his free- 
dom, and I will hope that some day I have mine. 

Senator Moopy. Senator Bricker ¢ 

Senator Schoeppel ? 

Senator Dirksen. For the record, I think Senator Capehart ought 
to renew his suggestion for having a member of the Census Bureau 
come up and verify those figures, because I have three separate state- 
ments here from three wholly divergent organizations which contain 
the same figures, and I want to see how they will be verified by the 
Census Bureau. 

Senator Capenarr. I think we will do that. I think that has been 
placed in the record. 
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Mr. McCaw tey. Senator Dirksen, do those figures correspond with 
my figures? 

Senator Dirksen. Yes; they are identical with your figures. 

Senator Moopy. On this figure you cited of 7.3 million dwellings 
vacant or occupied by only one person, do I understand you to say that 
included single-room dwellings ? 

Mr. McCawtry. That figure was derived also from the Census 
Bureau, and on their forms, I think if you’ will review it, it describes 
the kind of units, the number of rooms in that unit. 

Senator Moopy. Does it include apartments, for example, built for 
occupancy of one person, which are now occupied by one person ? 

Mr. McCautey. No; it does not mean that alone. It may mean a 
six- or seven-room house. 

Senator Moony. I understand it may include that, but does it also 
include these so-called efficiency apartments which were built for one 
person ? 

Mr. McCaw ey. The point that is trying to be presented here is this: 
that this one person is taking up more space than they would require. 
One person doesn’t require a six-room house, or a four-room house. 
Maybe a one-room efficiency might be supposed to be for one person. 

Senator Moopy. I wanted to see whether in this figure you were in- 
cluding efficiencies. 

Mr. McCawtey. These figures were just received from the Census 
Bureau exactly the way they compiled them. 

Senator Moopy. Do you mean to be advocating a situation where 
one person, say, a widow, with a six- or seven-room house, could not 
occupy that house ? 

Mr. McCawtey. No; we are speaking about rentals, are we not, 
Senator? If she owns that house, she is not renting it, and she would 
have a right to live in her own house if it had 25 rooms in it. 

Senator Moopy. She may have been living in that rented house for 
years. 

Mr. McCaw tey. She certainly has a right to rent any size house 
that she wishes to; it is her privilege, but we are trying to bring out 
a point that there is housing; in other words, if this person that is 
getting a seven-room house for $30 a month, if everything was on the 
level like it should be, and equalized, possibly that house should rent 
for $100 a month. That individual won’t pay that $100 a month. 
They are occupying that house because the owner is subsidizing it. 

Senator Moopy. You are not advocating a system like they have in 
Russia where people are assigned quarters to an extent that someone 
thinks they ought to have ? 

Mr. McCawtry. No; financial conditions will make the proper ad- 
justment. 

Senator Carenart. If the Senator will yield, I think what he 
means is, here is a house with eight rooms that rents under rent con- 
trol, let’s say, for $50. One person lives in it. Now, if that house 
rented for what it should rent for, let’s say $100 to $125, it would be 
broken up into two or three units, or it might have a family living in it. 

Mr. McCawtey. It could be occupied by a large family, and this 
one person is, we will say, taking that space because they happened to 
have the opportunity of getting in there at the low price, and there is 
no way of raising the rent; there is no way of getting them out, and 
they are keeping the large family from having a place to live. 
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Senator Bricker. We had evidence here last year because of low 
rental conditions where one governmental employee was renting in a 
Government housing unit two apartments, one he used for himself, 
and the other he kept for week-end guests that might come to his 
community, under the low rent. If he paid a normal rent, he likely 
wouldn’t have been in that kind of business. 

Senator Benron. Mr. Chairman, in line with the previous com- 
ment of Senator Bricker, and my reply that the man that controls the 
adjectives controls the statistics, I would like to read here these figures 
from the 1950 Census of Housing because they reconcile the figures 
of the witness with the figures of Mr. Woods. Vacant dwelling units, 
three-and-two-tenths-million-odd; nondilapidated for rent or sale, 
735,000; for rent, five-hundred-thousand-odd; for sale only, two-hun- 
dred-thousand-odd ; nonseasonal not dilapidated, not for rent or sale, 
800,000: nonseasonal dilapidated, 400,000; seasonal, 1,238,000, which 
would apparently be available for year-round living. I suppose a 
seasonal house would be on a lake or something of that kind. 

I suggest this breakdown be put in the record as a part of our hear- 
ings, because it helps illuminate the previous discussion. 

Senator Moopy. It is so ordered. 

(The information is as follows:) 


Urban and rural nonfarm 
Total —} Rural farm 
Total Urban Rural nonfarm 





| 
| 
} | i | . | ss . | m = | 
| Num- | Per- | Num- | Per-| Num- | Per- | Num- | Per- | Num- | Per- 
ber jcent| ber | cent; ber cent ber cent ber cent 
| | 


Vacant dwelling | } 


om — 
units ..- |3, 263,000} 7.1/2, 680,000} 6.8/1, 099,000, 3. 8/1, 581,000 15.6) 583,000, 9.0 


Nonseasonal, not dilapi- | | | | 
cated, for tent or sale. | 735,000; 1.6) 689,000) 1.7) 501,000) 1.7) 187,000) 1.8) 46,000 7 


For sale only_......._} 223, 000) .5| 216, 000) . 5) 163, 000) .6 53, 000 5 7. 000) 
For rent 512, 000) 1.1; 473,000 1.2) 339, 1.2 1.3) 39,000 


Nonseasonal, not dilapi- | 
dated, not for rent or | | Pe 
sale. _........-....--...| 805,000}; 1.8) 628,000) 1.6; 304,000 1.0} 325,000 3.2} 176,000) | 2.7 

Nonseasonal, dilapidated_| 484,000) 1.1) 266,000) .7} 115,000 .4) 151, 000 . 5} 219,000} | 3. 

2.7 


4 
Seasonal |}, 288, 000) |1, 097, 000) 2.8) 179, 000) . 6; 918,000 L 341, 000) {2.2 


Source: 1950 Census of Housing, Bureau of the Census, Feb. 17, 1951. 


Senator CareHart. Your recommendation first is to take rent con- 
trol completely off. If in the discretion of the Congress they do not 
want to do that, then in rewriting the law they should become realistic 
about it, and permit rents to be established on the basis of 1950 or 1951 
costs ¢ 

Mr. McCawtey. Yes, sir, Senator; that is exactly my position. I 
believe the most effective thing you can do with this so-called emer- 
gency defense program, to get the most efficiency out of our people, is 
to limit every control we possibly can, and if rent control can be 
ended, I feel that it should be ended. I don’t feel it is going to accom- 
plish anything at all by continuing. 

Senator Moopy. May I ask you whether you think inflation is a 
danger to this country at this time? 
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Mr. McCawtey. I think that rent controls do not control inflation. 
I don’t see how rent controls would control the inflated price of that 
new building that our sons, GI’s, have to pay twice the price for. 
That is the kind of inflation that rent controls bring about. 

Senator Moopy. That is the reason I asked you whether you thought 
if one type of building is controlled they all ought to be controlled. 

If Congress decides that rent control should be continued, I am 
wondering whether, in view of the fact.that you have protested 
against discrimination here, you don’t feel there should equal 
controls on all classes of property, or at least on all classes of resi- 
dential property ? 

Mr. McCawtery. I don’t feel rent controls would be helpful in every 
phase of it. I wouldn’t recommend controlling anything at all, but 
if in some defense areas the judgment of Congress, which is our recog- 
nized and appreciated law-making body, if they feel in a defense area 
that rent controls should be extended, then possibly in that particular 
area every rental unit should be controlled, but I think that the one 
particular part that the local governing body should have the author- 
ity to remove rent controls in any and every area of this Nation. 

Senator Moopy. Did I understand you in answering Senator Cape- 
hart to say that if rent controls were not to be removed in their en- 
tirety, as you wish them to be, the return should be based on the present 
cost of buildings? 

Mr. McCawtey. No; I did not. 

Senator Moopy. Thank you very much for coming and giving us 
your views. 

(Mr. McCawley’s prepared statement follows :) 


STATEMENT OF J. F. MoCAWLey, INDIANA STATE PRESIDENT OF THE PROPERTY 
OWNERS or AMERICA, INC., INDIANAPOLIS, IND. 


Mr. Chairman and honorable committee, my name is J. F. McCawley. I reside 
at Indianapolis, Ind., and maintain offices at 512 Odd Fellow Building in that 
city. 

I am the Indiana State president and official spokesman for the Property 
Owners of America, Inc., which is the trade association for the rental housing 
industry of our State of Indiana. 

I wish to present for consideration the recommendations of our officers, di- 
rectors, and members. These recommendations are submitted in the capacity of 
well-qualified witnesses for the rental housing business. Utmost pains have 
been taken to document our statements; our conclusions are based on actual 
facts revealed from authentic sources and without prejudice, but with a great 
desire to regain the constitutional freedom as guaranteed in the Constitution 
and Bill of Rights to every American citizen. Equal justice for all, which would 
include property owners also—and we further endeavor to prevent the total 
destruction of the rental housing industry of this Nation. 

All American citizens rejoice in the fact of being a free-born American 
citizen with all the freedom to enjoy which God has ordained that man should 
have and enjoy all the days of his life; upon these great principles this Nation 
was born, and for it to stay alive and continue to exist we must acknowledge, 
respect, and protect these principles of freedom. 

The rental housing industry is an important part of the structure of every 
community and should be considered, treated, and respected in that manner. 
The business of providing rental housing was conceived in the same manner 
as every other business of this Nation. The need was recognized which in 
many cases are temporary homes or that the tenant isn’t financially able to 
purchase a house. This business is the same as all other businesses inasmuch as 
it has to operate with a profit sufficient to continue, but most of all other 
businesses many thousands of our people have entered into this business and 
have a few small rentals of houses or apartments and with this they have had 
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faith and hopes that they would be able to provide their own social security 
in the retiring part of their life. These are the people which should be com- 
mended. However, they have and are being the most disregarded, disgraced, 
and treated with less respect than many of the gangsters and criminals who 
were recently investigated by the Kefauver committee. There has been and now 
is judiciary authority exercised in many of the local rent-control offices by the 
investigators, expediters, and even some office help. This should and must be 


stopped. 


EACH YEAR FAITH IS DESTROYED 


Each year we are told this will be the last year for any rent control, “ll 
never vote for it again” but there is always some special excuse—just anything 
to keep the yoke of bondage on the property owners of America. We want to 
have faith in what our law-making body tells us and want this false representing 
stopped and we trust that we have elected such gentlemen to this high office 
who will be faithful to the principles of the Constitution of these United States 
and end this thing. 


RENT CONTROL PLAN-—-AMERICAN DESTRUCTION 


The United States is now completing its ninth year of Federal rent control. 
As in the past, the Housing Expediter again requests that it be renewed, ex- 
panded, and strengthened. 

The year 1951 finds this country facing serious problems and it is time we stop 
and carefully consider the history and effect of this un-American so-called 
war emergency legislation. 


FACE FACTS IN WORLD WAR I 


First, let’s look at what happened during World War I when the economy of 
the country operated without the interference of controls or rationing. Accord- 
ing to the United States Bureau of Labor Statistics, we find that for the years 
1913-15 and 1916 the general price structure, including rent, was gradually rising. 
We entered the war in April of 1917 and by December 1917, rent throughout the 
United States had dropped to where all of the gains of the previous 4 years had 
been wiped out, while the price of everything else in the economy had continued 
to rise. 

This drop in rents came about due to the added vacancies that occurred. 
These vacancies came about because of the expansion of the Armed Forces 
which automatically reduced the civilian population. During World War I, 
as in World War II, the people had a great increase in dollar income, but their 
spending was not controlled or channeled. When left to their own choosing, 
they directed nearly all of their excess money to consumer goods rather than 
to housing. From the beginning to the end of the war the progressive expansion 
of the amount of spendable money had increased the all item price index 39 
percent. Of course, this greatly added to the landlords’ costs; nevertheless, the 
index on rent only had risen less than 3 percent during this period. 


KNOW THE TRUTH IN WORLD WAR ITI 


It is very important to remember that there was never a national housing 
shortage in the United States prior to rent control, and that the shortage de- 
veloped within 1 year after rent control was inaugurated. 

The law, as originally passed, was intended to keep rents from skyrocket- 
ing in industrial war centers where great increases in population were con- 
templated. Disregarding the clear intent of the law, its purpose was quickly 
expanded to the control of nearly every rental dwelling in the United States 
regardless of its connection with the war industry or any increase in popula- 
tion, 


A DOUBLE PURPOSE-—-AN EXCUSE TO OONTINUE RENT CONTROL AND PUBLIC HOUSING 


After the war’s end, Federal rent control was extended, first, because of the 
housing shortage, next to stop inflation, next, because of a rental housing short- 
age (there was no shortage of homes for sale), and the last time it was because 
the Expediter claimed there was a shortage of rental units for the low- and 
middle-income groups. 
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Regardless of statements made by the Expediter, labor groups, or social work- 
ers, the only authentic figures accurately revealing the true housing situation are 
those issued by the United States Bureau of Census. 

The recent booklets issued by the United States Bureau of Census completely 
cover every person and dwelling in the United States for 1950. Using these 
figures along with those of 1940 we see the effect rent control has had on our 
housing situation throughout the Nation. It will surprise many to find that— 

(a) The number of dwellings increased 23.6 percent. 

(b) The population increased only 14.5 percent (the second smallest per- 
centage gain in the Nation’s history). .- 

(c) The number of vacant dwellings jncYeased from 2.5 million to 3.4 million, 

(d) The number of dwellings occupied by owners increased 8.2 million. 

(e) The number of dwellings occupied by tenants decreased 0.5 million. (This 
decrease in occupied rental dwellings, added to the hundreds of thousands of 
vacant dwellings for rent in 1940, reveals the tremendous loss of rental dwellings 
available. ) 

(f) The increase in the number of dwellings exceeded by 2 million the increase 
in families. 

In 1950 there was the astounding total of 3.9 million dwellings occypied by 
only one person. This represents an increase of over 45 percent. (These single- 
occupancy dwellings are heavily concentrated in the large cities still under rent 
control.) We now have a total of 7.3 million dwellings vacant or occupied by 
only one person. 

CONSIDER A SIMPLE PROBLEM 


These Government figures are hard to believe unless we are shown exactly 
what happened. To aid in understanding this paradox let's first consider a 
simple mathematical problem. When over 10,000,000 persons are taken out of 
their homes and put in servicemen’s camps or sent overseas, as was done during 
World War II, is there an increase or decrease in the housing for the balance 
of the people? In a free economy there can be only one logical answer. We 
increase the housing for the balance of the people. How, then, was it possible 
to develop an apparent national housing shortage so quickly during World War 
Il? We started with a considerable number of vacancies and logically we 
should have increased this number as we did during World War I. 

The answer is that this shortage came about only because of a controlled 
economy. We froze rent at a low level in 1942 and almost simultaneously forced 
up wages to nearly double their former rate. We also added more workers per 
household, which increased the purchasing power of many families. 

With the large surplus of money, the people sought to buy things they desired, 
but we stopped the manufacture and sale of most of these items and rationed 
nearly everything else of importance. The one important thing we did not 
ration was rental housing and, therefore, the Government actually channeled 
this excess money into rental housing. In only a matter of months the people 
spread out and took up all of the rental housing available. Working girls, bach- 
elors, widows, widowers, and divorced people who shared occupancy and divided 
rent, each took his own individual dwelling. Married couples without children 
also spread out into larger apartments. By 1943 we had created a progressively 
false national housing shortage—the more that went to war, the more the re- 
maining civilians could and did spread out. With increased costs and frozen 
rents, the owners found it more practical, because of wear and tear, to rent to 
the least number of persons every time a vacancy occurred. This added further 
to the false shortage. 


DECREASING RENTALS 


Prior to rent control, great numbers of single dwelling structures were rental 
units. When rents were frozen on these dwellings it was not long before owners 
found it more profitable to sell them. Individual homes were the one type of 
rental units that buyers could get possession of by forcing out the renter. Hun- 
dreds of thousands of these rental homes were progressively sold and taken out 
of the rental market. Occupants renting them were evicted by the owner. In 
many casse, the evicted renters, in turn, bought a dwelling and evicted another 
renter. 

This progressive buying, singly and by joint ownership of two- or three 
unit apartment buildings, continues to take many rental units out of the market. 
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PROVISIONS FOR HOARDING HOUSING 


Having seen how this great maladistribution occurred, it is readily understood 
that the most important figure to consider is the national figure of 3.9 million 
dwellings occupied by only one person. Surely this startling 3.9 million dwell- 
ings occupied by only one person was not due to their purchase of a dwelling. 
The tremendous increase in single occupancy was the result of single persons 
replacing families in dwellings. It is obvious that only under the protection of 
rent control have these individuals been able to spread out and cause this mal- 
distribution of housing. These single people used to share apartments or private 
rooms and would quickly do so again in a free market. They are actually hoard- 
ing housing with Government protection. Remove rent control, and, with a nom- 
inal increase in rent, our Nation will quickly create hundreds of thousands of 
vacancies. Additional thousands of rental dwellings now being held off the 
market only because of rent control would again be offered to the public. 


PENALTY OF RENT CONTROL 


Further considering the so-called housing shortage, we know that there is a 
great surplus of vacant houses for sale in nearly every large city in the United 
States. There is also a surplus of hotel accommodations and private rooms for 
rent. There are also many new and decontrolled apartments for rent. Vacant 
apartments built before 1942 are still scarce, and always will be, while they are 
being sold at a false low price as compared to any of the above housing accom- 
modations which are priced in a free market. 

Everyone looking for housing will continue to try to get one of the bargains 
under rent control. Only those frozen out will rent or buy in the free market 
which is abnormally high only because of rent control. How can we ever ac- 
cumulate vacancies in the bargain, frozen units? Millions of vacancies have 
occurred during the last 7 years, but the Government has forced the owners to 
offer these vacancies at false bargain prices. Fortunately for the owner, he could 
pick the tenant to give his bargain to and so, naturally, he picked the smallest 
family with the greatest wealth and influence. 

Large families without money or influence really need rental units, but they are 
frozen out and forced to rent decontrolled units or buy homes on an unsound 
basis. We will always have this so-called housing shortage under these controls 
and the middle- and low-income groups can never expect to get frozen rental 
units under the law. A proven road of hardship. 


DISCRIMINATION AND MILLIONS UNFAIRLY TREATED 


Any check of the treatment of owners under rent control will show that 
this law has been the most unfair law ever enforced in this country. The 
records show clearly that until the 1949 act was passed, no owner could 
even claim a hardship unless his net dollar income was substantially less than 
it was in 1942. In the meantime, because the general price structure had 
almost doubled, the owner’s dollars would buy only half of what they would in 
1942. Thus, the owner’s purchasing power was frozen at a maximum of one- 
half of what it was prior to rent control. 

The Expediter’s formula for the 1949 fair net income act is unfair and ridicu- 
lous. No attention whatever is paid to the figures on the owners’ sworn income- 
tax returns. Not even the most rabid advocates of low rates for public utilities 
have ever dreamed of figuring net returns so low as does this plan of the Expe- 
diter’s. Under his method, no consideration whatever is given the value of the 
property and no interest on the mortgage is allowed to be used in calculating 
operating costs. 

Is it good for our Government to make millions of good, frugal citizens sub- 
sidize others who may be rich, indolent, or otherwise? That is what we are 
doing. Was it fair to single out owners and say to them: “Your net-dollar in- 
come shall be the same or less than it was in 1942, while all others shall have 
no limit on their incomes”? 

Today we help labor and farmers get higher than a free market price and let 
everyone else, except owners, sell their labor or products at the highest price in 
our history. If an owner leases to a renter willing and anxious to pay a fair 
price slightly higher than the frozen rental he is brought into the Federal court 
and tried for his great crime like a kidnaper, bank robber, or dope peddler. 
Does this sound like America? 
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Regardless of statements made by the Expediter, labor groups, or social work- 
ers, the only authentic figures accurately revealing the true housing situation are 
those issued by the United States Bureau of Census. 

The recent booklets issued by the United States Bureau of Census completely 
cover every person and dwelling in the United States for 1950. Using these 
figures along with those of 1940 we see the effect rent control has had on our 
housing situation throughout the Nation. It will surprise many to find that— 

(a) The number of dwellings increased 23.6 percent. 

(b) The population ine reased only 14.5 percent (the second smallest per- 
centage gain in the Nation’s history). 

(c) The number of vacant dwellings jncreased from 2 2.5 million to 3.4 million, 

(d) The number of dwellings occupied by owners increased 8.2 million. 

(e) The number of dwellings occupied by tenants decreased 0.5 million. (This 
decrease in occupied rental dwellings, added to the hundreds of thousands of 
vacant dwellings for rent in 1940, reveals the tremendous loss of rental dwellings 
available. ) 

(f) The increase in the number of dwellings exceeded by 2 million the increase 
in families. 

In 1950 there was the astounding total of 3.9 million dwellings occypied by 
only one person. This represents an increase of over 45 percent. (These single- 
occupancy dwellings are heavily concentrated in the large cities still under rent 
control.) We now have a total of 7.3 million dwellings vacant or occupied by 
only one person. 

CONSIDER A SIMPLE PROBLEM 


These Government figures are hard to believe unless we are shown exactly 
what happened. To aid in understanding this paradox let's first consider a 
simple mathematical problem. When over 10,000,000 persons are taken out of 
their homes and put in servicemen’s camps or sent overseas, as was done during 
World War II, is there an increase or decrease in the housing for the balance 
of the people? In a free economy there can be only one logical answer. We 
increase the housing for the balance of the people. How, then, was it possible 
to develop an apparent national housing shortage so quickly during World War 
II? We started with a considerable number of vacancies and logically we 
should have increased this number as we did during World War I. 

The answer is that this shortage came about only because of a controlled 
economy. We froze rent at a low level in 1942 and almost simultaneously forced 
up wages to nearly double their former rate. We also added more workers per 
household, which increased the purchasing power of many families. 

With the large surplus of money, the people sought to buy things they desired, 
but we stopped the manufacture and sale of most of these items and rationed 
nearly everything else of importance. The one important thing we did not 
ration was rental housing and, therefore, the Government actually channeled 
this excess money into rental housing. In only a matter of months the people 
spread out and took up all of the rental housing available. Working girls, bach- 
elors, widows, widowers, and divorced people who shared occupancy and divided 
rent, each took his own individual dwelling. Married couples without children 
also spread out into larger apartments. By 1943 we had created a progressively 
false national housing shortage—the more that went to war, the more the re- 
maining civilians could and did spread out. With increased costs and frozen 
rents, the owners found it more practical, because of wear and tear, to rent to 
the least number of persons every time a vacancy occurred. This added further 
to the false shortage. 


DECREASING RENTALS 


Prior to rent control, great numbers of single dwelling structures were rental 
units. When rents were frozen on these dwellings it was not long before owners 
found it more profitable to sell them. Individual homes were the one type of 
rental units that buyers could get possession of by forcing out the renter. Hun- 
dreds of thousands of these rental homes were progressively sold and taken out 
of the rental market. Occupants renting them were evicted by the owner. In 
many casse, the evicted renters, in turn, bought a dwelling and evicted another 
renter. 

This progressive buying, singly and by joint ownership of two- or three- 
unit apartment buildings, continues to take many rental units out of the market 
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. PROVISIONS FOR HOARDING HOUSING 


Having seen how this great maladistribution occurred, it is readily understood 
that the most important figure to consider is the national figure of 3.9 million 
dwellings occupied by only one person. Surely this startling 3.9 million dwell- 
ings occupied by only one person was not due to their purchase of a dwelling. 
The tremendous increase in single occupancy was the result of single persons 
replacing families in dwellings. It is obvious that only under the protection of 
rent control have these individuals been able to spread out and cause this mal- 
distribution of housing. These single people used to share apartments or private 
rooms and would quickly do so again in a free market. They are actually hoard- 
ing housing with Government protection. Remove rent control, and, with a nom- 
inal increase in rent, our Nation will quickly create hundreds of thousands of 
vacancies. Additional thousands of rental dwellings now being held off the 
market only because of rent control would again be offered to the public. 


PENALTY OF RENT CONTROL 


Further considering the so-called housing shortage, we know that there is a 
great surplus of vacant houses for sale in nearly every large city in the United 
States. There is also a surplus of hotel accommodations and private rooms for 
rent. There are also many new and decontrolled apartments for rent. Vacant 
apartments built before 1942 are still scarce, and always will be, while they are 
being sold at a false low price as compared to any of the above housing accom- 
modations which are priced in a free market. 

Everyone looking for housing will continue to try to get one of the bargains 
under rent control. Only those frozen out will rent or buy in the free market 
which is abnormally high only because of rent control. How can we ever ac- 
cumulate vacancies in the bargain, frozen units? Millions of vacancies have 
occurred during the last 7 years, but the Government has forced the owners to 
offer these vacancies at false bargain prices. Fortunately for the owner, he could 
pick the tenant to give his bargain to and so, naturally, he picked the smallest 
family with the greatest wealth and influence. 

Large families without money or influence really need rental units, but they are 
frozen out and forced to rent decontrolled units or buy homes on an unsound 
basis. We will always have this so-called housing shortage under these controls 
and the middle- and low-income groups can never expect to get frozen rental 
units under the law. <A proven road of hardship. 


DISCRIMINATION AND MILLIONS UNFAIRLY TREATED 


Any check of the treatment of owners under rent control will show that 
this law has been the most unfair law ever enforced in this country. The 
records show clearly that until the 1949 act was passed, no owner could 
even claim a hardship unless his net dollar income was substantially less than 
it was in 1942. In the meantime, because the general price structure had 
almost doubled, the owner’s dollars would buy only half of what they would in 
1942. Thus, the owner’s purchasing power was frozen at a maximum of one- 
half of what it was prior to rent control. 

The Expediter’s formula for the 1949 fair net income act is unfair and ridicu- 
lous. No attention whatever is paid to the figures on the owners’ sworn income- 
tax returns. Not even the most rabid advocates of low rates for public utilities 
have ever dreamed of figuring net returns so low as does this plan of the Expe- 
diter’s. Under his method, no consideration whatever is given the value of the 
property and no interest on the mortgage is allowed to be used in calculating 
operating costs. 

Is it good for our Government to make millions of good, frugal citizens sub- 
sidize others who may be rich, indolent, or otherwise? That is what we are 
doing. Was it fair to single out owners and say to them: “Your net-dollar in- 
come shall be the same or less than it was in 1942, while all others shall have 
no limit on their incomes”? 

Today we help labor and farmers get higher than a free market price and let 
everyone else, except owners, sell their labor or products at the highest price in 
our history. If an owner leases to a renter willing and anxious to pay a fair 
price slightly higher than the frozen rental he is brought into the Federal court 
and tried for his great crime like a kidnaper, bank robber, or dope peddler. 
Does this sound like America? 
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WE MUST STOP UN-AMERICAN THINKING AND PROPAGANDA 


For the last 3 years the Housing Expediter’s office and his allied pressure 
groups have filled the records of the congressional hearings with the predictions 
of dire things that would happen if rent control was removed (mass evictions, 
riots, etc.). On checking the records, we find that many of these groups who 
were for rent control have been expelled from the main body because of Com- 
munist leadership. These Communists believed in socialized housing and were, 
and still are, desperately trying to carry on rent control. 


UNJUST LAW CONTINUES 


The proponents of this unnecessary, unfair, and un-American law know that 
it can only endure under a strong central-powered police state where recourse 
is far removed from those enshackled. 

These same groups cry out against the use of Federal injunctions to stop riots 
and civil commotion in labor troubles, but highly endorse reducing the dignity 
of Federal injunctions to that of parking arrest slips by requesting and getting 
Federal injunctions for petty overcharges of rent. It is hard to understand how 
these groups can insist on collective bargaining between labor groups and em- 
ployers and at the same time favor a law making it a Federal offense for indi- 
viduals to voluntarily enter into personal contracts on housing without the provi- 
sions, rules, and prices laid down by a Federal dictator. 

At no time has the Expediter suggested that an owner's net dollar income 
should give him the same purchasing power he had in 1942. At no time has he 
suggested that owners and renters (even the rich ones) be allowed to make a 
mutually agreed lease. He says he must protect the lower-income group, but 
actually he wants to control all housing. 


HOW LONG, O LORD, HOW LONG? 


Each year owners have suggested that vacancies being held off the market and 
those that come on the market be decontrolled. They have also suggested that 
all single occupancy dwellings or large dwellings that are not properly occupied 
be decontrolled, thus curing the maldistribution and the so-called shortage. These 
suggestions have all been vigorously opposed by the Expediter. Under the local- 
option rule, he has used every technicality to avoid having cities terminate rent 
control, but, in spite of him, over 40 percent of the 231 largest cities in the coun- 
try have freed themselves of his control. Twenty-four of these 231 cities have 
lost population but gained housing; nevertheless, they are among those still 
under Federal control. It is crystal clear that the Expediter has at all times 
been interested only in perpetuating himself. 


BEWARE OF THIS 


In spite of having the greatest amount of housing in the history of the country 
in comparison to its population, the Expediter’s present position is that we still 
need more but at a price lower than private industry can furnish it. This means 
that the owners of rental housing built before 1942 must continue to subsidize 
the renters (including the rich and indolent) until enough Government-owned 
public housing is constructed to give all the renters exactly what they desire at 
someone’s else expense. Few, if any, legislators in Washington could approve 
such a financially impossible socialistic housing plan. 


FREE ENTERPRISE—SOUND, LOGICAL LEGISLATION 


Legislators should carefully consider the dangerous evils of continuing this 
law. They should realize that people when in fear of shortage and rising prices 
will buy and store more than they need of food, clothing, household goods, appli 
ances, tires, and other articles that are consumed or quickly worn out. People 
will not buy or rent more housing than they need except when rent controls make 
it a rare bargain compared with the balance of the price structure. 

If these are serious times, and if we are honestly trying to unify the people 
in an efficient use of our labor and resources, Congress should kill rent contro), 
eliminate the Housing Expediter, and allow the people to mutually enter into 
free contracts on rental housing. This will automatically and speedily bring 
about a large extra supply of housing without the use of any new material 0! 
labor. What could be a more efficient manner of aiding in our defense effort? 
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Any fair-minded legislator will agree that the owners of rental property should 
have had the same position as all other citizens with reference to frozen incomes. 
Their rents should have been based on parity or the price index. 

Scores of cities that have had the greatest gains in population in comparison 
to their gains in dwelling units have been decontrolled for a considerable length 
of time. The Bureau of Labor Statistics have issued figures on many decon- 
trolled cities, and they show that rents have not risen to anywhere near their 
former relative position in comparison to all other items. 


RESULTS OF COURAGEOUS LEGISLATION 


The Expediter said publicly that it would be a miracle if rents did not double 
if controls were removed. The facts today show that he was trying to perpetu- 
ate himself by spreading fear. The courageous legislators who decontrolled these 
many cities have completely exposed and disproved the Expediter’s statements. 
Decontrol of these cities has brought about the following results: 

No sign of mass evictions, riots, ete. 

A modest increase in most 1942 frozen rents. 

No increase in many rents which had formerly had increases over the 1942 
freeze. 

A reduction in rents on many of the new and decontrolled units. 

Sharing of single occupied units by one or more additional people, creating 
thousands of vacancies for families, and actually reducing the rents of these 
individuals. 

Married couples without children vacated large apartments and moved into 
smaller ones vacated by single occupants, thus making available large rental 
units for Irge families needing them. 

Bringing back on the market thousands of rental units that had been held off 
because of rent control. 

No more begging, buying furniture, black market bonus, etc. 

The renewal of closer relationship between the owners and renters and the 
freedom to work out mutually beneficial matters without the interference and 
propaganda of the Housing Expediter. 

An increased value of the rental properties, thus justifying increased real 
estate taxes so badly needed by these cities. (Under rent control the small 
home owner has been taking most of the added tax burden, while the renter 
has taken none.) 

Thousands of apartments were vacated by tenants who could well afford to 
own property. When their rent subsidy terminated, they quickly bought homes, 
These vacated apartments were then available for those families who had to rent. 


CONCEIVED IN COMMUNISM, ENEMY IN WAR AND IN PEACE 


Rent control is an arch deceiver. It froze out the veterans and those who most 
needed rental housing. It turned class against class. It killed freedom of con- 
tract. It made honest renters and owners dishonest. It took ample housing 
and quickly created a great maldistribution to fool and confuse the American 
people and make them believe they had a true shortage. Rent control has 
been an enemy of our Nation in both war and in peace. 


Senator Moopy. Are there any other witnesses? If not, we will 
recess until 10: 30 tomorrow morning. 

ee at 3:50 p. m., the hearing in the above-entitled matter 
was recessed until 10 a. m., of the following day.) 
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WEDNESDAY, MAY 23, 1951 


Unirep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10: 30 a. m., in Room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Benton, Moody, Capehart, Bricker, 
Schoeppel, and Dirksen. 

The CuHarrman. The committee will be in order. 

Mr. Aarons, will you proceed ? 


STATEMENT OF ROBERT H. AARONS, GENERAL COUNSEL, UNITED 
PROPERTY OWNERS 


Mr. Aarons. If I may be permitted, Mr. Chairman, and the com- 
mittee, I have a brief statement now, and will submit additional mate- 
rial later. 

My name is Robert H. Aarons, 931 East Colorado Street, Pasadena, 
Calif. 

I represent the United Property Owners, which is a national non- 
profit institution with western offices in Pasadena, Calif. 

The following are the names of the organizations which are part 
and parcel of the United Property Owners Association : 


Altadena Property Owners Associations, Altadena, Calif. 

East Altadena Improvement Association, Altadena, Calif. 

Monrovia Property Owners Committee, Monrovia, Calif. 

Sierra Madre Property Owners Committee, Sierra Madre, Calif. 

Pasadena Property Owners Committee, Pasadena, Calif. 

West Hollywood Property Owners Association, West Hollywood, 
Calif. 

Burbank Property Owners Association, Burbank, Calif. 

Ben-ton-Way Improvement Association, Los Angeles, Calif. 

California Civic & Associated Business Groups, Los Angeles, Calif. 

Eagle Rock Property Owners Association, Eagle Rock, Calif. 

Covina Property Owners Association, Covina, Calif. 

Temple City Property Owners Association, Temple City, Calif. 

Arcadia Property Owners Association, Arcadia, Calif. 

East Pasadena Property Owners Association, Pasadena, Calif. 

Downey Taxpayers and Property Owners Association, Downey, Calif. 


League of Civic and Business Associations of Upper San Gabriel 
Valley, Calif. 
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Desert Hot Springs Improvement Association, Desert Hot Springs, 


Calif. 


The property owners and taxpayers associations are from the fol- 
lowing locations: San Bernardino, South Gate, Inglewood, Compton- 
Lynwood, Alhambra, Riverside, Whittier, San Clemente, Huntington 
Park, and Corona, Calif. 

_ Ihave a letter addressed to the committee from the property owners 
in reference to our being here today, which I would like to offer for 
the record. 

Che CuarrMANn. With no objection, it will be made a part of the 
record. 

Mr. Aarons. I will insert a letter here from the Berkeley-Benton 
Improvement Association. 

The Cuatrman. How long are you going to testify ? 

Mr. Aarons. Three or 4 minutes, Senator. 

ne : , hae 

The Cuatrman. Why do you not read that letter? I notice it is 
short, and you say you are only going to testify for a short time. | 
think it should be read. 

Mr. Aarons (reading) : 

UNITED PROPERTY OWNERS, 
Pasadena, Calif., May 21, 1951. 
Unitep STATES SENATE BANKING AND CURRENCY COMMITTEE, 
Senate Office Building, Washington, D. C. 

HONORABLE Sirs: This is to confirm telephonic requests that your committee 
in its consideration of Senate bill 1397 hear personally our representative and 
general counsel, Robert H. Aarons. 

Ours is a “grass roots” organization, representing some 27 separate organiza- 
tions. They are growing by leaps and bounds and we consider it no less than 
our plain duty to help make America ever yet greater. This we believe can best 
be done by keeping our middle-class citizenry strong and devoted to our best 
traditions. 

We appreciate your courtesy in giving our representative and spokesman a 
sympathetic and considerate hearing. 

Respectfully, 
UNITED PROPERTY OWNERS, 
ISABELLE STEELE, Secretary 
(Pursuant to crder of the Board of Directors). 

Gentlemen, we are opposed to rent control in any form. We believe 
that, first of all, the record and the exhibits which I have here with 
me at this time, and which I will submit now, and some others which 
I will beg leave to submit at a later date, will show that we have a 
surplusage of rental units. 

I will admit for the sake of argument that we have not got a super 
abundance of, say, five-room fully improved dwellings at perhaps 
$25 a month, but at a reasonable price we have a surplusage of 
dwelling units. 

The Cuarrman. We would be glad to have you file whatever you 
want to file in the record, and without objection, whatever you wish 
to file will be made a part of the record. ; 

Mr. Aarons. All right; I will submit the letters, and I submit « 
copy of the Los Angeles Times of May 16, 1951, and I would like to 
call to your attention the Congressional Record of Monday, March 5, 
1951, recording the proceedings of Monday, January 29, 1951, at page: 
A1217 and A1218, at which time our organization recommended « 
system of voluntary controls, and at which time we embarked upon 
a program of getting statistics together in the event that this Congres- 
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is called upon again to consider such legislation. As a result of these 
efforts, and in connection with which we had no cooperation with 
the national administration at all, even though we advised them fully 
of our program, we have found on this impartial survey that there 
was in none of these areas, covering most of southern California, any 
shortage of rental houseing units at fair and reasonable prices. 

We submit that we can best take care of the entire housing sit- 
uation on a local basis; that each locality can well determine its 
need for any regulation. 

Senator Capenarr. May I ask a question, Mr. Chairman? 

The CHarrMan. Yes. 

Senator Caprnartr. Do you feel that we should extend the 1950 
Defense Production Act, which controls all prices, wages, and all 
other things? 

Mr. Aarons. No; we do not. 

Senator Carenarr. You think the act ought to expire on June 30? 

Mr. Aarons. Yes; that is our feeling. 

Senator CareHarr. You think we should have no controls on prices, 
or no control on wages ? 

Mr. Aarons. That is correct. 

Senator Carenartr. And of course the other features of the bill you 
feel possibly should be extended ? 

Mr. Aarons. That is right, Senator. 

Senator CareHnarr. But you want no price control on anything in 
the United States, and you want no wage control ? 

Mr. Aarons. That is right. We feel that it is not efficient. We 
feel that in a free economy we get the best production, and the fair- 
est to all the citizens. 

The Cuarrman. What about credit control? Do you think that 
ought to be done away with, too? 

Mr. Aarons. On credit control, as far as reality is concerned, we 
feel from our knowledge of financing in our part of the country that 
that can well be taken care of priv ately. 

Senator CareHartr. Do you feel we ought to extend credit controls 
on durable goods like automobiles, radio, television, washing 
machines ¢ 

Mr. Aarons. We do not think so. 

Senator Carenart. They ought all be eliminated ? 

Mr. Aarons. I think so. 

I might say, if I may, for the record, that that is my personal 
opinion, because I can only speak on behalf of these organiza- 
tions 1n 

The Crairman. I understand you appear for those organizations 
on rent control, but it is your personal opinion that all controls ought 
to be done away with? 

Mr. Aarons.. That is my personal opinion, Senator. 

The Cuairman. Are there any further questions, gentlemen ? 

You might give the young lady whatever you wish to put in the 
record. 

Mr. Aarons. All right. And may I submit at a later date a more 
detailed prepared statement as to our views, and evidence ? 

The Cuaimman. That is all right at a later date, but you had better 
not make the date too late because we are going to try to finish these 
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hearings on the 7th of June. We will have to have the hearin 
printed in order to write up whatever bill we might write up within 
2 days after that. 

Mr. Aarons. Yes. I would like again to refer to this statement 
in the Congressional Record which I mentioned, and which states our 
views. 

The CHarrman. Do not wait too long. 

Mr. Aarons. Oh, no, Senator, I will be back to the west coast within 
a week or less, and I shall prepare these documents and send them on. 
Thank you very much 

(The letters and material referred to by Mr. Aarons follow :) 


BERKELEY-BENTON IMPROVEMENT ASSOCIATION, 
Los Angeles, Calif., May 17, 1951. 
Mr. Rosert H. AARons, 
General Counsel, United Property Owners. 

Dear Mr. Aarons: Upon notice of your going to Washington to testify against 
enactment of further control of private property by the Federal Government 
under a so-called rent-control law, I hereby authorize you to speak against such 
a measure as I have been given blanket authority to do so myself. 

Since we have had decontrol in Los Angeles more income property is available 
as a great amount of rentals had been taken off the market because the owners 
lost less by leaving them locked up than by renting at a low figure. Decontrol 
has also brought down the rates on new units for which there was_no ceiling. 

It is the old law of supply and demand making itself manifest in a renter’s 
market. We have to advertise more to get desirable tenants, but we can get rid 
of those who are undesirable. 

That is what I mean by property control. 

Sincerely yours, 
PATRICK J, CORCORAN, 
Secretary-Treasurer. 


CALIFORNIA ASSOCIATED CIVIC AND BUSINESS GROUPS, INC., 
Los Angeles Calif., May 17, 1951. 
BANKING COMMITTEE OF THE UNITED STATES SENATE, 
Washington, D. C. 

HONORABLE MEMBER: This letter is directed to your committee as being the 
proper body to hold hearings in connection with proposed legislation for reenact- 
ment of the Rent Control Act, according to my best information. 

I am hereby authorizing Mr. Robert Aarons, general counsel of the United Prop- 
erty Owners, to protest on behalf of the civic and business groups against further 
extension of the Rent Control Act or the enactment of a new law. 

My contacts in southern California indicate no shortage or prospective shortage 
of housing of any kind at a fair rental, and the number of vacancies listed in every 
paper that I read and the number of pieces of income property for sale show that 
it is no longer a landlord’s market. 

Sincerely yours, 
EvLiery G. McCiune, 
State President. 
ArTHUR W. Cozap, 
President, Los Angeles County Division 


List OF NEWSPAPERS OF SOUTHERN CALIFORNIA 


Pasadena Independent Redondo Daily Breeze 
Whittier News Alhambra Post-Advocate 
Temple City Times Glendale News-Post 
Areadia Tribune-News Los Angeles Times 
Pasadena Star-News Burbank Daily Review 
Monrovia News-Post 
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(Numerous newspaper advertisements submitted by Mr. Aarons 
were placed in the files for the information of the committee. ) 
(The following was later received for the record :) 


CoNTINUING THE STATEMENT OF Rospert H. AARONS BEFORE THE BANKING AND 
CURRENCY COMMITTEE, May 23, 1951 


Mr. Chairman, and honorable members of the Committee on Banking and 
Currency, in accordance with your consent given me by your committee at the 
time of my appearance before you on May 23, 1951, I respectfully continue as 
follows: 

The reports of the executive board of the United Property Owners. (consisting 
of some 28 separate affiliate citizen organizations, the names of which I testified 
to before you previously, and which organizations have principal headquarters 
in the counties of Los Angeles, Riverside, Orange, and San Bernardino) cover 
the rental conditions in the major portions of southern California. They indicate, 
as the exhibits previously submitted by me as samples, that ample vacancies of 
varied price and types, ranges exist in all these areas. Reports from other parts 
of California and other sections of the country tend to establish the fact that no 
housing shortage prevails. 

I have stated that it is very likely that fairly modern five- or six-room houses 
and apartments in well populated centers at a rental of some $25 per month may 
not be plentiful. But rental offerings at such prices would indicate depression 
conditions—and who would want to go back to such a state of affairs. 

It should be noted that there has been an increase in the number and percen- 
tages of people who own and live in their own homes, and likewise there has been 
a decrease in the:average numbers of persons living in rented apartments or 
houses. These figures have been submitted to you and there would be no purpose 
in encumbering the record with a repetition thereof except this one reference. 
It has been well established that for the Nation there has been a population 
increase of 14 percent since 1940 and for a like period, an increase of 23.6 per- 
cent in housing units. There exists some 3.2 million vacancies as against 244 
million in 1940. Surely, therefore, one may not properly maintain that an “acute 
shortage of housing, particularly rental housing, in many parts of the country” 
exists. (The word “many” should be underlined. ) 

Your attention is again respectfully called to the fact that under the so-called 
administration bill, the President or his appointee could ‘‘adjust” rents down- 
ward to the 1942 level. I believe that none of the members of this committee 
would desire such an occurence but the passage of this bill would surely make 
that possible. Previous experience with the Office of the Housing Expediter of 
individual owners of a few rental units leads to the conclusion that that event 
would be highly probable. 

In all areas in which our associate members function (all self-decontrolled) 
there has been no great upset or upheaval. Average increases were about the 
same as that of other areas—about 11 percent. However, the greatest gain 
was that of the improvement of the relationship between landlord and tenant 
and improvement of both the appearance and utility of rental units. 

May we respectfully call your attention to our proposed program set forth in 
the Congressional Record, pages A1217—-1218 of March 5, 1951, reporting pro- 
ceedings of January 29, 1951. 

This proposal was made to the President, who chose not to reply and to the 
Economie Stabilizer who while expressing approval nevertheless gave it no aid. 

However, as a result of this program, it was learned that in the areas of our 
28 affiliate organizations there were less than 50 complaints of alleged unfair 
rent increases. 

We suggest that this indicates either self restraint and conscionable conduct 
on the part of landlords or an abundance of suitable and readily available rental 
accommodations, or both. 

There has been ‘an ever-increasing fear on the part of many people that with 
the passage of a new rent bill, rent control would become perpetual. This would 
mean controls for the sake of controls—a most undesirable prospect—not even 
openly advocated by the most ardent rent control supporters. 

I believe that there does not exist in this country today a “widely” scarce 
condition, concerning rental property which justifies legislation on a national 
basis on this subject. The individual States have had ample opportunity to 
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enact “enabling legislation” to permit cities within their boundries to establish 
controls where, when and if necessary. 

If a few cities in the Nation find it expedient for one reason or another to 
impose rent controls (a proposition to which we cannot subscribe), the rest of 
the Nation ought not to be made to foot the bill or be burdened and fettered by 
restraints of a nature heretofore generally characterized as obnoxious and 
abhorrent to be enacted only as a matter of sheer necessity. 

On behalf of the above-mentioned associations composed of reputable citizens, 
I respectfully request a negative report on this presently considered proposed 
rent legislation; and on their behalf and mine, [| make this expression of ap 
preciation for patiently hearing and giving thought to my plea. 

The Cuarmman. The next witness is Mr. Russell, of the National 
Apartment Owners Association. 

Mr. Russell, will you come up? 

Will you proceed in your own way, Mr. Russell? Do you wish your 
statement to be made a part of the record? Do you wish to highlight 
it tor us? 


STATEMENT OF WILLIAM W. RUSSELL, CHAIRMAN, LEGISLATIVE 
COMMITTEE; ACCOMPANIED BY PAUL C. BLAIR, ASSISTANT, 
NATIONAL APARTMENT OWNERS ASSOCIATION 


Mr. Russet. That is right. 

The Cuarrman. Without objection, it will be made a part of the 
record, and you may proceed in your own way. 

Mr. Russeww. I have here on my right Mr. Vanderslice, who will 
help on the hotel situation, as I am not too familiar with that. He is a 
inember of our organization, representing the Residential Apartment 
Owners Association. 

The Cuarrman. I just want to keep the record straight. He is not 
from the American Hotel Association ? 

Mr. Russet. No; that is entirely different. Also Mr. Paul Blair 
is assisting me. 

The Cuarrman. If there is anything you wish to highlight at any 
time, that is entirely agreeable. 

Mr. Russett. Thank you very much. 

I think I will just go through the report and call your attention to 
specific things within the report. 

On behalf of the National Apartment Owners Association, Inc.. 
its affiliates and local associations, representing a large percentage 
of both small and large owners of rental residential property in this 
country, we wish to urge that title IV-A of the Defense Production 
Act be deleted therefrom in its entirety and that Congress abolisl 
Federal rent control. 

We believe without rent control that— 

1. Actual housing needs in any community can be more readil) 
ascertained and can be more readily met. 

2. Tenant-owner relations are better. 

3. Property is maintained better. 

4. Tenants’ homes and apartments are kept better. 

5. Rents are slightly higher, but living conditions are correspond- 
ingly better. 

i. More vacant apartments appear for rent. 

7. Large units become available for large families. 

8. Single houses are offered for rent, rather than offered for sale. 
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9. Private capital returns to the rental housing field and new 
rental units are constructed by private enterprise. 

10. Cities will shelter more people without rent control. 

Rent controls do not provide more homes or better homes. On the 
contrary, rent controls provide just the opposite on both counts. 

The rent picture today: We can plainly see in the American of 
today how the mere presence of rent control during the past 5 years 
has suggested more and other controls, has influenced the thinking 
of our people and, in some instances, has already affected our economic 
structure. It is begining to interfere with many parts of our 
economy. 

For example, taxes. Where rents are frozen, the assessed value 
of such property is frozen. The cost of local government is rising 
and cities are hard-pressed for new revenue. C onsequently, the home 
owner is overassessed to gain additional revenue. Thus, the tax load 
shifts. It is no longer fairly divided between the tenant family and 
the home-owning family. Rent control, wherever applied, is costing 
the home owner real money. Fifty-three percent of our people who 
own and live in their own homes are affected. 

The CuatrmMan. In other words, in Chicago, or wherever it is, they 
increase taxes to people who own their own homes, because the rental 
properties are frozen so they do not raise the assessment ? 

Mr. Russet. That is true. Roughly, the assessors use a multiple 
times the gross income as assessed value. It does vary from that. 
In Boston they use five times the gross income. If the gross income 
is not increased, the five times is not increased, the assessed values are 
held down and the load is shifted to the home owner. 

The CuatrmMan. As far as I can remember, that is the first time 
that has been brought up before this committee. This is a serious 
situation with 53 percent of the people who own homes. If assess- 
ments are raised because they will not raise taxes on rental property, 
because rents are frozen under the rent ceiling. That is the first time 
that point has ever been brought up. 

Have you got any figures on tax assessments—I do not question 
what you say, but I mean to substantiate that situation in Chicago? 

Mr. Russe.y. Not in Chicago, but I have in Boston. In Boston— 
I come from Boston—we have talked to the mayor, for instance, each 
year and explained to him that our rental incomes are frozen, and 
therefore we cannot have an increase in assessed value. He has 
agreed, and he has called the chairman of the assessors down and 
talked it over with him in our presence, and both have agreed that 
the assessed value should not be increased, so long as the rents are 
frozen. 

The Cuarrman. In other words, any additional cost of government 
has got to be borne by home owners ? 

Mr. Russe. It has got to be borne some other way. Our assessed 
values have not been raised, we have a lot of property in our own 
office, and I know the assessed values on those properties have not 
been raised. 

The Cuamman. They have raised assessed values on persons own- 
ing their own homes ? 

Mr. Russev. The assessed value; yes, sir. 

The Cuarmnman. The assessed value is what taxes are based on, 
after all. 
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Mr. Russeti. That is what the rate is based on, that is right. I 
want to mention for a moment who owns these properties. 

Of the 47 percent who rent their homes, 37 percent of these live in 
single-family dwellings and 39 percent live in 2- to 4-family units. 
The balance, 24 percent, live in structures containing five or more 
dwelling units. The ownership of all these properties represents ap- 
proximately 10 million landlords made up of all types of people from 
all walks of life. These owners include such people as the members 
of your family, doctors, lawyers, statesmen, teachers, white-collar 
workers and laborers. As a matter of fact, in speaking before owner- 
groups, I have found that a very large percentage of union members 
1ave invested their savings in rental housing units, rather than other 
forms of investment, and are bitterly opposed to rent control in any 
form. 

The thought has been expressed by the Expediter in these hearings 
that rents must be held down because the income of 28 percent of our 
people is $2,000 or less. Professor D. Gale Johnson, of the University 
of Chicago’s Department of Economics, made an exhaustive study of 
this problem and has written a revealing article called Rent Confrol 
and the Distribution of Income. He came to the objective, unbiased 
conclusion that there is no difference in the economic position between 
tenants and landlords and that landlords do not occupy any preferred 
financial position over tenants, as sometimes intimated. Neither do 
tenants occupy a preferred position over landlords. There are just 
as many landlords with incomes of $2,000 and less as there are tenants. 
Consequently, there is no reason why one group should be forced by 
its government to subsidize the other. 

The Census Bureau has completed its survey on housing and popu- 
lation for 1950 and the report shows that while the population « 
increased 14.5 percent since 1940, housing units have increased 23.6 
percent, with new construction and conversions accounting for 81 
million new homes. Total number of dwelling units now stand at 
45,875,000. 

Back in 1940, we considered ourselves well-housed when there were 
2.5 million vacancies to choose from. We now have a 3.2 million va- 
cancies. We can, therefore, confidently assume that Americans are ex- 
ceptionally well-housed today—better-housed than any other nation 
in the world, past or present, and better-housed than this country it- 
self has ever been before. A detailed report of these conditions, based 
on the census figures, has been prepared and is attached as exhibit A. 
It shows population trends and housing units available by States, and 
by representative cities in each State. I think they have done it very 
fairly, and it shows in every case that the housing units have increased 
faster than the population, and the population is better off, housing- 
wise, than at any other time in history; better, I should say, than in 
1940, which we can assume is better than any time in our history. | 

Each year since the war, the administration has demanded that rent 
control be renewed, expanded, and strengthened. Among the reasons 
advanced are the following: 

1. A terrible housing shortage exists, We have just explained that. 

2. Rents would double or triple if controls were removed. They 
have increased 11 percent on the average. 

3. Landlords would be ruthless in evictions. We have studied 
court records, and we find the highest percent of eviction at any time 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1447 


was while rent controls were on. That is brought about by the fact 
that people buy houses and evict the occupant in order to get a place 
to live in themselves. Landlords very rarely evict tenants. 

4. It would add to the inflationary spiral. 

Well, 10,000,000 of the units out of 16,000,000 that have been de- 
controlled has not added materially to the inflationary spiral. Rent 
is only a small part of the increased cost of living. 

5. It would cause riot, chaos, and bloodshed. 

We have never seen a case of that, and the experience of 7 States 
and nearly 1,000 cities completely decontrolled—and seven more States 
almost completely decontrolled—prove that these were scare stories 
designed to frighten the public into demanding a continuation of rent 
control, and were not based on facts. 

The Cuamrman. Have you given any thought to what might be de- 
clared critical defense ateas with the movement of workers in the 
late fall if we should have any rent control, because of the shortage 
of housing, because it has been testified here before the committee 
that the housing construction program is falling off materially. The 
mortgage bankers, for instance, yesterday said ‘that, and I think the 
Bureau of Labor Statistics reports for May will show the same thing, 
and when fall comes there will be a lot of places declared critical de- 
fense areas. How will we take care of those? 

Mr. Russevut. The Expediter used an example of moving a plant 
into an area bringing in 8,000 workers to a city with 4,000 population. 
Now, it is obvious that a city of 4,000 population could house only a 
mere handful of 8,000 new people coming in. It could house, pos- 
sibly, some single people as roomers, so it is obvious to us that if you 
have a program where 8,000 people are going to be employed in a 
plant that you should locate the plant possibly near a large city where 
most of the help would come from that city and are already housed. 

The Cuarmman. Of course the reason for the Government trying 
to relocate some of these plants other than in the large, congested areas 
of America today is not only because of congestion in those areas, but 
also to aid in the decentralization of industry. 

Mr. Russexx. In that case, we feel if you are going to build a plant 
for men to work in, the thing to do is build houses to live in. You 
must do that anyway. The little town will not help you; housing- 
wise you are not going to get additional housing there. 

Along with construc’ tion, very definite plans should be made to build 
houses if you are going to move families to that area. 

The CHamrman. That is what the Government did not want to do. 

Mr. Russet. We want private enterprise to do it. 

The CuarrmMan. But private enterprise will not do it, either. 

Mr. Russetxi. You cannot house 8,000 families in a city of 4,000. 

The Crarman. Now we are up against the situation, from what 
the mortgage bankers say. With Government bonds going down, 
portfolios are getting larger and larger. Only yesterday, a gentle- 
man from New Jersey said that the East was the last section to feel 
it because they have better financing arrangements. We certainly 
do not want the Government to build another large project like the 
Manhattan project when it is so hard to get mortgages on housing. 
The Chairman of the Federal Reserve Board said he thought it would 
be extremely hard to get mortgages on what they expected to build. 

Mr. . Russe 1. Would it not be} possible to release financing on these 
areas 
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The Cuarrman. I am just telling you what has been testified here, 
what I have been told. I am trying to grasp some thought as to 
what to do. I certainly do not want to see the Government build 
another Manhattan project or city under Government control. Here 
we have a situation where the FHA has not much money left. 

Mr. Russeit. Are you planning on these factories as something 
permanent, or something temporary ¢ 

The CHarrman. I should think the Government will build a lot 
of permanent factories. The Government is either going to finance 
them, or by indirection 

Mr. Russexi. I see no reason why a bank would not loan money 
on a house near a factory, providing that factory is going to stay 
there. 

The Cuarrman. I do not know the answer, that is why I ask you. 
I am telling you what the mortgage bankers who testified here have 
said, that it is awfully hard to finance these houses, because of Go\ 
ernment bonds going down, and people being unwilling to buy mort 
gages at 4 and 41% percent. I am trying to find out the answer. 

Mr. Russet. What has happened in Boston is that the interest rate 
has gone up about half of 1 percent on mortgages since this situation 
has come up. We used to place mortgages at 4 percent. We can stil! 
place them at 44%. We have no difficulty at all, so I think the financ- 
ing can be arranged very easily. 

The Cuairman. Those are on new construction ¢ 

Mr. Russexu. Yes. We have a program in our own office now 
where we are financing a new area that has about 75 new houses going 
up, and that is being financed entirely by a savings bank, and houses 
are going to be built over the next year, beginning immediately. 

The Cuarrman. I am all for private people to do it. I think you 
will agree with me that some place like New Mexico, where there are 
large atomic energy installations, there are not going to be large 
permanent installations, and you would not expect private enterprise 
to do that. 

Mr. Russeiu. Rent control would not help that situation; if you 
put rent control on this little city of 4,000, that will not help finance 
the new construction. 

The Cuaiman. I did not suggest that. I am just groping as to 
what we can do. We are quite concerned with the situation that has 
occurred with the bond market going down, and since the Chairman 
of the Federal Reserve Board stated he thought mortgages were going 
to be very hard to sell, and the mortgage bankers yesterday said thie 
same thing. They said New Jersey was still fairly well off, and of 
course New England would probably be, too, but the other sections. 
with more rural areas without the big insurance companies such as 
you people have are quite hard hit to find people to buy a mortgage. 

Mr. Russet. The South and West has grown faster than we have 
in New England. _ I know there is a lot of Boston money going down 
to finance these projects. 

The Cuarrman. That seems to have dried up. 

Mr. Russeuu. I think it could be made available to finance these 
houses. 

The CuatrMan. I hope so, so the Government will not have to build 
them. 

Mr. Russeiy. Yes; I hope so, too. 
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To answer the reasons advanced for rent control on page 700 I 
would like to state: 

1. The Census Bureau figures show that there is no housing short- 
age. If anything, there isasurplus. To substantiate this, I call your 
attention to exhibit A, attached. 

2. Rents advanced after decontrol about 11 percent rather than 
double or triple as alleged. 

3. Court records prove that evictions are higher under rent control 
than at any other time. 

4. Ten million out of sixteen million units have been decontrolled 
without any apparent effect on the inflationary spiral. 

5. There never has been a case of riot, chaos, or bloodshed. 

Instead, under decontrol more apartments have been made available 
for occupancy, a better tenant-landlord relationship has been estab- 
lished, and while tenants pay slightly higher rent, landlords spend 
this increased rent—and sometimes considerably more—in maiden 
improvements on their property. 

In short, it has become abundantly clear that rent control has been 
continued for political rather than economic or housing reasons. Last 
year, letters from the mayors of some 50 cities, acknowledging their 
complete satisfaction with decontrol of their communities, were pre- 
sented before these hearings. Of particular interest was the testi- 
mony given before the Banking and Currency Committee of the 
House by Mayor Savage, of Dallas, Tex., a city, along with many 
others, which the expediter refused to decontrol. A copy of Mayor 
Savage’s statement is attached, as exhibit C. 

The National Apartment Owners Association respectfully calls the 
attention of your committee to some of the provisions of the proposed 
bill to extend rent control for two more years and implications con- 
tained therein. 

Section 452 gives the President the right (1) to establish and main- 
tain maximum rents; (2) gives the President the right to control areas 
not now controlled; (3) eliminates local option; (4) controls all 
privileges, services, furnishings, and facilities; (5) gives the President 
the right to control and recontrol. 

Taking these provisions as they appear, I would like to call your 
attention to item 1—the President’s right to maintain maximum rents. 
This, as you know, involves endless petitioning on the part of the 
owners. I doubt if 10 percent ever get in to petition for an increase. 

The Expediter has previously testified that he has used every induce- 
ment, and he still cannot get owners to file petitions; it would be 
physically impossible to faithfully process all these applications if 
they were filed, so that you are going to bring up a situation that the 
small owners have been complaining about for the last 8 years; they 
are ——s on the same income they had in 1934 or °35. Everything 
else has gone up. We have a chart here between pages 8 and 9, 
showing the relation between wages compared with rents. This top 
chart starts in 1860, showing the relationship of increase of wages and 
rents. 

The second chart shows the purchasing power of rents compared 
with purchasing power of wages. The purchasing power of rents 
has gone down continuously from 90 to 62.7, and the purchasing power 
of wages has gone up from 60 to 155.8. 
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2. To control and recontrol is to go back on a solemn pledge made 
by this Government to the American people. 

3. To deny local option is to deny State’s rights. ‘This clause would 
set up an all-wise, i dendiiinnas all-powerful Federal Government to 
specifically prevent local citizens from determining their own desti- 
nies. This attacks the basic, fundamental principles of our constitu- 
tional Government. To eliminate local option is to tell the people 
back home that Washington is to decide-what is good for them, 
whether they like it or not. It is to deny them the right of self- 
determination on rent control—the one small bit of local control in the 
present law. 

4, There is no question but that clause No. 4, controlling all services, 
furnishings, and facilities, will slow down improvements to United 
States living conditions by discouraging owners to install improve- 
ments such as television, washing machines, dish washers, services, 
furnishings, furniture, and facilities connected with the pleasure and 
convenience of family life. 

We are considering installing television antennas in apartment 
houses, a master antenna that can be installed on a big apartment 
house, with one antenna to supply all the people in the building instead 
of a mass of antennas for the individual users. 

Now we can’t do a thing about that unless we get the approval of 
the OHE. It so happens, if you buy a television set, in the sale price 
there is a charge of $60 to $75 to include the installation of an antenna. 
Now an apartment-house owner could have a master antenna installed 
at about that price per unit, and, if any tenant wanted to use it, he 
could charge that much, so, at no additional cost to the tenant, he 
could have a permanent antenna on the roof to take care of them all. 
It is a properly balanced system, thereby giving better reception than 
individual antennae. He can’t do that unless he goes through the 
OHE and gets their permission. It has nothing to do with rent; it is 
entirely new; tenants don’t have to take it unless they want to, many 
won't take it, and I must admit that the owners feel they should not 
be obliged to go to the OHE to get permission to charge the nominal 
fee that is being charged anyway by others to give these services. 

The CuHatrmMan. I don’t see why you can’t charge a service charge for 
putting in an antenna. You couldn't raise the rent; I can understand 
that. 

Mr. Russexzt. The tenant takes the service if he wants it; that is all. 

The CHarmman. Why can’t the tenant pay for the service, if he 
wants it? 

Mr. Russetu. They could, if OHE allowed it. You must go through 
OHE to get permission to use this service and charge for it. 

The CHarrman. I don’t see where television has anything to do 
with rent control. 

Mr. Russevt. They insist that it has. These are some of the nuis- 
ances in these bills. 

The Cuatrman. Do they do that in Boston? 

Mr. Russet. They do it everywhere. In that connection, I don’t 
see why it is necessary when you petition OHE for increases in rent 
that you have to list.all of your tenants, and the value of your property, 
and post all that in your front hall so all the tenants can see it, and all 
your competitors can see it before the OHE will process a petition, 
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giving all the private information to the world, and your tenants to 
see; but we do have to do those things. 

We have tenants; where there-is a difference in rent, who read.the 
list, and say, “I have been paying more rent for the last 10 years than 
Mrs. Jones; now I want an adjustment.” 

Those rents are frozen that way, and we couldn’t do anything about 
it. We expose all that information and have all the tenants coming in 
and wanting readjustment because we are compelled to post all that 
information in the front halls of our apartment houses at the time we 
petition for an increase. 

We tell our competitors what our value is, all of our expenses, heat, 
light, insurance—our whole business is posted in the front halls of our 
apartment houses for weeks. 

The final provision places dictatorial powers in the hands of a 
few men—the local rent directors—whose salaries as you know, are 
directly proportionate to the number of units under their control. 
You may recall that following World War II, in February 1946, there 
were 470 rent areas throughout the country. Within the next-year and 
a half, this number almost doubled before Congress interceded and 
reversed the trend. This happened, mind you, during a peacetime 
economy. 

The Expediter has expressed the thought that owners can sell their 
property at any time and double their money. This may or may not 
be true. It depends on the type of property and also on when and how 
the property was acquired. For instance, let’s assume two owners, 
back in the mid—1920’s, purchased identical single houses for $20,000 
each. 

One man paid all cash for his; the other borrowed $12,000 on a first 
mortgage. When the depression came along, the man with the mort- 
gage ‘fell behind in payments and the bank foreclosed. The bank now 
owned his house for $12,000. In 1935, the bank sold the property to a 
new owner for $10,000, taking a loss of $2,000, as was frequently done 
at that time. This established $10,000 as the market value of both 
houses. 

After inflation prices set in during the forties, the foreclosed house 
was eventually sold for $20,000, giving the owner who purchased from 
the bank a, $10,000 profit. The first piece of property never changed 
hands and no profit was realized. Since only 43.6 percent of all prop- 
erties have mortgages and since all mortgages were not foreclosed, this 
kind of profit is the exception rather than the rule. I wish it were the 
rule. 

The Housing Expediter has been using 1942 as the basic year for 
computation, "To protect the landlord, he has tried to increase rents 
sufficiently to maintain his 1942 net income level. To protect the 
tenant, he has tried to hold rents down so that the owners net would 
not exceed his 1942 net income. He has never tried to give the land- 
lord a fair return on investment. He has never worried whether or 
not the landlord was making or losing money. His main objective 
was to maintain the 1942 net, whatever that net annette to be. 

The trouble is, this base was not normal. It was far too low. From 
the late twenties to the depression years of the mijd-thirties rents fell 
off about 40 percent. These depressed rents were still in effect when 
the freeze date in 1942 came along. There was very little change in 
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rents until the 15-percent voluntary increase was allowed in 1947. 
The 1942 basic rates for rents are actually the depression rent rates 
of 1934-35, with only slight modification in isolated cases. 

For instance, my own office manages 80 pieces of property ranging 
from two-family houses up to a large apartment of 100 units. We 
have maintained almost exactly 6 percent net income before deprecia- 
tion on our book value since 1942. This income has barely allowed 
us sufficient funds to service the mortgage. As a result, we have spent 
less than one-third the amount we should have spent on repair and 
maintenance. 

To have maintained our property as it should have been maintained, 
the entire 6-percent profit should have been used and there would 
have been no money left for mortgage purposes. As it was, nothing 
was set aside for depreciation. These buildings have been 100 per- 
cent occupied and I believe, in all modesty, well managed. I have 
anaes results with many other owners and there are very few 

buildings which have fared better. The small owner certainly has 
done far worse. In millions of cases he has received little or no net 
income at all and often operates at a loss. 

Control strings have been kept far too tight. In order to supply 
the demand for those who choose to rent, investment in rental housing 
must be at least as attractive to the 10,000,000 owners in this Nation 
as other forms of investment. And this can only be accomplished 
in a free market. For every three people who invest their capital in 
the stock market, two invest their savings in a housing unit for rent. 
In the best interests of those who would rent, we must be very careful 
not to discourage those who supply rental units. The only alternative 
is for the Federal Government itself to supply the rentable housing 
units. 

As things stand today, rents are still 10 percent lower than they 
were as a 1920-29 average, while family income is twice as much. 
The Bureau of Labor Statistics Price Index places fuel and electricity 
at 144.2; apparel at 203.1; household furnishings at 210.7; food at 
226.2; rent at 134.7. 

Ten years is a long time to be shackled with rent control. Our 
friends in Europe find to their sorrow that the longer they remain 
under rent control the more firmly it becomes planted in the economy 
and the more difficult it becomes to remove it. 

In a special report issued by the Economic Cooperation Adminis. 
tration and dated January 1951, “Housing construction in the coun- 
tries participating in the European recovery program,” page 7 turns 
a spotlight of truth upon the situation in Austria today. I quote: 

The greatest barrier to construction is the lack of financing. Rents are being 
held at an artificially low level by rent-control laws so that there is no incentive 


to private capital to invest in rental housing. It is not politically feasible now 
to raise rents to the point where private builders would be interested. 


Also, this same pamphlet on page 10 states: 


The French housing program has been operating under the serious handicap 
of the rent laws. Since World War I, a succession of laws held rents to levels 
which, at present money values, offer no incentive to private enterprise to build 
rental housing. In fact, in many instances, property has been permitted to fa!! 
into disrepair, unless maintained by the tenant, because the income yielded to 
the owner has not warranted his incurring maintenance expenses. Rents have 
not increased nearly so much as prices of other goods and services in the period 
since World WarI. * * * Asa remedy, the Government passed a rent law, 
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effective January 1949, which provides for an increase in rents of about 300 
percent over a period of 4 years. 

Are we heading in the same general direction as Europe? It looks 
that way. The rental housing industry in America has been one of 
the greatest industries in this country from the point of invested 

capital. It has performed a great service to our communities. Its 
very future is at stake. 

Another striking example of the effects of rent control is the case 
of a man who bought a house in the thirties for $5,000 as an invest- 
ment. He rented it for $50 a month. This was at a depression price 
and depression rent. The yield was about 6 percent. He expected 
the property to increase in value and to receive a higher rent when 
the depression was over, but was caught in the rent freeze of 1942. 

His costs increased. His income did not. 

The house became vacant after the war. A GI with his family 
looking for a house to rent, for which he was willing to pay $75 per 
month, found this vacant house. The owner was losing money at $50 
per month rent, but was willing to accept $75 per month. This the 
GI was willing to pay. The OHE, however, would not allow the 
rent to be increased to $75. Consequently, the owner sold the house 
to the GI for $10,000, then invested the proceeds. He now has a pay- 
ing investment without the trouble that accompanies the ownership of 
controlled housmeg. 

The owner, not wishing to sell, was forced to sell. The GI, not 
wishing to buy, was forced to buy. The GI's rent is now $100 per 
month. He could have rented it for $75 had it not been for the oper- 
ation of rent controls. 

Senator Bricker. Of course, part of that $100 is taking down his 
mortgage. 

Mr. Russex. That is right, but we have a peculiar situation there, 
too, Senator. He gets buried with a very heavy carrying charge, with 
a high mortgage. The Government has given the chance to borrow 
money, so he has a high mortgage. Many of those boys consider they 
are paying rent, which has gotten them in a very weak financial con- 
dition, and many of them consider that they are paying rent, and if 
times get tough, they feel that they can walk off and leave those 
properties and disregard any equity they may create. That is not 
true in every case, but we have a lot of that sort of thing. It is an 
unhealthy condition that could have been solved by giving the GI a 
chance to rent that house in the first place for $75, which he would 
have been pleased to pay. 

All this was brought about by the interference of OHE in the nor- 
mal affairs of business and, mark you, no additional housing was added 
by the process. On the contrary, one housing unit was withdrawn 
from the rental market. Nearly two million units have been with- 
drawn from the market in this manner, and the process is still going 
on. It will not and cannot be stopped, so long as we have rent 
control. 

To enable the veteran to buy his home, since OHE would not make 
it profitable for the owner to rent him one, the next step was for the 
Government to provide easy credit terms. This, in itself, has a 
tendency to raise the price the forced purchaser must pay. This 
brings about a large group of unwilling owners with very thin 
equities. 
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We now hear rumors from high circles that the Government is 
considering controlling the sales prices of houses. Thus, one contro] 
suggests or demands other controls to control the controls. 

It is axiomatic that a shortage or a surplus of any commodity may 
be brought about by artificially fixing the price of that commodity 
too high or too low. Inflation is not checked by the control of in- 
dividual prices, for if people spend less for rent, they will spend more 
for other items in the family budget and bid up those items and in 
crease the cost of living just as effectively as if the money was spent 
on rents. 

You gentlemen are deciding whether private enterprise is going to 
continue to supply the rental housing requirements of our people. 
Most Americans believe in a free-enterprise system. Do they believe 
in it only when it obviously helps them? Or are they willing to take 
the less ‘pleasant consequences with the benefits! This is really the 
important question for the future of a free system, for that great 
issue will be settled for this country by the sum of little decisions—not 
by a great clear-cut national choice. The continuation of rent con 
trols is one of those special questions, not of world-shaking importance 
in itself, but which in its special way provides a real test of our belief 
in our system. 

I wish now to discuss the filing of OHE petitions. It has come to 
the attention of this committee, and the Expediter himself readily 
admits, that great masses of small owners have never received any 
benefits under the act. The Expediter stated that he has tried every 
known method to get the small owner in and hand him a rent increase, 
without results. 

Many of the large owners have tried for rent increases and failed. 
It is not as easy as it sounds. They then resorted to the employment 
of lawyers, well-versed in every phase of the act, to file petitions, fol- 
lowing them through the processing stage, fighting every inch of the 
way to prevent the petition from being “kicked out for this and that 
reason; often pointing out to the processing officer himself where 
he is misinterpreting the law or seems unfamiliar with new releases 
from the Expediter’s office ; sometimes even taking his case to Wash- 
ington. In this way, by employing counsel, larger owner have been 
able to obtain adjustments which would have been impossible for the 
owner to obtain for himself. 

We pay our counsel 25 percent of the first year’s increase and deem 
it money well spent, yet our increases are relatively small and we can- 
not increase our net above the 1942 base. Small owners, of course, 
can’t afford to follow this financially costly process. They sometimes 
spend whole days around the local rent board office. Not knowing how 
to plow through all the required red tape, they are sent back home for 
facts and figures, and then more facts and more figures. They are 
told to bring their tax bills, water bills and a dozen and one other 
bills, and after a man has wasted a day or two from his work, he 
simply gives up because the time he is losing is worth more than any 
increase in rent. 

It strikes me as ironic that the title of the Government agency ad- 
ministering rent control is that of the “Office of the Housing Expedi- 
ter.” “Expedite” should mean to “hasten” or speed up the process.” 

No ordinary layman can follow the processing of his petition and 





_— + —_—s 


Ce a ee ne 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1455 


know whether he has been treated fairly or not. As an illustration, 
we have made a copy and have attached as exhibit B the Form D-107, 
showing the process required for an increase in rent under the so-called 
fair net operating income; a copy of the Interim Manual Release 
9-25 and the schedule for use in Form D-107 which is known in the 
trade as the Einstein formula, and within the offices of OHE as the 
“gimmick formula.” This formula was changed July 3, 1950, 3 days 
after the new act was written. Column 1 on the first page of exhibit 
B shows a building figured on the old basis calling for $3,635.53 in- 
crease in rent. Column 2 shows the same building figured at the 
new rate. Figured on the new basis, the owner is entitled to no increase 
at all because it shows $8.60 on the plus side. The powers vested in 
the Expediter’s hands are very great. 

One reason the Expediter gave for extension of rent control was 
to prevent rents rising in a new defense area. As an illustration, he 
cited a case where the Government plans to bring 8,000 workers into 
a city of 4,000 people. Only a small handful of families could expect 
to find homes in a city of this size. But a large number of single 
workers could very possibly find rooms providing that there was no 
rent control. 

Under rent control most families would shut their doors to roomers. 
They know that once they take in roomers, the OHE sets their rent 
and from then on exercises a lot of control over their home and family 
life. The wife may rue her bargain, but the roomers are there to 
stay as long as they choose and. can demand services that must be 
rendered. If the plant cannot be located near a large city where 
workers are available in part, then homes must be built for the work- 
ers to live in just as fast as a factory is built for them to work in. 
The point is, homes must be built in these areas. There is no need 
to upset the equilibrium of the city by putting its people in the vises 
of rent control. 

As to some of the effects of rent control: Today 45 percent more 
people live alone and occupy apartments that in 1940, the majority 
of them single men and women who would, under normal renting con- 
ditions, live in single rooms or double up in apartments and, inciden- 
tally by so doing, save rent. This condition blocks the normal flow 
from large to small apartments of those families which have decreased 
In size, thereby withholding from the rental market large apartments 
for other large families. Decontrolled areas prove this condition is 
quickly corrected by a free market. 

I have an exhibit here showing the formula for increasing rent 
under the fair rent operating income; on the first page of that exhibit, 
exhibit B attached to the statement, it is headed “ Apartment house 
building in Boston, Mass., containing 27 housing units.” 

Now, in the first column on that page is that apartment house which 
has been processed for an increase in rent under the formula that 
was established prior to July 1950; in other words, in the first year 
of operating under that formula. 

Going down to the bottom line, you will find going through the 
process—I don’t understand the process myself; that is what we hire 
a lawyer for 

Senator Bricker. That is the so-called fair net operating income. 

Mr. Russeit. That is right, sir. 
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Senator Bricker. I wish you would give some attention to that. 
I have never been able to understand how it cperates. 

Mr. Russeti. We don’t, either. That is why we are compelled to 
hire lawyers. In processing this building of 27 units, under that 
regulation as it was first inaugurated—and that was before July 
1950—that processing showed that that building should have had an 
increase in rent of $3,635.53. That is the bottom line in the first 
column. That formula was changed by the Expediter. The change 
went into effect on the 3d of July 1950,8.days after the act was passe:| 
last year. As a matter of fact, in processing that same building. 
under the changes (column 2), the béttom figure 'is $8.60. ‘That i- 
a red figure in the processing, which means he is not entitled to an) 
increase ; he has $8.60 too much income already. 

Senator Benton. Mr. Russell, could that have been influenced by) 
the figure up above, the $3,930, which seems to indicate that alread) 
there was a 27-percent increase above the 1947 level, “Annual amount 
of previous financial relief, $3,930 ? 

Mr. Russexu. I can’t follow this, myself. 

Senator Benron. That had already been granted / 

Mr. Russeix. Yes; I think there that relief has been granted under 
perhaps the 15 percent, and so on, but in processing the building 
under the fair net operating income, it still shows that it should have 
increased rents to the amount of $3,635 to give this man a fair net 
operating income. He has already received increases, which is true, 
I know. 

Senator Benron. He had already goiten $3,930, or a step-up over 
1947. If he had gotten the $3,635, that would have been over 5v 
percent. He would have then been stepped up a total of 55 percent 
over the 1947 levels. 

Mr. Russet. That possibly could have been true, because a lot of 
these buildings have been operating in the red for many years, and 
possibly the first increase in rent was not sufficient to give them a 
fair net operating income. This second process would give them a 
fair operating income, and he has been denied that fair net operating 
income. 

Exhibit B shows tlie rules and regulations governing this formula 
that the petitioner is supposed to know about in order to process 
his petition and find out we or not he has been fairly dealt with, 
and I think it is just physically or mentally impossible for the aver- 
age property owner, whether he is in a large office, or an individual, 
to go through that sort of a processing, and then put the thing in 
the formula that is headed “Schedule For Use In Form D-107,” which 
is the last page of this exhibit B, and know where you fit in that thing 
and make sure that you have received the increase in rent that you 
are entitled to. 

I cite that as one of the instances of our difficulties under rent cou- 
trol, or controlled rents under an Expediter, trying to get justice, «1 
an increase in rent that will fit in with the economy as shown on 
these other exhibits here, where all other indexes have gone w)). 
doubled and trebled, and our purchasing power has gone up whi! 
the purchasing power of rents has gone down. It shows how severe! 
the owner of these small units has been handicapped and punished 
the operation of rent control. 
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Now, one reason why we have a tight market under rent control 
is the fact that 45 percent more of our people live alone than did in 
1945, and those le have moved themselves into small units. Many 
of them could donbl le up, two live in an apartment, rather than one 
yerson alone—apartments are large enough to house two people. 
W heir rents would be cut in two, practically, by doing that, and that 
would leave space for people who now live in large ‘apartments and 
cannot move down. 

Under normal conditions, we have a man with a family moving 
into an 8- or 10-room apartment, and when his family moves out, they 
grow up and get married, or move out of town, those families usually 
trickle down to smaller apartments, and leave those large apartments 
available for other families to move into. 

This is the normal process. Under the present market, tenants 
come into our office and say “my sons and daughters are married; 
we don’t need that much space and want something smaller.” 

These smaller families want to move into smaller quarters, but 
they are blocked by people who could double up or in many instances 
live in rooms. Consequently large families do not have a chance to 
occupy these large suites. That is one reason why we cannot house 
as many people as we would normally, and as we would like to. 

That, gentlemen, touches the high spots on our presentation. I 
don’t want to consume too much time, because Mr. Vanderslice wants 
to enlarge on this in connection with the residential hotels. 

The Cuarrman. We would be glad to have him do that. You 
appreciate we have a good many more witnesses, and this will all be 
made a part of the record. 

Senator Ben'ron. Is there time for two or three questions ? 

The Cuarrman. Yes; certainly. Go ahead. 

Senator Benon. Yesterday, Mr. Russell, on your page ‘ 3—I may 
say, Mr. Chairman, it is very helpful to have these statements in ad- 

vance, and in fact, we can read these in advance, that is very helpful 
to me as a member of the committee. 

On page 3 you speak of the 3.2 million vacancies. That point came 
up yesterday, and I wonder a you are aware, Mr. Russell, that when 
you eliminate the seasonal vacancies, which run something like 1,288,- 
000, then you eliminate the dilapidated ones, and then those that 
are for sale only and not offered for rent, you come down to only 
512,000 vacancies. 

Mr. Russett. Yes; I am well aware of that. We have a situa- 
tion 

Senator Benton. Don’t you think it is deceptive to use figures such 
as the 3.2 million vacancies, when in effect it is 512,000 vacancies? We 
have evidence presented to the committee earlier of a survey made in 
urban centers indicating that there were only two-thirds of 1 percent 
vacancies in these larger cities throughout the country. 

Mr. Russet. I think that figure could be enlarged upon sub- 
stantially. 

Senator Carenart. Will the Senator yield a moment? 

I am wondering if there is any substance in this thought: that back 
in 1940 we considered ourselves well housed when there were 2.5 mil- 
lion vacancies to choose from. We now have 3.2 million vacancies. 
Sack in 1940, didn’t we have the same situation of dilapidated and 
nonrental and nonsalable ¢ 
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Senator Benton. I don’t know. 

Senator Carrnart. In other words, since 1940 to 1950, the figure 
has stepped up from 2.5 million to 3.2 million, which is an increase 
of 800,000 of those kinds and types of properties for whatever they 
are worth. 

They are dilapidated, many of them can’t be used. In other words, 

1 would like to see the figures of 2.5 million to see if that wasn’t broken 
down into dilapidated, ‘nonrental, the same-as the 3.2 million. 

Senator Benron. This Department~ of Commerce bulletin states 
that the enumeration of vacant units in 1950 census is not comparable 
with procedures used in the 1940 census. I don’t know what the dif- 
ferences may be. I only share the point brought out by Senator 
Bricker yesterday that the way you use these adjectiv es, and apply 
definitions to the adjectives, determines what kind of statistics you 
come out with. 

I was only going to make a point that it seems to me we have got to 
keep upper most in our minds that the 3.2 is a very deceptive figure, 
because seemingly only one-sixth of those are what might be c: alled 
usable vacancies, according to the 1950 census. W hether we were well 
housed in 1940 is another subject. 

Senator Carenarr. I agree it is possibly deceptive in that accord- 
ing to the statistics there are only 512,000 available. 

However, in 1940 it was 2.5 million of the same sort of facilities. 

Now, I would like to know how many of the 2.5 million back in 1940 
were available for rent or sale. 

Senator Benron. This Department of Commerce bulletin says in 
1940 vacant units were enumerated if they were inhabitable, and those 
not habitable were omitted. Vacant units for rent were enumerated 
as one combined category with those for sale, so I find a good many 
differences in the methods used between the two censuses. 

Senator Carenart. Then what good is the census? What good are 
figures if they are not comparable with 1940; just what good are they ¢ 

Senator Benton. They are less good if they are comparing two 
unlikes. 

Senator Carenarr. It is worthless, and we had better not have it. 

Senator Benron. The point that I am trying to come to agreement 
with the witness on is that the 3.2 million is not a valid figure to take 
as indicative of the vacancies. 

Mr. Russety. I am using that figure from the census report, and I 
know that there are many houses that are not for rent. I know people 
from my city are out-of-town people. They rent apartments because 
they come to town occasionally, they hold them’the year round and 
use them when they come to town. It is more convenient than going 
to hotels, so we get a lot of duplication of that nature. 

Senator Benton. But you only have for rent 512,000 when you break 
this figure down. 

Mr. Russeix. I am not inclined to agree that figure is correct. Pos- anc 
sibly some of these houses declared unfit to live in may be, according d 
to who is judging their liveability. Some perhaps need only paint. less 
Perhaps they could be made habitable very, ver y easily. S 

Senator Benton. Has your associ: ition, Mr. Russell, broken down and 
what has happened to rents in the areas which are still under control, ) 
anc in the areas which are out from under control ? S 

em] 
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Mr. Russewu. No; we haven’t. The Expediter the other day used 
figures between 1939 and 1950 as a period when rents went up some- 
thing like 34 percent. In the 1930’s, rents went down about 40 per- 
cent, so we were operating in the 1930’s, and in 1942 at a rent that 
had been decreased 40 percent, and had not gone up at all until they 
were frozen. 

There was an increase in occupancy, so our gross income was in- 
creased, when they examine our books they see that the operator’s 
net income has been increased substantially between 1939 and 195, 
which is absolutely correct. In 1939, for instance, in our office we 
were earning on our properties less than 1 percent; now the record 
shows we are earning 6 percent; percentagewise, that is a very sub- 
stantial increase, but I still maintain that 6 6 percent before deprecia- 
tion is not enough, particularly when we are only spending about 
one-third of the amount of money on repairs that we should, and if 
we did spend the three-thirds, we would not have 6 percent, we would 
not have anything. 

Senator Benton. I agree with you you woud get none of my money 
on that basis as an investor ; I will agree wholly. 

On the other hand, there are other questions undoubtedly that are 
involved beside that one in this problem. 

Mr. Russet. Well, the point that a lot of property may be con- 
sidered dilapidated is a point; there are probably border-line cases 
where improvement would make them habitable. 

Senator Benton. When you have made the repairs and maintenance 
to which you refer on page 7, doesn’t that justify rent increases ; aren’t 
those two things admittedly a basis for approval of a rent increase ? 

Mr. Russet... It seems to be the policy of the Expediter to establish 
what your net income was in 1942. Now, if that net income was a profit 
of 1 percent, or a loss of 3, he is maintaining that relative position. 
You are not allowed to increase your rent substantially above what 
your rent was in 1942, regardless of whether that was a loss or a profit, 
so when you say you do get an increase in rent, you do. You get it 
under this formula, if you can work it out, or you get it by other 
means providing it does not increase your position so you are better off 
than you were in 1942. 

Senator Benton. Would you refer to page 5 of your statement, Mr. 
Russell? I am curious about your point 2, where you refer to the 
solemn pledge, to going back on a solemn pledge made by the Govern- 
ment to the American “people. 

Manifestly many intentions of the Government have changed in 
the last year due to the growing crisis, the outbreak of the war in 
Korea, and so on. What is that solemn pledge ? 

I would like to have you spell it out a little bit. 

Mr. Russeti. Well, I think we were promised by the Government, 
for instance, if we built new houses that those houses would remain free 
and would not be controlled. 

Now, as I understand, the program is to control those houses regard- 
less of that promise. 

Senator Benton. Who in the Government made this solemn pledge, 
and when was it made? 

Mr. Russeux. In 1947. 

Senator Capenart. In the law we passed, new construction was ex- 
empted from rent control. 

83762—51—pt. 2——_25 
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Mr. Russetu. New construction was to be kept from controls. 

Senator Bricker. That was done with the idea of getting new 
buildings for rent. 

Mr. Russetx. That is right. 

We also had the promise if the city council would decontrol areas, 
they would remain decontrolled, and would not be recontrolled again. 
This program is to recontrol anything the Expediter may point his 
finger at, and say it is defense area, in his opinion. 

Senator Benton. I picked up the phrase “solemn pledge.” 

Mr. Russein. We accepted it as that. 

Senator Benton. Manifestly with the radically changed conditions 
throughout the world, much legislation prior to a year ago has to be 
reexamined, and it wouldn’t seem to me a suitable reply. It would 
seem to inflame the groups who have the stake in these problems by 
using such phrases applied to perfectly valid intentions of the Gov- 
ernment as embodied in legislation prior to the outbreak of the Korean 
War. 

Mr. Russetx. You would assume, then, the builder under these 
circumstances should have had a mental reservation that this would 
be changed a few years later, even though he believed he could operate 
under the conditions promised at the time. 

Senator Benton. I never saw a businessman who wasn’t operating 
wholly on his guesses on the future, and if there is anything to the 
profit-and-loss system, it means you are guessing about the future. 

I never saw an operator who thought he could operate against a 
certain future. I admit the profit is being taken out of the building 
buxiness rather rapidly, and the loss is being left in it, but certainly 
any businessman, at the time any law is passed, has to make his own 
guesses as to whether the law will be changed, or conditions will 
change, or war will break out, or other things will develop. 

No law can give him the guaranty against those errors, or should, 
in my judgment. Some laws attempt to, but I don’t happen to like 
that kind of legislation. 

Senator Dirksen. I hope we don’t foreclose Mr. Vanderslice. 

Senator Benton. I have no more questions, Mr. Chairman. 

Senator Dirksen. He has a wholly different matter on which to 
testify, I believe. 

The Cuatrman. We have taken the best part of the morning, here. 
We have also the American Hotel Association we have to hear before 
1 o'clock. 

Mr. Russe. I have three reports here of three other associations. 
the Los Angeles situation, where they have been decontrolled. This I 
would like to insert in the record; also Long Beach and Portland, 
Oreg. 

The Cuarrman. Without objection, those reports will be placed in 
the record, together with your statement and attached exhibits. 

(The material referred to follows :) 


STATEMENT OF WILLIAM W. RusseELL, CHATRMAN, LEGISLATIVE COMMITTEE, 
NATIONAL APARTMENT OWNERS ASSOCIATION, INC. 


On behalf of the National Apartment Owners Association, Inc., its affiliates 
and local associations, representing a large percentage of both small and large 
owners of rental residential property in this country, we wish to urge that title 
IV-A of the Defense Production Act be deleted therefrom in its entirety and 
that Congress abolish Federal rent control. 
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We believe without rent control that— 
1. Actual housing needs in any community can be more readily ascertained 
and can be more readily met. 
2. Tenant-owner relations are better. 
3. Property is maintained better. 
. Tenants’ homes are kept better. 
. Rents are slightly higher, but living conditions are correspondingly better. 
. More vacant apartments are available. 
. Large units become available for large families. 
. Single houses are available for rent, rather than for sale. 
9, Private capital returns to the rental housing field and new rental units 
are constructed. 
10. Cities will shelter more people. 
Rent controls do not provide more homes or better homes. On the contrary, 
rent controls provide just the opposite on both counts. 


THE RENT PICTURE TODAY 


We can plainly see in the America of today how the mere presence of rent 
control during the past 5 years has suggested more and other controls, has 
influenced the thinking of our people, and, in some instances, has already 
affeeted our economie structure. 

For example, taxes. Where rents are frozen, the assessed value of such 
property is frozen. The cost of local government is rising and cities are hard- 
pressed for new revenue. Consequently, the home owner is overassessed to gain 
additional revenue. Thus, the tax load shifts. It is no longer fairly divided 
between the tenant family and the home-owning family. Rent control, wherever 
applied, is costing the home owner real money. Fifty-three percent of our 
people who own and live in their own homes are affected. 

Of the 47 percent who rent their homes, 37 percent of these live in single- 
family dwellings and 39 percent live in two- to four-family units. The balance, 
24 percent, live in structures containing five or more dwelling units. The own- 
ership of all these properties represents approximately 10,000,000 landlords 
made up of all types of people from all walks of life. These owners include such 
people as the members of your family, doctors, lawyers, statesmen, teachers, 
white-collar workers and laborers. As a matter of fact, in speaking before 
owner groups, I have found that a very large percentage of union members have 
invested their savings in rental housing units, and are bitterly opposed to rent 
control in any form. 

The thought has heen expressed by the Expediter in these hearings that rents 
must be held down because the income of 28 percent of our people is $2,000 or 
less. Prof. D. Gale Johnson, of the University of Chicago’s department of 
economics, made an exhaustive study of this problem and has written a reveal- 
ing article called “Rent control and the distribution of income.” He came to 
the objective, unbiased conclusion that there is no difference in the economic 
position between tenants and landlords and that landlords do not oceupy any 
preferred financial position over tenants, as sometimes intimated. Neither do 
tenants occupy a preferred position over landlords. There are just as many 
landlords with incomes of $2,000 and less as there are tenants. Consequently, 
there is no reason why one group should be forced by its Government to sub- 
sidize the other. 

CENSUS FIGURES 


The Census Bureau has completed its survey of housing and population for 
1950 and the report shows that while the population has increased 14.5 percent 
since 1940, housing units have increased 23.6 percent, with new construction 
and conversions accounting for 8% million new homes. Total number of dwelling 
units now stands at 45,875,000. 

Back in 1940, we considered ourselves well-housed when there were 2.5 million 
vacancies to choose from. We now have 3.2 million vacancies. We can, there- 
fore, confidently assume that Americans are exceptionally well-housed today— 
better-housed than any other nation in the world, past or present, and better- 
housed than this country itself has ever been before. A detailed report of these 
conditions, based on the census figures, has been prepared and is attached as 
exhibit A. It shows population trends and housing units available by States, 
and by representative cities in each State. 
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ADMINISTRATION CHARGES 


Each year since the war, the Administration has demanded that rent control 
be renewed, expanded, and strengthened. Among the reasons advanced for this 
socialistic doctrine are the followings: 

1. A terrible housing shortage exists. 

2. Rents would double or triple if controls were removed. 

3. Landlords would be ruthless in evictions. 

4. It would add to the inflationary spiral. 

5. It would cause riot, chaos, and bloodshed. 

The experience of seven States and nearly 1,000 cities completely decon- 
trolled—and seven more States almost completely decontrolled—prove that these 
were scare stories designed to frighten the public into demanding a continuation 
of rent control, and were not based on facts. 


DECONTROL EXPERIENCE 


In the first place, the Census Bureau figures show that there is no housing 
shortage. If anything, there is a surplus. To substantiate this, I call your 
attention to exhibit A, attached. Rents advanced after decontrol about 11 per- 
cent rather than double or triple as alleged. Court records prove that evictions 
are higher under rent control than at any other time. In connection with above 
statement No. 4, 10,000,000 out of 16,000,000 units have been decontrolled with- 
out any apparent effect on the inflationary spiral. There never has been a case 
of riot, chaos, or bloodshed. 

Instead, under decontrol more apartments have been made available for occu- 
pancy, a better tenant-landlord relationship has been established, and while 
tenants pay slightly higher rent, landlords spend this increased rent—and some- 
times considerably more—in making improvements on their property. 

In short, it has become abundantly clear that rent control has been continued 
for political rather than economic or housing reasons. Last year, letters from 
the mayors of some 50 cities, acknowledging their complete satisfaction with 
decontrol of their communities, were presented before these hearings. Of par- 
ticular interest was the testimony given before the Banking and Currency Com- 
mittee of the House, by Mayor Savage, of Dallas, Tex.—a city, along with many 
others, which the Expediter refused to decontrol. A copy of Mayor Savage's 
statement is attached, as exhibit C. 


PROVISIONS OF PROPOSED BILL 


The National Apartment Owners Association respectfully calls the attention 
of your committee to some of the provisions of the proposed bill to extend rent 
control for two more years and implications contained therein. 

Section 452 

1. Gives the President the right to establish and maintain maximum rents. 

2. Gives the President the right to control areas not now controlled. 

3. Eliminates local option. 

. Controls all privileges, services, furnishings, and facilities. 

5. Gives the President the right to control and recontrol. 

Taking these provisions as they appear, I would like to call your attention 
to (1) the President’s right to maintain maximum rents. This, as you know, 
involves endless petitioning on the part of the owners. The Expediter has 
previously testified that he has used every inducement, and he still cannot get 
owners to file petitions. It would be physically impossible to faithfully process 
all these applications if they were filed. 

(2) To control and recontrol is to go back on a solemn pledge made by this 
Government to the American people. 

(3) To deny local option is to deny States’ rights. This clause would set up 
an all-wise, all-knowing, all-powerful Federal Government to specifically prevent 
local citizens from determining their own destinies. This attacks the basic. 
fundamental principles of our constitutional government. To eliminate loca! 
option is to tell the people back home that Washington is to decide what is 
good for them whether they like it or not. It is te deny them the right of 
self-determination on rent control—the one small bit of local control in the 
present law. 

There is no question but that clause No. 4, controlling all services, furnishings, 
and facilities, will slow down improvements to United States living conditions 
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by discouraging owners to install improvements such as television, washing 
machines, dishwashers, services, furnishings, furniture, and facilities connected 
with the pleasure and convenience of family life. 

The final provision (5) places dictatorial powers in the hands of a few men— 
the local rent directors—whose salaries, as you know, are directly proportionate 
to the number of units under their control. You may recall that following World 
War II, in February 1946, there were 470 rent areas throughout the country. 
Within the next year and a half, this number almost doubled before Congress 
interceded and reversed the trend. This happened, mind you, during a peace- 
time economy. 


THE OHE APPROACH 


The Expediter has expressed the thought that owners can sell their property 
at any time and double their money. This may or may not be true. It depends 
on the type of property and also on when and how the property was acquired. 
For instance, let’s assume two owners, back in the mid 1920's, purchased identical 
single houses for $20,000 each. 

One man paid all cash for his; the other borrowed $12,000 on a first mortgage. 
When the depression came along, the man with the mortgage fell behind in pay- 
ments and the bank foreclosed. The bank now owned his house for $12,000. 
In 1935, the bank sold the property to a new owner for $10,000, taking a loss of 
$2,000, as was frequently done at that time. This established $10,000 as the 
market value of both houses. 

After inflation prices set in during the forties, the foreclosed house was even- 
tually sold for $20,000, giving the owner who purchased from the bank a $10,000 
profit. The first piece of property never changed hands and no profit was 
realized. Since only 43.6 percent of all properties have mortgages and since all 
mortgages were not foreclosed, this kind of profit is the exception rather than 
the rule. I wish it were the rule. 

The Housing Expediter has been using 1942 as the basic year for computation. 
To protect the landlord, he has tried to increase rents sufficiently to maintain 
his 1942 net income level. To protect the tenant, he has tried to hold rents down 
so that the owners net would not exceed his 1942 net income. He has never 
tried to give the landlord a fair return on investment. He has never worried 
whether or not the landlord was making or losing money. His main objective 
was to maintain the 1942 net, whatever that net happened to be. 

The trouble is, this base was not normal. It was far too low. From the late 
twenties to the depression years of the mid-thirties rents fell off about 40 percent. 
These depressed rents were still in effect when the freeze date in 1942 came 
along. There was very little change in rents until the 15-percent increase allowed 
in 1947. The 1942 basic rates for rents are actually the depression rent rates 
of 1934-35, with only slight modification in isolated cases. 

For instance, my own office manages 80 pieces of property ranging from 2- 
family houses up to a large apartment of 100 units. We have maintained almost 
exactly 6 percent net income before depreciation on our book value since 1942. 
This income has barely allowed us sufficient funds to service the mortgage. Asa 
result, we have spent less than one-third the amount we should have spent on 
repair and maintenance. 

To have maintained our property as it should have been maintained, the 
entire 6-percent profit should have been used and there would have been no money 
left for mortgage.purposes. As it was, nothing was set aside for depreciation. 
These buildings have been 100 percent occupied and, in all modesty, I believe 
well-managed. I have compared results with many other owners and there are 
very few buildings which have fared better. The small owner certainly Has done 
far worse. In millions of cases he has received little or no net income at all and 
often operates at a loss. 

Control strings have been kept far too tight. In order to supply the demand 
for those who choose to rent, investment in rental housing must be at least as 
attractive to the 10,000,000 owners in this Nation as other forms of investment. 
And this can only be accomplished in a free market. For every three people who 
invest their capital in the stock market, two invest their savings in a housing 
unit for rent. In the best interests of those who would rent, we must be very 
careful not to discourage those who supply rental units. The only alternative 
is for the Federal Government itself to supply the rentable housing units. 
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As things stand today, rents are still 10 percent lower than they were as a 
1920-29 average, while family income is twice as much. The Bureau of Labor 
Statistics price index places: 


Fuel and electricity at 144. 
Apparel at 2038. 
Household furnishings at 210. 


22 


134. 


“11D +1 bo 


Ten years is a long time to be shackled with rent control. Our friends in 
jurope find to their sorrow that the longer they remain under rent control, 
the more firmly it becomes planted in their economy and the more difficult it 
becomes to remove it. In a special report, issued by the Economie Cooperation 
Administration and dated January 1951, “Housing construction in the countries 
participating in the Buropean recovery program,” page 7 turns a spotlight of 
truth upon the situation in Austria today. I quote: 

“The greatest barrier to construction is the lack of financing. Rents are 
being held at an artificially low level by rent control laws so that there is no 
incentive to private capital to invest in rental housing. It is not politically 
feasible now to raise rents to the point where private builders would be 
interested.” 

Also, this same pamphlet on page 10 states: 

“The French housing program has been operating under the serious handicap 
of the rent laws. Since World War I, a succession of laws held rents to levels 
which, at present money values, offer no incentive to private enterprise to build 
rental housing. In fact, in many instances, property has been permitted to 
fall into disrepair, unless maintained by the tenant, because the income yielded 
to the owner has not warranted his incurring maintenance expenses. Rents 
have not increased nearly so much as prices of other goods and services in the 
period since World War I. * * * As a remedy, the Government passed a 
rent law effective January 1949, which provides for an increase in rents of about 
300 percent over a period of 4 years.” 

Are we heading in the same general direction as Europe? It looks that way. 
The rental housing industry in Ameirca has been one of the greatest industries 
in this country from the point of invested capital. It has performed a great 
service in our communities. Its very future is at stake. 


FILING OF OHE PETITIONS 


It has come to the attention of this committee, and the Expediter himself 
readily admits, that great masses of small owners have never received any 
benefits under the act. The Expediter stated that he has tried every known 
method to get the small owner in and hand him a rent increase without results. 

Many of the larger owners have tried for rent increases and failed. They 
then resorted to the employment of lawyers, well versed in every phase of the 
act, to file petitions, following them through the processing stage, fighting every 
inch of the way to prevent the petition from being kicked out for this and that 
reason; often pointing out to the processing officer himself where he is mis- 
interpreting the law or seems unfamiliar with new releases from the Expediter’s 
office, sometimes even taking his case to Washington. In this way, by employing 
counsel, larger owners have been able to obtain adjustments which would have 
been impossible for the owner to obtain for himself. 

We pay our counsel 25 percent of the first year’s increase and deem it money 
well spent, yet our increases are relatively small and we cannot increase our net 
above the 1942 base. Small owners, of course, can’t afford to follow this 
financially costly process. They sometimes spend whole days around the local 
rent board office. Not knowing how to plow through all the required red tape, 
they are sent back home for facts and figures, and then more facts and more 
figures. They are told to bring their tax bills, water bill, and a dozen and one 
other bills, and after a man has wasted a day or two from his work, he simpl) 
gives up because the time he is losing is worth more than any increase in rent. 

It strikes me as ironic that the title of the Government agency administering 
rent control is that of the “Office of the Housing Expediter.” “Expedite” should 
mean to “hasten or speed up the process.” 
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No ordinary layman can follow the processing of his petition and know 
whether he has been treated fairly or not. As an illustration, we have made a 
copy and have attached as exhibit B the Form D-—107, showing the processes 
required for an increase in rent under the so-called fair net operating income; 
a copy of the Interim Manual Release 2-25 and the schedule for use in Form 
D-107 which is known in the trade as the “Hinstein formula,’ and within the 
offices of OHE as the “gimmick formula.” This formula was changed July 6, 
1950, 3 days after the new act was written. Column 1 on the first page of ex- 
hibit B shows a building figured on the old basis calling for $3,635.53 increase 
in rent. Column 2 shows the same building figured at the new rate. Figured 
on the new basis, the owner is entitled to no increase at all because it shows 
$8.60 on the plus side. The powers vested in the Expediter’s hands are very 
great. 

One reason the Expediter gave for extension of rent control was to prevent 
rents rising in new defense areas. As an illustration, he cited a case where 
the Government plans to bring 8,000 workers into a city of 4,000 people. Only a 
small handful of families could expect to find homes in a city of this size. 
But a large number of single workers could very possibly find rooms providing 
that there was no rent control. 

Under rent control most families would shut their doors to roomers. They 
know that once they take in roomers, the OHE sets their rent and from then 
on exercises a lot of control over their home and family life. The wife may 
rue her bargain, but the roomers are there to stay as long as they choose and 
can demand services that must be rendered. 

if the plant cannot be located near a large city where workers are available 
in part, then homes must be built for the workers to live in just as fast as a 
factory is built for them to work in. The point is, homes must be built in these 
areas. There is no need to upset the equilibrium of the city by putting its 
people in the vises of rent control. 


SOME OF THE EFFECTS OF RENT CONTROL 


Today 45 percent more people live alone and occupy apartments than in 1940, 
the majority of them single men and women who would, under normal renting 
conditions, live in single rooms or double up in apartments and, incidentally by 
so doing, save rent. This condition blocks the normal flow from large to small 
apartments of those families which have decreased in size, thereby withhold- 
ing from the rental market large apartments for other large families. Decon- 
trolled areas prove this condition is quickly corrected by a free market. 

Another striking example of the effects of rent control is the case of a man 
who bought a house in the thirties for $5,000 as an investment. He rented it 
for $50 per month. This was at a depression price and depression rent. The 
yield was about 6 percent. He expected the property to increase in value and 
to receive a higher rent when the depression was over, but was caught in the 
rent freeze of 1942. 

Ilis costs increased. His income did not. 

The house became vacant after the war. A GI with his family looking for 
a house to rent, for which he was willing to pay $75 per month, found this 
vacant house. The owner was losing money at $50 per month rent, but was 
willing to accept $75 per month. This the GI was willing to pay. The OHE, 
however, would not allow the rent to be increased to $75. Consequently, the 
owner sold the house to the GI for $10,000, then invested the proceeds. He now 
has a paying investment without the trouble that accompanies the ownership of 
controlled housing. 

The owner, not wishing to sell, was forced to sell. The GI, not wishing to buy, 
was forced to buy. The GI’s rent is now $100 per month (carrying charges). 

All this was brought about by the interference of OHE in the normal affairs of 
business and, mark you, no additional housing was added by the process. On the 
contrary, one housing unit was withdrawn from the rental market. Nearly 
2,000,000 units have been withdrawn from the market in this manner, and the 
process is still going on. It will not and cannot be stopped—so long as we have 
rent control. 

To enable the veteran to buy his home, since OHE would not make it profitable 
for the owner to rent him one, the next step was for the Government to provide 
easy credit terms. This, in itself, has a tendency to raise the price the forced 
purchaser must pay. This brings about a large zroup of unwilling owners with 
very thin equities. 
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We now hear rumors from high circles that the Government is considering 
controlling the sales price of houses. Thus, one control suggests or demands 
other controls to control the controls. 


FUTURE OF HOUSING AT STAKE 


It is axiomatic that a shortage or a surplus of any commodity may be brought 
about by artificially fixing the price of that commodity too high or too low. 
Inflation is not checked by the control of individual prices, for if people spend 
less for rent, they will spend more for other.items in the family budget and bid 
up those items and increase the cost of living just as effectively as if the money 
Was spent on rents. 

You gentlemen are deciding whether private enterprise is going to continue to 
supply the rental housing requirements of our people. Most Americans believe 
in a free enterprise system. Do they believe in it only when it obviously helps 
them? Or are they willing to take the less pleasant consequences with the 
benefits? This is really the important question for the future of a free system, 
for that great issue will be settled for this country by the sum of little decisions— 
not by a great clear-cut national choice. The continuation of rent controls is 
one of those special questions, not of world-shaking importance in itself, but 
which in its special way provides a real test of our belief in our system. 
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1472 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


EXHIsItT B 
Apartment house building in Boston, Mas8., containing 27 housing units 


| 
D-107 


| Line| May 19 | Line} June 1950 
(2) (3) (4) 


ea reer i 


Total monthly rents___-- Total of column 4, pt. D____| | $1,472.50 $1, 472. 50 
Annual scheduled rents..........| Line 1 multiplied by 12 $17, 670. 00 $17, 670. 00 
EB inn nan cw snccccsccne Pt. E petra ai oaieae Sea 
Annual income. _-_-_- $17, 670. 00 $17, 670. 00 
Expenses (except repairs and | Total of pt. ‘B, after proper $14, 853. 79 $14, 853. 79 
replacements). selection of depreciation. 
Repairs and replacements. _.....| Total of column 5, pt. C $1, 125. 36 $1, 125. 36 
Annual operating expenses Total of lines 5 and 6 $15, 979. 15 $15, 979. 15 
Net operating income--- | Line 4 minus line 7 $1, 690. 85 | $1, 690. &5 
Present income ratio__.percent..| Line 8 divided by line 4... f 9.5 
Annual amount of previous | From registration files... __- $3, 930. 00 
financial relief. j 
Base income. ...----.--------| Line 4 minus line 10____- prietianisl eingdans $13, 740. 00 
Base expense _ we ~eccpel ganeT multiplied by 0. 909_ lcs imiate Seat ena $14, 525. 05 
Base net operating income._. ..-| Line 11 minus line 12_. : $785. 05 
Base income (or loss) ratio | Line 13 divided by line 11... 5.8 
(percent). 
Percentage increase in base in- | From special schedule at- vlbaibionecs $28. 54 
come. tached to interim manual 
release Febuary 25 (supp. | 
No. 4, revised) dated July 
3, 1950. 
New annual income to be estab- | Line 11 multiplied by 100 $17, 661. 40 
lished. percent, plus line 16. 
Seo aks Line 7 divided by 0.75 for 
“large.” 
Line 10 minus line 4 
Line 17 minus line 4 











Increase in annual income -....- -“~ 








1 If line 14 is less than 15 percent skip line 15. 


OFFICE OF THE HOUSING EXPEDITER, 
Washington, D. C., July 8, 1950. 


INTERIM MANUAL RELEASE 2-25 (Supp. No. 4 REVISED) 


(This release replaces supplement No. 4, corrections thereto, and supplement No. 
5. Remove them from all manuals. It also modifies sec. 2—25.1b) 


Subject: New schedule for 5 (a) 18 adjustments in high expense-ratio cases. 
Attached to this release is a schedule to be followed in making rent adjustments 
under section 5 (a) 18. 


REASONS FOR THE NEW SCHEDULE OF RENT ADJUSTMENTS 


The 25 percent’ net operating income ratio set forth in the regulation was 
derived from a survey of the operations of a large group of properties in the 
8 years 1939-46. This survey showed that there normally exists considerable 
variation among individual properties in respect to the ratio of net operating 
income to total income. The 25 percent ratio represents the median of all the 
properties covered by the survey—that is, half the properties earned higher 
ratios and half earned lower ratios. The survey also showed that there were 
some properties for which considerably lower ratios of net operating income were 
normal. It was determined in April of 1949, however, that any special provi- 
sion for adjustments in these cases should be withheld until experience could 
show whether the actual occurrence of such cases would be of sufficient number 


1 This discussion is expressed in terms of the ratio for large buildings, but it is equally 
applicable to small buildings. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1473 


and significance to warrant special treatment. Experience has since shown that 
special consideration must be given to these cases. 

By applying the 25 percent formula to all properties without exception, we 
have found that the adjustment in some cases will yield to the landlord a net 
operating income far in excess of that which he normally received and in excess 
of a fair net operating income within the meaning of the act. At the same time, 
such adjustments result in great injustices to the tenants in that they are 
required to pay rents out of all proportion to the rental value of the units they 
occupy when compared with the rents for comparable controlled housing accom- 
modations. The result is that inequities are created, rather than corrected. 

The use of the new schedule of rent adjustments will produce more realistic 
adjustments in these cases. The 25 percent formula will continue to apply to 
buildings which are normally in the standard range of operation. Under the 
schedule, however, a lesser percentage net operating income will apply to build- 
ings which normally operated at a lower rate of profit. Thus, in each case a 
rent adjustment will be provided to yield a net operating income that is appro- 
priate and fair for each building. In each case, however, the adjustment will 
be sufficient to provide a margin of net operating income over all operating 
expenses and depreciation. 


EXPLANATION OF THE NEW SCHEDULE OF RENT ADJUSTMENTS 


On the basis of the survey referred to above, the Housing Expediter has deter- 
mined that properties which normally had a net operating income of less than 
15 percent—that is, more than 10 percent below the median—were beiow the 
standard range of operation. It is necessary, therefore, to determine in each 
individual case whether the operation of the property was within the standard 
range at the end of the survey period. Inasmuch as the D-106 petition gives 
the current income and current expenses of the property, it is necessary to convert 
these figures to make allowance for increases in income and expenses since the 
survey period. The income is converted by deducting from the current income 
all financial adjustments and voluntary lease increases—and this converted in- 
come is called base income. Expenses are converted on the assumption (based 
on the agency’s experience) that current expenses are 10 percent higher than 
expenses at the end of the survey period; therefore, to convert, current expenses 
are multiplied by ten-elevenths and this figure is called base expense. If it is 
found that the base net operating income is 15 percent or more, the property 
will be given an adjustment which will result in a current net operating income 
of 25 percent. If the base net operating income is less than 15 percent, the 
attached schedule provides for an adjustment which will yield a current net 
operating income of somewhat less than 25 percent. In such cases, however, 
the adjusted rents will be at least 25 percent higher than the base rents. 

As indicated above, base expenses are used instead of current expenses in order 
to make allowance for increases which have generally occurred since the end 
of the survey period, and base income is used instead of current income in order 
to exclude increases in income due to leases and other financial relief. An addi- 
tional reason for using base income is that the use of current income might dis- 
criminate against those landlords who have not received previous financial relief. 
The following example will illustrate the necessity for using base income, rather 
than current income, for purposes of determining the percentage of net operating 
income to be yielded by the adjustments to be granted. 
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Net operating income: 
Current income 


Net operating income, using current income and base expenses: 


Amount.____.-. 


Ratio 


Amot 


Net operating income, using base income and base expenses:- - 


Biss h nw pecektobadatdiuabs 3 


Ratio__. pects heehee’ 
Results if adjusted on current income basis: 
New percentage of net operating income to be yielded 


New rent 


al income, after adjustment 


New net operating income 
Total increase over base income 
D 


New percentage of net operating income to be yielded_ 


New rent 


al income, after adjustment 


New net operating income___- 
Increase over current income 


Do 


Property A 


$10. 000 
$10, 000 
$9, 000 


$1, 000 
10 


$1, 000 
10 


2 21.31 
$12, 581 
$2, 681 
$2, 581 
25. 81 


? 21.31 
$12, 581 


$2, 681 | 
$2, 581 | 


25.81 | 


$2, 581 





Property B 


1 $10, 975 
$10, 000 
$9, 000 


$1, 975 
18 


$1, 000 
10 


395 
$13, 200 
$3, 300 
$3, 200 
32 

# 21.31 
$12, 581 
$2. 681 
$1, 606 
14. 68 
$2, 5s1 


Total increase over base income Cee’ 
BU oat on oi ae taee oe be ebitvadietndasinetian Sokicaaceasatodeies percent __ 25.81 | 25. 81 
| 
| 


1 Includes $975 hardship adjustment. 

? Taken from column 6 of Schedule for Large Structures which specifies a new net operating income of 
21.31 percent where income ratio is 10 percent. The schedule applies because the income ratio was below 
15 percent (standard range). 

3 Since the income ratio of 18 percent is within the standard range, the schedule does not apply. 


You will note that if the current income were used, property A would receive 
an adjustment yielding a 21.31 percent net operating income, whereas property 
B would receive a 25-percent net operating income merely because its maximum 
rents were previously increased by a hardship adjustment. By using base in- 
come, both properties will receive adjustments to yield a 21.31-percent net 
operating income. 

You will note further that by using base income, property A receives a rent 
adjustment of $2,581 or 25.81 percent over its current income, whereas property 
B will only receive an adjustment of $1,606 or 14.63 percent over its current 
income, because its base maximum rents had already been increased $975 by 
a hardship adjustment. However, in both cases the base maximum rents are 
increased $2,581 or 25.81 percent. 

The need for using base income becomes more obvious when we realize that 
we will soon be receiving repeat petitions under 5 (a) 18, as this section has 
been in effect for more than a year. If we used current income the properties 
which received a prior rent adjustment under 5 (a) 18 would be given more 
favorable treatment than those which did not receive such an adjustment. 


METHOD OF PROCESSING 


1. No change is made in the present manual instructions governing the deter- 
mination of expense items and annual income. 

2. Form D-107, which has been revised in accordance with the attached 
sample, should be completed through line 9. If line 9 is 25 percent or more for 
small buildings (20 percent for large buildings), the petition should be denied. 

If line 9 is less than these percentages, the computations on the work shect 
should be continued. 

3. The figure on line 10 shall be obtained by reviewing the registrations and 
statutory leases for the building to ascertain the amount of all financial relief 
which has been secured on the units in the building. ‘Financial Relief” includes 
increases in rent due to statutory leases, adjustments in rent under sections 5 
(a) 11 (ii), 5 (a) 12 on or after August 22, 1947, 5 (a) 16,5 (a) 17,5 (a) 18, and 
5 (a) 19, increases in rents on units which have been decontrolled, and area- 
wide increases. 

4. Lines 11 through 14 shall be computed according to the instructions on the 
work sheet. If line 12 exceeds line 11, be sure to mark “loss” on lines 13 and 14. 
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5. If the income ratio on line 14 is within the standard range of operation, the 
new annual income to be established will be computed on line 15. 

6. If the income ratio on line 14 is below the standard range of operation— 
or is a loss—the new annual income to be established will be computed on lines 
16 and 17. The percentage increase to be used on line 16 in these eases will be 
secured from the schedule that is attached to this interim manual release. 

7. If the new annual income to be established as determined on line 15 or line 
17 is less than the present annual income shown on line 4, the petition must be 
denied. The reason for denial in such cases is that the amount of financial 
relief which has already been secured on the property is greater than the 
amount of relief to which the property is entitled under the fair net operating 
income provision of the regulation. 

8. If there has been no previous financial relief on any controlled unit, the 
percentage on line 19 shall be applied to each controlled rent. 

9. If there has been previous financial relief on controlled units, but there is 
no uncontrolled or decontrolled rental income and no other income, the dollar 
amount on line 18 shall be distributed in accordance with section 2-25.15 of the 
manual. 

10. If there has been previous financial relief on controlled units and there 
is uncontrolled or decontrolled rental income or other income, the dollar amount 
on line 23 shall be distributed in accordance with section 2—25.15 of the manual, 
with paragraph A+4 revised to read as follows: 

“2-25.15 A—4. If there are uncontrolled commercial or residential units in the 
property or if there is ‘other income,’ determine the percentage which the total 
of the present scheduled rents of the controlled units is of the total present 
annual income of the entire building. The total increase in annual income 
shown on line 18 of work sheet, Form D-107 (revised 6-50), shall be multiplied 
by this percentage to determine the dollar adjustment that is to be made in the 
rents of the controlled units.” 

Distribution centers are being shipped a limited supply of Form D-107. In 
requisitioning your supply of these forms, please make the quantity consistent 
with your 5 (a) 18 incoming workload. We must hold our expenses for printing 
to a minimum. 

FILING INSTRUCTIONS 


File this interim manual release with chapter 2-25 until the printed amended 
chapter is issued. 


83762—51—pt. 226 
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Schedule for use with form D-107 
Small structures Large structures 


Base in- | Percent in-| New net Base in- | Percent in-| New net 
come (or | crease in income come (or | crease in income 
loss) ratio |base income ratio loss) ratio | base income ratio 


(3) (4) 








28.39 
27. 59 
26.79 
25. 99 
25,19 
24. 40 
23. 60 
22. 81 
22. 02 
21. 24 
20. 44 
19.65 


| 
| 29. 19 
| 
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STATEMENT OF WALLACE SAVAGE, MAYorR OF THE City oF Datias, TEX. 


Mr. Savace. Mr. Chairman, I do appreciate the opportunity of being permitted 
to come here to speak to you about decontrol. I was in New York, attending the 
Conference of Mayors, when I heard that there was at least one suggested bill 
which would give authority to Housing Expediter to recontrol areas. 

The CHAIRMAN, That is not the bill as introduced. 

Mr. Savage. All right, sir, then I misunderstood that. That was the back- 
ground of my particular interest in appearing before you this morning. Also I 
understand that because Dallas is one of the major cities to have been decon- 
trolled, that the experiment there has been one in which the committee was 
interested, and I thought perhaps that, as the chief elective representative of the 
city, I might be able to give you a more direct report than almost anyone else 
could, as to how the Dallas experiment has worked out. I should like to say at 
the outset 

Mr. PaATMAN. I would like to know about that, Mr. Mayor, being from Texas, 
and being interested in it. 

The CHAIRMAN. Well, you may proceed. There is no provision in the bill for 
recontrol, however. 

Mr. SAvace. I am happy to hear that, Mr. Chairman. As a matter of fact, 
before the Conference of Mayors, I offered a resolution asking that no Federal 
authority be given such power, because frankly we in Dallas were afraid that, 
since our city has been cited as a horrible example of what happens under decon- 
trol, that almost as a matter of face-saving the Housing Expediter would have to 
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recontrol us, and we don’t agree with those views and would not want it to 
happen to us. 

I am here en route back to Dallas, and am not appearing under the auspices 
of anyone except myself, and my city. We did take advantage of the oppor- 
tunity which Congress offered to us to decontrol, and almost immediately. 

Our council took office May 1, and I think it was in the month of June that 
we decontrolled. So it has been almost a year now, since the city of Dallas has 
had no rent control, 

Our population is approximately half a million in the metropolitan area. 
Inside of our corporate limits, only about 480,000. 

But we wholly enclose two other separately incorporated communities which 
have followed our lead in matters of rent control, so for all practical purposes 
we are talking of a city of about half a million population. 

When we decontrolled we were, of course, pretty worried. We had an exten- 
sive hearing on the matter, and we didn’t know how serious the ramifications 
might be. 

There were predictions that there would be all sorts of disaster, tremendous 
raises, and we were worried. 

As a matter of fact, we were so concerned about the step we were about to 
take that we asked our city manager to get in touch with the Housing Expediter 
on a sort of informal basis and see if that Office would consider decontrolling 
since we knew he could put the controls back in, which we couldn’t do if we 
made the experiment and failed. 

However, Mr. Woods didn’t think we were ready for decontrol so we went 
ahead on our own, and did it. Now, that experiment, in a word, has been suc- 
cessful. We are very pleased with it. 

We were, perhaps, naive in thinking that the suecessful experiment would 
be generally reported and might give some impetus in the direction of decon- 
trol; but, unfortunately, there have been, instead, a number of national reports, 
which I have tried by individual letter to individual mayors in other cities to 
counteract the impression that we have had mass evictions and tremendous rent 
raises. 


First, as to the question of whether there were mass evictions, Mr. Chairman, 
and members: there were not. 

We have four justice-of-the-peace courts which handle evictions in Dallas, 
and I checked them all personally, and the newspapers kept a close check. 

In three, there was no variance from the normal. In the fourth, there was a 
very, very minor increase, for a short period of time. 

There has not been any such thing as mass evictions. 

Now, as to the percentage of increases, yes; there have been increases in rents. 
That was our purpose in decontrolling, so that rents could move up along with 
other increases in wages and prices of consumer goods. 

I do not feel that I can present to this committee any report on rent increases 
except one, that is the one which my own committee made to me. 

I appointed, at the time we decontrolled, a committee under an old anti- 
profiteering ordinance that we have, which dated back to the First World War. 
That committee recently asked to be relieved of further duty because it had had 
such negligible complaints. 

There have been some reports that actually there was a net decrease in rents 
in Dallas. There have been other reports that the increases ranged to 158 
percent. 

The report upon which I think this committee can rely is that one which 
was made by an official committee of the mayor of the city of Dallas to the mayor 
at the time that they asked/ to be relieved of their duty. 

That report was a sampling of in excess of 3,000 rental units, and the sampling 
Was made through reputable realtors who handled these particular units, and 
they were asked to give their rents both prior to decontrol and at the present 
date, on identical units. 

The average was in excess of IS percent, and under 19 percent, 18-point- 
something. And I didn’t know that I was going to appear before this committee 
and I don’t have as many statistics as I should like. 

I might say that a mayor can perhaps report the feeling of the people, the 
tone of the thing, perhaps, better than anyone because I am as close to my tele- 
phone to all of the people in Dallas, and I can say to you, as a result of that, 
that our people would not want recontrol, and that we are very happy with the 
experiment. 

Mr. Chairman, I will be glad to answer any questions. 
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The CHAIRMAN. You were decontrolled by action of the governing body, with 
the approval of the Governor? 

Mr. Savage. By action of the city council. 

The CHAIRMAN. Yes. This bill gives to all other cities that same privilege. 

Mr. Savage. Yes, sir. 

The CHaIRMAN. And there is no provision in it for recontrol where the people 
have decided they want decontrol. 

Mr. Savage. I am very relieved, Mr. Chairman, to hear that. 

Mr. PatTMAN. Mr. Mayor, I notice the report we have, exhibit B, from Mr. 
Woods’ office, discloses that 75 percent of the rents under $30 were increased 
after decontrol, and the average percentage imcrease was 55.8 percent. Does that 
information conform with your information? 

Mr. SAvaGe. I don’t have the report of my committee with me because I didn’t 
expect to be present here, but I can only say this, that a number of complaints 
were solicited by advertisement, by one of the labor organizations—TI beliéve the 
CIO advertised in the newspapers and asked for complaints. 

They forwarded to me a list of those complaints. 

There was a very small number, considering the size of our city. About a 
hundred. I sent them to my committee and they sent me back a detailed 
analysis of that entire list of complaints, and I would say that there weren't 
over a half dozen unreasonable raises in that list, and those were probably 
based upon a desire to evcit the tenant in a way which was getting rid of him 
instead of actually going through an eviction suit. 

It may be that there have been some raises there, but we found that they were 
wholly in line with what things should be going for on the market. 

Mr. ParTMan. That seems to be a little high, though, doesn’t it? If the infor 
mation is correct? Seventy-five percent of the $30 rents increased 55.8 percent? 
Doesn't that seem a little high to you? 

Mr. Savage. If it is high then it doesn’t jibe with my report because I went 
over our report very carefully and didn’t find it unreasonable. 

Mr. PatMAN. Of course, I don’t know about any individual cases, but I want 
to inquite as to where this information came from, Mr. Dupree. 

Mr. Dupree. That is the Bureau of Labor Statistics survey. 

Mr. Savage. There have been some rent decreases also, Mr. Patman. 

Mr. PatMAN. Yes. I am not saying they are right or wrong. I don’t know 
about the individual cases. I am just pointing out the information we have 
before us. 

Mr. Savace. I can tell you 

Mr. PATMAN. May I finish just a moment? 

Mr. SavaGe. Sorry. 

Mr. PatMAN. The information further discloses that of all rents, 67 percent of 
them were increased, and the over-all increase, percentagewise, was 35.4 percent 

Mr. Savaece. I think the statistics that I have are the most reliable that can 
be had. I wouldn’t say that 67 percent of the rents haven’t been raised because 
I think that is entirely possible. I wouldn’t quarrel with the figure if they said 
all rents had gone up some. 

Mr. PatMAN. You think 35.4 would probably be in line with what was justified. 

Mr. Savage. I don’t think that is true. I think the rents which have been 
raised have averaged a raise of between 18 and 19 percent. 

Mr. PaATMAN. This Says 35.4 average. 

Mr. Savace. We are talking about two things. One is the number of total 
rental units which have had any increase. I don’t quarrel with that figure. | 
think most of them should have been increased, perhaps. 

Mr. PatMAN. Here is a figure that corroborates yours. The average percent 
age increase in the general rent level includes rents which did not increase, and 
makes the over-all average 25.5 percent. 

I think the accurate figure would be about 18-point-something. 

Mr. PatMAN. I don’t know what report you are looking at, and if it is dated 
this year, it is probably a later report, and if it is from the Bureau of Labor 
Statistics 

Mr. PatMaNn. Survey period April 15, 1949, to November 15, 1949. 

Mr. Savace. There was one report released last year, which, because I found 
had a local origin, was hopelessly inaccurate. And that is the one which got on 
a national wire service and which I had so much trouble correcting. 

But the local newspaper called the local office of the Housing Expediter and 
found out about it—it is a matter of public record—and they took all the com 
plaints that came in from the CIO, all the telephone complaints, and put those 
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together, and in answer to the specific question as to whether there were any 
duplications they said they had had no way of eliminating the duplications, so 
that first release would not be an accurate report. 

Mr. PatMAN. May I ask you to take this testimony of Mr. Woods, and also 
this exhibit which discloses the information that I have mentioned here, and 
if you have any statement to make concerning it, you may file it for the record. 

I ask unanimous consent that Mayor Savage do that if he desires, Mr. Chair- 
man. 

The CHAIRMAN. He may do that if he desires. 

Are there any further questions? 

Mr. NicHoLson. Isn't the whole State of Texas decontrolled now, Mr. Mayor? 

Mr, SAvAGE. Now, yes; it is. We decontrolled in June. The entire State de- 
controlled later that year. But we led the State by some 3 or 4 months. 

Mr. NicHoLson. This bill, then, would give you the opportunity to go against 
the law of Texas and have the Federal Government take care of the city of 
Dallas, instead of under the laws of the State of Texas? 

Mr. SavaGce. I am not familiar with the bill before you. 

Mr. PATMAN. I think you are mistaken, Mr. Nicholson. All of Texas is de- 
controlled, including Dallas. 

The CHAIRMAN. It is decontrolled by State action. 

Mr. PATMAN. Yes. Of course, Dallas decontrolled through local action first, 
before the State did. 

Mr. NicHOLSON. Yes. 

The CHAIRMAN. This bill wouldn’t have any effect on the State of Texas. 

Mr. NicHOLSON. Dallas was decontrolled 4 months before the State was de- 
controlled ? 

Mr. Savace. That is correct. 

Mr. NICHOLSON. And when it was decontrolled, conditions weren't as they have 
been pictured to this committee and the Senate committee for years? 

Mr. SavaGe. Mr. Nicholson, if the conditions in Dallas were so bad, the State 
of Texas would not have decontrolled the entire State, which it did after we had 
had our decontrol experiment. 

Mr. NICHOLSON. Well, generally, has it been the experience in Texas that this 
decontrol has not hurt or has hurt? 

Mr. SAvaGce. It has not hurt. As a matter of fact, you can read the advertise- 
ments for rental units offered to the public, and my committee also gave me 
this report—and they far exceed, today, the amount of classified advertising for 
available units that was offered prior to decontrol. 

Mr. NicHoLson. That is all. 

The CHAIRMAN. Mr. Mayor, you wouldn't object to cities that feel they have 
a necessity for the continuation of rent control, exercising that power, would 
you? 

Mr. Savace. Mr. Chairman, I would be presumptious if I came before this 
committee and offered anything except a report on what conditions in Dallas 
are and told you what Dallas wants. I am not getting out of my jurisdiction, 
sir. 

The CHAIRMAN. Very well, you may stand aside, Mr. Mayor. We are very glad 
to have your views. 

You may make such comment for the record as you desire concerning the 
question raised by Mr. Patman, and it will be inserted in the record. 


THE Los ANGELES Story Since DecontTROL oF Rents, DeceEMBER 20, 1950 


(Compiled by Apartment Association of Los Angeles County, Inc., Los Angeles 
Chamber of Commerce, Los Angeles Realty Board, Small Property Owner’s 
League ) 


FACTS AT A GLANCE 


1. Rents up only 6.1 percent. 

2. Vacancies up. 

. Evictions negligible. 

. Decontrol dead issue. 

Kefore the decontrol of rents in Los Angeles, on December 20, 1950, the pro- 
ponents of rent contrsl made many preposterous claims such as: “mass evic- 
tions,” “chaos,” ‘300-percent rent increases,” “gouging,” etc. It has been over 
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* months since the rent lid was lifted here and not one of these claims has come 
to pass. 
Has there been “gouging” and “300-percent rent increases”? Definitely not. 


A survey taken January 15, 1951, by allied groups in the rental field divulged 
the following information: 


Number of units surveyed 9, 462 
Number of units increased 6,013 
Number of units decreased 27 
Number of units unchanged - 3, 222 
Gross monthly rent before decontrol : $435, 162. 
Gross monthly rent after decontrol $457, 091. 
Average monthly rent before decontrol 

Average monthly rent after decontrol 

Average increase since decontrol 

Percentage increase since decontrol 


The Sureau of Labor Statistics for the western region, in a release issue) 
March 26, 7951, stated that for the period from November 15, 1950, to Februar 
15, 1951, rents increased only 6.1 percent. Further they show an increase of 
only 8.5 percent from June 15, 1950, to February 15, 1951. For this same period 
(June 15, 2950-Februvry 15, 1951) food increased 12.5 percent and housefurrish 
ings moved upward 10.7 percent. On the Consumers’ Price Index (1935-39 
equals 100) the rent index is less than all other items except fuel and ice. It 
is 67.5 points under the index for food and 42.2 points under the index for 
housefurnishings. 

It is interesting to note that according to the California Department of Indus 
trial Relations the average hourly earnings of all manufacturing production 
workers in the Los Angeles area was $1.71 per hour in January 1951. On the 
basis of a 40-hour week, these employees earned $68.40. On the basis that 20 to 25 
percent of a month’s wages should normally be set aside for rent payments, the 
average worker in Los Angeles who rents enjoys a distinct position when com- 
parison of his weekly wages is made with the average monthly rent of $45.99. 

Apropos of rental increases, it is strongly rumored that the city housing author 
ity of the city of Los Angeles is considering increasing rents in the units under 
its jurisdiction an average of 30 to 40 percent. Compare this with the 6.1 percent 
reported by the Bureau of Labor Statistics. 

Many claims were made and are still being made, that a housing shortage exists 
in the city of Los Angeles. Nothing could be further from the truth. The Peacock 
survey, taken during the latter part of March and early April of 1950, showed a 
vacancy factor in rental housing accommodations of over 4.5 percent. In order 
to show that an increased vacancy percentage now exists, one only has to compare 
the number of classified ads in the Los Angeles Times on April 2, 1950 (during 
the time Peacock survey was taken) with the number on April 1, 1951. Mr 
Spaulding, manager of the classified sections, states that there were 60 “wanted 
to rent” ads run on Sunday, April 2, 1950, and only 35 such ads on Sunday, 
April 1, 1951, a decrease of 41.6 percent. A total of 644 ads offering apartments, 
flats, and houses for rent were run in the paper on April 2, 1950, while 1,065 
such ads appeared a year later. This represents an increase of 39.5 percent in 
units offered for rent. 

Preliminary figures from a survey now being taken by the Apartment Associa- 
tion of Los Angeles County, Inc. (copy of questionnaire attached), shows a 
vacancy factor in excess of 7 percent. The survey covers all areas of the com 
munity, all types of rental housing, and units in every rental range. It is inter 
esting to note that, in connection with this survey, owners indicate that man) 
units remain vacant for lengthy periods of time. An interesting case involves a 
double apartment in the 700 block of South Carondolet which, when vacated by 
the tenant, was rehabilitated at a cost in excess of $400. The rental approved 
by the Office of Housing Expediter was $75.30 per month. It was vacant for ove! 
1 month during which time it was offered for $75 per month. Another example of 
the present vacancy trend involves a building on Pico Boulevard. This structure 
eontains 87 units. In excess of $100,000 was spent on rehabilitation—yet 4 
apartments were vacant at the start of the survey. A third example, involving 
another class A building of 63 units, shows an expenditure of over $60,000, yet 
there is at present 20 percent of the units vacant. 
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You will note that one of the questions in the survey relates to the amount spent 
on rehabilitation since rents were decontrolled in this area. This question was 
asked in order to determine the approximate amount of money which accrued to 
the benefit of various types of business. The preliminary figures show that in 
2,030 units (including the preceding examples) a total of $261,448.28 was spent 
by the property owners—in less than 4 months. 

The matter of evictions was a matter of great concern to those groups advo- 
cating continuation of rent control. Claims were made that “thousands” of 
persons would be forced into the streets. Let us see what actually happened. 
In the 3 months preceding decontrol a total of 721 filings were made with the 
clerk of the municipal court, as follows: 


Percent of 
filings to 
Month Number of | total rental 
filings units 
(350,000) 


| 
229 | 0. 065 
242 | . 069 
250 | 071 


mae ge aiaateta 





On the basis of 67 actual working days there were 10.7 eviction cases filed each 


day. In the 3 months following decontrol a total of 1,316 filings were made with 
the court as follows: 


Percent of 
x ‘ filings to 
—— of total rental 
ngs units 
(350,000) 





January 412 0.117 
Fn aus ‘toi ; 23 553 . 158 
351 . 1002 





There being 72 actual working days during this period, an average of 18.3 
filings were made per day. It is interesting to note from these figures that from 
a peak of 553 in the month of February, the activity dropped to 351 in March. 
Included in the filings are a number of unlawful detainers filed by the city hous- 
ing authority. A check with the county marshal’s office discloses that 14 writs 
of possession were actually issued in October 1950 despite the fact that 229 un- 
lawful detainers were filed. In March 1951, 31 writs were handled by the mar- 
shal’s office while 351 eviction filings were made. The ratio of writs to filings 
appears to be nearly the same before and after rent control. 

As an indication of the general feeling of the voters in this city, rent control 
was not an issue in any of the councilmanic races at the recent primary elec- 
tion. Nine of the ten councilmen who voted for decontrol Were reelected at the 
primaries while the tenth was defeated for other reasons. 

In the fourth largest city in the country, and the largest yet decontrolled, 
rent control has become just a memory. 

From the foregoing facts one, and only one conclusion, can be made. The citi- 
zens of this community benefited from the decontrol of rents. 

Tenants’ rents were not increased exorbitantly. Where increases occurred, 
in almost every instance, rehabilitation took place making the rental accommo- 
dation more desirable. 

Tenants, because of the increased vacancy rate: can “shop around.” ’ 

Painters, plumbers, roofers, upholsters, furniture and carpet distributors, 
etc., were benefited from the money spent on refurnishing. 

Owners, once again, operate their properties without Government interference 
under the time proven law of supply and demand. 

Attached hereto are charts, showing rents as related to various items in the 
cost of living. 

Also attached are editorials and reports from Bureau of Labor Statistics, Los 
Angeles Times, Long Beach Independent. 
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RESIDENTIAL INCOME VACANCY SURVEY 


8 
APARTMENT ASSOCIATION or LOSANGELES COUNTY, INC. 
Suite 315 Holm Building -- 3923 West 6th Street 
Los Angeles 5, California 
Wokirk 44131 


1 
“Nome of Building (iF any 


2 
Address of Building ~ Zone 


A F G H ! 


8 c o Ee 
3 Type Veconcies | Fur, Unturn. sosas | s3eses | s4ns75 | $76995 | 
Apartment 4v/vVsi | i | 


4 BACHELOR APT 
(1 Rm. & Both) 








S (Comb. Liv. Rm- 
Bed Rim. Kitchen) 
DOUBLE APT. 
6 (Liv. Rm, 1 Bed Rm, 
Kitchen and Bath) 


TRIPLE APT. 
7 (Liv. Rm, 2 Bed Rms., 
Kitchen and Bath) 





MULTIPLE APT. 
8 (Liv. Rm, 3 Bed Rms, 
Kitchen and Bath) 


9 TOTAL 











12 TOTAL 











Amount spent on rehabilitation since 12/20/50 

Number of units where rents were increased since 12/20/50 
Number of units where rents were decreased since 12/20/50....... 
Gross monthly rent before decontro!.... 

Gooed montiby cont an 08 47 USD .......ceccceeserceseesD cecsecnecssreesssesemensnenestnaeere 


if you do not desire to answer questions 14, 15, 16, ond 17, give percentage of increase on oll rents 


"Signature of Owner/Operator/ Manager 
ALL INFORMATION SUBMITTED WILL BE 
KEPT CONFIDENTIAL. ONLY TOTAL Address 
FIGURES WILL BE USED. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1491 


U.S. Department of Labor 
[ | p J Bureau of Labor Statistics A 
Western ~ ra. ce Building 
ancisco 2, California 


CONSUMERS’ PRICE INDEX 


Pricing Period_ February 15, 1951. City los Angeles 
(Se le NE RMR om Ee Sa 


INDEX 
:Feb. 15, 1951 
: (1935-39 = 
$ 100) 


: : Percent change to :(OLD SERIES) 
: ae: 1 : 


Food 
Apparel 





Rent 
= 


Fuel,Elec.& Refr. 
Gas & Elec. 


Other Fuels 
Ice 


Housefurnishings 


Miscellaneous 
Change from November 15, 1950. 


LABOR S.F. 
3-24-1951 





DID RENTS “‘SKY-ROCKET’’ IN LOS ANGELES AFTER DECONTROL? 


ACCORDING TO THE BUREAU OF LABOR STATISTICS --. THEY DID NOT! 


FACTS 
BEFORE DECONTROL: 
\. Tenants’ Council claimed rents would ‘‘Sky-rocket’® 100% to 300%. 
2, Housing Expediter claimed increases would be ‘‘exorbitant”’ 


3. Spokesmen for Rental Industry claimed average increase sould not exceed 20% - 25%. 
AFTER DECONTROL: 


Tenants’ Council has no comment. 
Suvey by Rental Industry on January 15, 1951 showed increase of 5.5%. 
Bureau of Labor Statistics reports 6.1% increase between November 15, 1950 and February 15, 1951. 
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{For the Los Angeles Times, Friday, April 20, 1951] 
PouiticaAL HokuM 


Last August, when rent control was a live issue and the city council majority 
yoted for decontrol, there were a lot of wild threats against this majority along 
the line that the vengeance of an outraged electorate would be visited upon 
them. 

But what are the facts? In the recent primary election 9 of the 10 council- 
men who voted for decontrol were reelected, Don Allen being without opposition. 
The other 8 decontrollers elected at the primary were J. Win Austin, George 
P. Cronk, Ed J. Davenport, Ernest E. Debs, Harold E. Henry, John C. Holland, 
L. E. Timberlake, and Leland 8. Warburton. 

Lloyd Davies was the tenth councilman who voted for decontrol and he was 
defeated for reelection, but the issue of rent control did not enter into the con- 
flict. The people of the district decided that Davies had not devoted sufficient 
time to his city hall duties. 


{From the Long Beach Independent, Long Beach 12, Calif., Saturday, April 28, 1951) 
UNNECESSARY CONTROLS 


There is a lot of pressure being used in Washington to again enact rent control 
to apply to areas which have been decontrolled. It is the usual tendency to use 
controls on everything and everywhere just because some places and products 
need it. Long Beach would again come under rent control if such a law were 
passed. Actually Long Beach and its surrounding areas need more renters—not 
rent control. 

A trip around almost any part of the city will disclose “for rent” signs in 
greater numbers than have been seen during the past 10 years. The continuous 
building programs in Lakewood, Lakewood Park, and other areas is evidence that 
more “for rent” signs will be prevalent in Long Beach. Large numbers of the 
city families are moving into these new areas. 

To see what has happened to “for rent” advertising we checked our own expe- 
rience. We found that the worst period of rental shortages for Long Beach was in 
1945-46. During that period “for rent” advertising in newspapers practically 
disappeared. The housing shortage was so serious it was not necessary to adver- 
tise a vacancy. Early in 1947 the big building expansion got underway. By 
1948 new houses and apartments were found in all locations. 

On January 20, 1950, rent control was taken off in Long Beach when it was 
shown there was no actual shortage of rentals. Our records show that we car- 
ried 1,739 “for rent” advertisements for the week preceding rent decontrol in 
Long Beach. 

Now there is talk of another control program for every city in the country. 
The ridiculous part of such a suggestion for Long Beach is shown again by the 
number of “for rent’ advertisements carried by the Independent for week ending 
the 16th of this month. For week ending April 16, 1951, we carried 2,518 “for 
rent” advertisements. That means we carried 44 percent more “for rent’ ads 
last week than we did the week before rent controls were taken off 15 months 
ago. That is surely a sound reason why new controls should not be invoked 
unless there is a freeze of everything in our economy. 

Many cities have never taken off controls because they continue to have a 
serious housing shortage. Other cities decontrolled and now find themselves 
overcrowded again with defense workers. Control is justified in such cases. It 
is not justified where rentals exist, as they do in Long Beach at present. Con- 
trols should be only on scarce goods and services, because where there are scarci- 
ties, prices will skyrocket. That condition does not exist here as is evident by 
the “for rent” signs in windows and in the newspapers. That should be the 
best evidence that controls are not justified in this area.—L. A. C. 
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Residential income vacancy survey by Apartment Association of Los Angeles 
County, Inc., Los Angeles 5, Calif. 


(Address of building) (Zone) 





| va. | 

Num-| ean 

. we | ojae | Fur-_|UOufur- 

Type apartment ee = Inished|nished|*2-$35) 
1, 1951 


| Vacan- 
cies 
$36-$48) $49-$75 Ma 6-405) $96 up| since 
| decon- 
| trol 


(a) (b) | (bo) | © (d) (f) (g) 


— j meant 
———= — L cenagened 


. Bachelor apartment (1 room 
and bath) 178 913 
. Single apartment (combina- 
tion living room, bedroom, 
and kitchen) 
._ Double apartment (living 
room, 1 bed room, kitchen, 
and bath) -- 2 
. Triple apartment "(living 
room, 2 bedrooms, kitchen, 
and bath) . 
. Multiple apartment Giving 
room, 3 bedrooms, kitchen, 
snd bath) 9: 14 


840 | 7,673 | 2, 3,356 | 2,167 | 1,091 | 2,004 
9 3] 104 2| 35 | 7 13 


} 
—— -<—|—— — oo) om —|_ 


10,440 | 849 7,678 | 2,704 2,791 | 3,391 | 2,208 | 1,108] 2,017 

















. Amount spent on rehabilitation since Dec. 20, 1950_.._--______ $951, 594, 44 
. Number of units where rents were increased since Dec. 20, 1950_ 
. Number of units were rents were decreased since Dec. 20, 1950_ 
. Gross monthly rent before decontrol 
5. Gross monthly rent as of April 1, 1951 
. If you do not desire to answer questions 12, 13, 14, and 15, give 
percentage of increase on all rents 


(Address) 


All information submitted will be kept confidential. Only total figures will 
be used. 


Lone BEACH CHAMBER OF COMMERCE, 
Long Beach, Calif., April 24, 1951. 
Mr. H. F. SHIRLEY, 
President, Apartment House Association, 
Long Beach, Calif. 

Dear MR. SHIRLEY: We appreciate the opportunity to give you our conclusions 
with respect to the housing situation in Long Beach—particularly in the light 
of pending legislation to reactivate rent controls on a Nation-wide basis. 

Incidentally, you will be interested to know that our directors recently recom- 
mended that our Representatives in Congress vigorously oppose H. R. 1340, 
H. R. 1946, H. R. 2051, and other identical or similar rent-control measures, 
the premise of which is * * * “that an emergency exists with respect to 
housing accommodations—due to the acute shortage of all types of housing— 
especially rental housing.” 
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We not only objected to the unrealistic premise, but to the many arbitrary 
provisions of the act as well. In presently decontrolled areas, such as Long 
Beach, the standards set up in these acts for reestablishing rental price levels 
are exceptionally stringent. Owners of newer properties especially would be 
penalized. 

In the opinion of our directors it would be a blunder of serious magnitude to 
subject our property owners to such burdensome and arbitrary restrictions in 
the face of our present well-balanced situation. It not only would be unfair, 
but wholly unwarranted. ; 

Recent chamber studies clearly indicate that thére is no housing shortage in 
Long Beach, and there won't be if builders“are allowed to continue to build 
homes in ratio with evidenced demand—that rental vacancies far exceed demand 
at the present time—and that increases in rental prices since decontrol in 
January of 1950 have been much less proportionately than for other commodities 
and services. 

In fact, a recent spot study of over 500 apartment units showed that rents 
actually have been reduced in a number of instances in order to attract tenants. 
This situation was strikingly evidenced by recent experience in connection with 
reactivation of the Long Beach Naval Shipyard in January of this year. 

In a brief 4 months’ period the Navy has recruited a personnel of about 5,000, 
and it is expected that their total force will reach 6,000 by early summer. Many 
people, including executives of the shipyard, expected that this would throw a 
terrific housing burden on the community. Such, however, was not the case. 
As a result of a meeting called by the chamber early in February, shipyard 
executives were literally flooded with rental listings. 

In checking with the housing section Friday of last week, we found that they 
have been calling landlords to determine if facilities listed were still available, 
and on the same rental basis as initially submitted. In a high proportion of 
instances not only were the facilities still unrented, but in a number of cases 
jandlords offered to reduce the monthly rental if suitable tenants could be 
obtained. 

One reason, of course, for this unexpected turn of affairs is the fact that 
approximately 70 percent of the personnel recruited already were living in the 
area. In our opinion, however, this situation will prevail throughout the present 
emergency. The Nation-wide scarcity of manpower alone will require that the 
shift be in product rather than in workers. In fact, a recent statement by the 
Department of Defense indicated, in effect, that defense mobilization need not-- 
and without a doubt will not—result in a large-scale migration of workers. 

Douglas Aircraft Co.—the largest single employer in the area—reports similar 
experience. Over the period of the past year they have gradually recruited 
from a force of approximately 8,000 to their present level of 11,500. They do 
not even maintain a housing service section, and report that at no time during 
the past 3 years has housing in this area posed any problem. They also recruit 
chiefly from within the area. 

The reason, of course, for our fortunate position with respect to housing is 
the unprecedented program of residential building in the area. As you will see 
from the attached summary of a study recently made by our chamber, private 
housing in the area has increased 72.8 percent as of December 31, 1950. This 
does not include 3,920 units of Federal housing built during the war, which 
brings our total increase to 78.5 percent. During the same period population 
in the area increased 77.8 percent. 

A further indication that our people are adequately housed is shown by the 
ratio of persons per dwelling unit in the city of Long Beach at the present time 
(population divided by the number of occupied units in the city). Our current 
ratio is 2.67 persons—even lower than the 2.81 ratio that existed in 1940 when 
we had a 10-percent vacancy factor. 

During the year 1950 alone 8,862 units of residential housing were built in 
the area. Lakewood Park, Inc., the largest subdivider in southern California, 
reported 7,050 starts, of which 6,000 were completed and occupied at the end 
of last year. They presently have plans on file for the erection of another 7,000 
tq 8,000 single-family residences, together with several hundred—possibly as many 
as 1,000—multiple-family units. 

Within the past several days plans have been announced by three other builders 
in this vieinity for a total of 1,005 single-family residences. These firms are the 
Aldon Construction Co., in Lakewood Plaza (builders for Walker & Lee) ; Harry 
Coonen, in the vicinity of Fifty-second Street and Orange Avenue; and Cunning 
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ham & Britton, in the area between Conant and Parkcrest Streets near Woodruff 
Avenue. 

Getting back to our rental situation—last fall a local firm made a careful sur- 
vey of rental vacancies in the city. They reported 3,836 vacancies, which repre- 
sents a factor of 4 percent of our total housing which, at the end of 1950, num- 
bered 95,417 units. 

This also represented a 41-percent increase in housing vacancies since the 
city manager’s survey in October of 1949, which served as the basis for rent 
decontrol in Long Beach. 

In spite of the large-scale recruitment at the Long Beach Naval Shipyard, we 
believe that rental vacancies at the present time are as great—or possibly even 
greater—due to the large number of persons that have purchased and moved to 
new homes that are now so plentiful in the area. 

For your further information we enclose clippings from the classified sections of 
our two daily papers. You will note that nearly a full page in each is devoted to 
rental listings. 

All factors considered, we are certain that rent controls in this area are wholly 
unnecessary and that private enterprise is well able to meet any and all housing 
requirements that may arise. Any effort to place rent controls in this locality at 
this time, or to build Government housing or subsidized low-rent housing would 
be a serious blunder. 

Sincerely yours, 
LoNG BeEAacH CHAMBER OF COMMERCE. 
Frep S. Dean, President. 


SURVEY OF RENTAL CONDITIONS IN PORTLAND, OREG., SINCE DECONTROL OF RENTS, 
DECEMBER 29, 1950 


A FACTUAL REPORT OBTAINED BY A QUESTIONNAIRE SUBMITTED TO OWNERS OF RESI- 
DENTIAL RENTAL PROPERTIES COVERING RENTS, VACANCIES, AND RENTAL HOUSING 
TRENDS 


(Compiled by Oregon Apartment House Association) 


FACTS AT A GLANCE 


Rents up only 9.4 percent. 

Substantially more rental accommodations available. 
. Better upkeep and maintenance of rental properties. 
4. Tenant and owner relationship improved. 


DECONTROL OF RENTS IN PORTLAND, OREG. 


Residential rents were decontrolled in Portland, Oreg., December 29, 1950, by 
Housing Expediter Tighe E. Woods, acting upon a resolution of the Portland 
City Council as provided in the Housing and Rent Act of 1950. 

During the numerous and lengthy hearings on rent decontrol by the City 
Council of Portland, beginning in October 1949, until its final decision termi- 
nating rent controls on November 22, 1950, it was stated by proponents of con- 
tinued rent controls that serious consequences would result if rent ceilings 
were terminated. Among other things it was stated that “rents would double,” 
rents would “skyrocket,’ and that a serious economic dislocation would face 
families residing in rented quarters. 

It is interesting to examine the record since rents were decontrolled in 
Portland, Oreg., on December 29, 1950, and to find out whether or not the dire 
predictions made have come to pass. 

In order to determine just what would happen after rent ceilings were lifted 
in Portland, the Oregon Apartment House Association, representing some 500 
owners of rental property who operate approximately 10,000 rental units in 
Portland, undertook the responsibility of setting up an investigating committee 
of its own members to cooperate in the transition of rent control to a free rental 
market. A telephone reporting service was retained and a telephone number 
publicized through the press inviting tenants to report excessive increases in 
rents, This committee was later joined by a similar committee from the Port- 
land Central Labor Council and personal investigation were made jointly by 
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representatives of the two organizations. Conclusions reached by both organ- 
izations were that there were few cases of excessive rent increases. These were 
confined mostly to older houses and rundown housing units in poor housing areas. 

Asummary of conditions existing in Portland, Oreg., after 4 months of decontrol 
indicates the following developments: 


1. Rents in Portland, Oreg., have leveled off at approximately 9.4 percent above 
‘ controlled schedules in effect under Federal rent regulations 
To determine the results of decontrol of rents in Portland, Oreg., the Oregon 
Apartment House Association made a survey covering 4,402 rental units, re- 
questing a statement of gross rental collecttons for December 1950 (under rent 
control) and May 1951 (4 months after decontrol) which revealed the following 
information: 


Gross monthly rent before decontrol (December 1950, 4,402 rental 














SUDREIIE Sci. = seasoned vets aeseestiege-teateenah eeiaersiatcas aiamade Mises eosaatitaerorieaseistiead ealtesdiobtneertenaoan tian $226, 229. 12 
Gross monthly rent after decontrol (May 1951, 4,402 rental units)__ 239, 719. 82 
SCR, Sir Ee comiguausnahaeanam ebesinns 9.4 







2. A considerably greater number of rental accommodations, including houses, 
apartments, duplexes, housekeeping units, and furnished rooms are avail- 
able to the renting public since decontrol 

A tabulation of classified rental ads taken from newspapers shows a progres- 
sive increase since decontrol, with listings exceeding those of prior weeks during 
the past 6 months. Counts of ads appearing in the two daily newspapers—the 

Oregonian and Oregon Journal—for 4 months in 1950 and 4 months in 1951 are 

as follows: 


Number of individual ads by month, 1950 (before decontrol) : 









CINE 5a ciicntconsennttyhernbiona demdicdetdl cdi dtinnlinas Saitie sc tasinhciomnstay 11, 607 
at abet ke he ne cia eae 13, 016 
PURINE Sp cin bs sciatica ak Sons os Lesa dees a diten a ueia ce was eennee 13, 748 






I iS i ese stk tack eld cae cicada aps 








Number of individual ads by month, 1951 (since decontrol) : 











REG © o5 ak din kei ER eetane tbelil in nwinesdewigicentea 15, 172 
RE sori nh eek aden ates ate diteh aap eenddeng ok pmuptas 14, 345 
Ma rch si nacioich- tbo instlth Mail emai taschisii dl dihoeaaas he tdtepigpais cate snenmatpiapiaielasaik 15, 609 









at clans si-crienrnsiamenen Sabet laecion tig iniaeeapa nae gy esoniebGiasonducienjatoubeeees 17, 467 
ae eesti gh pti cTi ndadanasipinn ewe set enlist caer estate tae 62, 593 






Increased number of ads since decontrol]___-________-___-____-___ 


As evidence of this trend, the Sunday Oregonian, of May 6, 1951, listed the 
following ads under “Wanted to rent” and “For rent”: 


Wanted to rent: For rent: 
PROM isk st sin sl olbaabidiels 20 I i pe SS es 













baal cited theta ndelctaiie miei Wate. ated ie a 


In addition to the above, rental agencies in Portland, Oreg., who specialize in 
finding rental accommodations for tenants, report the following: 

Oregon Rentals, Inc., 315 Northwest Ninth Avenue, Portland, Oreg. (Mrs. 
Saelens, manager): “Most apartments for rent since I have been in rental busi- 
ness—owners have to clean up apartments before tenants will rent. There is a 
decreasing number of lookers for apartments. Apartments available at prac- 
tically any rent range.” 

Raleigh Rentals, 206 Southwest Sixth Avenue, Portland, Oreg. (Earl Briggs, 
manager): “There is an oversupply of apartments. Tenants for apartments 
are much more choosy. Some shortage of houses for rent in lower rent ranges. 
Many apartment tenants, living in low frozen units under rent control, now 
buying houses. Rents for houses firm. Rents for apartments softening—apart- 
ment vacancies greatly increased last 60 days.” 
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Bushey Rental Service, 521 Park Building, Portland, Oreg. (Charles L. Bushey, 
manager): “On the whole, the rental market remains rather tight; however, 
there has been a substantial change in conditions since decontrol on January 1. 
Prior to that time, a large percentage of our clients came to us because there 
was absolutely nothing available that they could find; now many of them come 
into our office to enlist our service because of the wider selection we are able to 
offer. We find that there are definitely more vacancies available now than there 
were under rent control. Vacancies are more frequent in apartments, courts, 
duplexes, and flats and these vacancies remain unoccupied for a longer period 
of time. There seems to be only a slight increase in the number of vacant 
houses.” 


8. Increasing vacancies in Portland, Oreg., since decontrol of rents 

Decontrol of rents in Portland has produced an expanding source of rental 
units in the following manner: 

(a) Return to the rental market of hundreds of rental units withheld by 
owners fearful of complications with the Federal rent agency. 

(b) Release of hundreds of apartments by former owners of single-family 
dwellings who had sold their homes and occupied apartments at low rents during 
rent controls. These people have now moved back to purchased homes. 

(ec) Turn-over of single tenancies in larger rental units who rearranged their 
housing and made larger units available to increased number of renters. 

(d) In the year 1950, Portland, Oreg., experienced the greatest building boom 
in the history of the city. New residential units, both single-family and multiple 
dwellings, have given Portland its greatest supply of residential housing. At 
present, approximately 2,000 new rental units will be available for occupancy 
between now and August 1951. 


4. Present vacancy in Portland indicates that no shortage of housing exists 


A survey conducted by the Oregon Apartment House Association on May 1, 
1951, covering 4,402 rental units shows a vacancy of 217 rental units, or a 
percentage of 4.9. These units are nearly all in the middle rental ranges of from 
$40 to $65 per month. 

Vacancies in the cheaper so-called housekeeping apartments were estimated to 
be 10 percent by the Housing Expediter’s office in September 1950, in a housing 
survey in Portland. Title 608, FHA projects in July 1949 had a vacancy of 19 
percent which is probably even greater at this time. On the basis of an average 
vacancy of the three classes of housing, Portland now has an approximate 11.3 
percent for all rental housing, the greatest for many years. It indicates clearly 
that the law of supply and demand will operate effectively, and that rentals 
will stabilize at present levels, except in newer higher priced rental units which 
will have a tendency to soften as vacancies increase. 


5. Competitive conditions and improvements to residential rental properties 


In a questionnaire sent by the Oregon Apartment House Association to the 
membership in March 1951, it was learned that a report covering 275 apartment 
buildings indicated that these owners of apartment houses expected to spend 
$573,353.53 for replacements, repairs, and improvements to their properties. This 
would be about $885 per rental unit covering 6,473 rental units reporting. This 
figure may be subject to increase due to the progressive vacancy situation which 
creates a tendency to improve more occupied units to retain tenants. This is 
one of the many benefits of decontrol resulting in an increase in sales of equip- 
ment and employment of labor in the Portland area. 


GENERAL CONCLUSIONS 


The removal of Government rent controls in Portland, Oreg., has set in motion 
all of the factors mentioned in this report which tend naturally to keep rents 
under automatic control. 

It has created a competitive rental market in which owners are seeking tenants 
instead of tenants having to act immediately to secure living space. The result 
is that better and cleaner accommodations are being offered. Owners are begin- 
ning to find it necessary to clean up and improve their rental units, both to hold 
present tenants and to attract new tenants to vacant accommodations. This 
has benefited many tradesmen who cater to residential owners in supplying labor, 
materials, and equipment for rental property. 
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A better relationship between tenants and owners is evident. Tenants who are 
dissatisfied have an opportunity to find other quarters, while owners have the 
right of selection in maintaining occupancy in their properties. 

Decontrol of rents has removed inequities between tenants in rent values so 
that all can be placed on a fair and equitable basis. 

We believe that residential rental owners of Portland have maintained a com 
mendable restraint since decontrol of rents in Portland, Oreg. Comments edi 
torially by Portland’s two metropolitan newspapers indicate this fact. In an 
editorial on March 15, 1951, the Oregon Daily Journal stated: “Portland’s land 
lords have shown considerable discretion since rent ceilings were removed, 
* * *” The Portland Oregonian in an editorial dated March 15, 1951, stated: 
“Portland’s experience with decontrol has been generally satisfactory. Some 
instances of ‘gouging’ have been reported, but the great majority of landlords 
have shown laudable restraint in raising rents * * *,” 

It is extremely discouraging to those who believe in free enterprise to have a 
law enacted, general in its provisions, which might enable the head of some 
Federal Government agency interested in building up his own organization or 
bureau to impose unnecessary controls upon areas where such controls are not 
needed just because there are some areas in which controls and restrictions 
might be needed. 

While rent controls in some areas where there have been extreme shortages of 
housing facilities may have been beneficial to the particular tenants who have 
been secure in rentals far below the parity of other commodities, rent contro! 
in itself has always caused a shortage of rental units and could never help cure 
such a shortage in defense or war effort communities where any such shortage 
exists. 

Rent controls have tended to increase the housing shortage by permitting people 
to occupy more space than they need at a price far below the parity of other 
commodities. 

We believe that where extreme housing shortages exist in areas designated by 
the Government for promotion of its war and defense program of production, 
such shortage can only be overcome either by the Government providing the 
needed housing itself to meet the emergency or by removing the shackles from 
free enterprise and providing the incentive for private construction in such areas 
without the probability of losing its investment. 

To continue governmental controls when and where they are not needed tends 
to weaken the faith of the people in their own Government. It is a strange 
philosophy under which subsidies are given to encourage production of food and 
other essentials and at the same time inflicts penalties and restrictions upon 
those providing shelter where the demand is in excess of the supply for such 
shelter. 


The Cuamman. Mr. Vanderslice, I suggest you go right ahead 


S 
at this time. 


STATEMENT OF R. L. VANDERSLICE, CHAIRMAN OF THE EXECU- 
TIVE COMMITTEE, NATIONAL APARTMENT OWNERS ASSOCIA- 
TION, EXECUTIVE DIRECTOR OF THE CHICAGO RESIDENTIAL 
HOTEL ASSOCIATION 


Mr. Vanpersuicr. Mr. Chairman, I am R. L. Vanderslice, chairman 
of the executive committee of the National Apartment Owners Asso- 
ciation and executive director of the Chicago Residential Hotel Associ- 
ation. I would like to briefly summarize and supplement my prepared 
statement, and ask that it be entered in the record as though read. 

The CuarrMan. Without objection, that will be done. 

Mr. Vanversiice. I represent the class of properties referred to 
by the Housing Expediter before this committee last week as being 
of doubtful paternity. 

The Cuamman. You are going to ee this a part of the record ‘ 

Mr. Vanpersiicr. Yes. I have only 314 pages, sir. 
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The Crarrman. That is all right. I don’t want to cut anybody 
short. It is just one of those things. We have so many witnesses. 

Mr. Vanperstice. I appreciate that, Mr. Chairman. 

I represent the class of properties referred to by the Housing Expe- 
diter before this committee last week as being of doubtful paternity. 
I am appearing before your committee on behalf of the Chicago Resi- 
dential Hotel Association to recommend that Federal rent control 
should be ended now with respect to residential hotels in the city 
of Chicago, which are the only hotels under Federal rent control in 
the entire country. 

The discriminatory control inflicted upon Chicago residential hotels 
is without justification and unprecedented in the history of Federal 
legislation. From 1947 up to the present, all hotels throughout the 
entire United States have been free of Federal rent control with the 
single exception of Chicago residential hotels, which were recon- 
trolled on April 1, 1949. 

The principal reason which prompted Congress to decontrol all 
hotels in 1947 was because Congress recognized that hotels were pri- 
marily a service industry. The rapidly rising costs of hotel services 
placed this class of rental accommodations wholly apart from the 
ordinary bare-space living accommodations without hotel services. 
This reason for decontrolling hotels in 1947 applied to all hotels 
throughout the United States including Chicago residential hotels, for 
Chicago residential hotels are hotels that offer to their occupants all 
customary hotel services such as maid service, furnishing and launder- 
ing of linens, telephone and secretarial or desk service, use and upkeep 
of furniture and fixtures, and also, in addition, usually kitchen and 
dining facilities. 

Congress has recognized that residential hotels are hotels within 
the meaning of the Housing and Rent Act. The Supreme Court of 
Illinois has held residential hotels to be hotels, the Federal courts 
in Illinois, including the United States Court of Appeals for the 
Seventh Circuit, have similarly so held, and the State laws and local 
ordinances of Illinois have classified residential hotels as hotels. Even 
the Housing Expediter, who only last week told this committee that 
Chicago residential hotels were neither fish nor fowl, and neither 
hotels nor furnished apartment buildings in 1948 and 1949, by an offi- 
cial interpretation, expressly stated that hotels, within the meaning 
of the act, included transient hotels, residential hotels, apartment 
hotels, and family hotels. It thus seems that only the Housing Expe- 
diter is in doubt as to the true character of a residential hotel and even 
he has no doubts when he correctly interpreted hotels as including 
residential and apartment hotels. 

In his testimony last week the Housing Expediter told this com- 
mittee what is an admitted fact: that the recontrol of Chicago resi- 
lential hotels had been a headache to everybody. His statement is 
an understatement. He stated that our hotels were of doubtful pater- 
nity and he has treated them accordingly. But, in addressing a meet- 
ing of this association as Chicago area rent director in November 
1946, Mr. Woods stated that residential hotels had suffered most under 
rent control and were more deserving of a break than any other type 
of structure, urging us to present our case to Washington. 

However, every effort of his Office has been to deny us relief ac- 
corded to other controlled housing accommodations. For example: 
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Congress in 1949 enacted a provision into the law requiring the Hous- 
ing Expediter to grant fair net operating income increases to all con- 
trolled housing accommodations. We were assured that the Housing 
Expediter would effectuate this clear congressional command by ex- 
tending the fair net operating income provisions to Chicago resi- 
dential hotels and he, at first, recognized and gave effect to this intent 
of Congress by permitting the filing for rent relief by Chicago resi- 
dential hotels prusuant to this regulation. However, after a sub- 
stantial number of petitions had beer-filed, but before any had been 
granted, the Housing Expediter summarily amended his regulation 
on January 25, 1950, aa completely excluded Chicago residential 
hotels from obtaining relief under the fair net operating income provi- 
sions. Yet every other class of housing accommodations throughout 
the country then had, and still has, the right to qualify for increases 
under the fair net operating income provisions. Only Chicago resi- 
dential hotels are excluded from obtaining rent increases under the 
fair net formula. 

The CHamman. Why was that? 

Mr. Vanpersiice. He claimed that his formula didn’t cover hotels. 
After some delay he then brought out a formula which was entirely 
inapplicable for residential hotels, and later on amended his housing 
regulations and provided a special formula for it which some of them 
called a Ouija board, others called a gimmick, and other complimen- 
tary and uncomplimentary terms, and, after trying to get that formula 
for almost a year, the day before yesterday was the first time I was 
able to see it and then not through the Expediter’s Office. 

I have more on that in my report, Mr. Chairman, which I will cover 
a little later. 

I protested immediately to the Housing Expediter and have con- 
tinued my efforts to end this discrimination. However, as of this date, 
no relief has been granted to us by the Housing Expediter, despite 
the clear command of Congress that the fair net operating income 
provisions of the act should be extended to all controlled housing ac- 
commodations. 

The CuarMan. That was the act of Congress? 

Mr. Vanverstice. That is right. 

The Housing Expediter has denied us the right to file petitions 
based on comparability by changing the comparability date in his 
regulation from March 1, 1949, to March 1, 1942. He has forced 
Chicago residential hotels to completely absorb all increases in tele- 
phone rates; increases in State and local taxes; all wage increases; 
and all increased costs of furnishings and supplies, electricity, fuel, 
gas, and similar related costs of operation. The unit cost of items 
purchased by residential hotels is higher than that of the large de- 
controlled transient hotels because of the smaller volume. 

Furthermore, the Housing Expediter has even refused to permit 
owners of Chicago residential hotels to dispense with maid service and 
take a reduction in rent when they found it prohibitive to continue 
to supply this service. So here we have the picture of the Housing 
Expediter on the one hand requiring the continuance of maid service 
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and on the other hand refusing the unfortunate owner the right to 
obtain an increase to compensate him for the increased cost of pro- 
viding that service. 

Thus not only were Chicago residential hotels unjustly discrimi- 
nated against by being recontrolled in 1949 but the Housing Expediter 
has shown a callous indifference to their legitimate needs for rent 
relief. 

Furthermore, the monthly survey of March 1951, by Horwath & 
Horwath, leading hotel accounting firm, shows that Chicago resi- 
dential hotels are 86.37 occupied and that vacancies are steadily in- 
creasing. If an occupancy of 93 percent in 1942 justified control, 
then most assuredly the present occupancy of 86.37 percent in Chicago 
residential hotels, with vacancies steadily increasing, should justify 
decontrol. Not only does this vacancy factor offer sufficient grounds 
for decontrol, but it also insures that no excessive rent increases would 
result from decontrol. 

It is important to note that former Congressman Barrett O'Hara, 
of Chicago, who strongly and successfully supported the recontrol 
of Chicago residential hotels in 1949, changed his view in 1950 and 
said, in part, during the hearings before the Committee on Banking 
and Currency, House of Representatives, December 4, 1950, as follows: 

I might say, Mr, Woods, that I take very seriously the mandate of the people 
at an election. In the precincts in my district where most of the tenants live in 
hotels—the group who have been affected by the legislation that I fought for 
in the Highty-first Congress—the voters declared for my opponent by, in most 


instances, as much as three to one, so I would judge from that that the tenants 
in those hotels are against any kind of controls * * *. 


In conclusion, we feel that property owners should no longer be 
singled out to carry on the battle alone against inflation. 

Now, Mr. Chairman, I want to thank the committee, thank you 
and the committee, for permitting me to appear to present our picture 
here, and I would like at this time, in answer to your question, to 
submit for inclusion in the record my letter to Senator Douglas of 
August 23, 1950, in which I take up with Senator Douglas the ques- 
tion of the fair net operating income, and our denial by Mr. Woods’ 
office—raising the legal points—it is rather involved, so I don’t want 
to read it, but ask that it be made a part of the record. I know you 
gentlemen will be interested in it, but you do want to save time. 

The Cuamman. Yes; I certainly do. 

Without objection, that will be made a part of the record. 

Mr. Vanverstice. Mr. Chairman, I also have concluding corre- 
spondence, a letter of September 19 to Mr. Douglas from Mr. Woods 
answering in part that letter, and a letter of November 20, 1950, to Mr. 
Tighe Woods, refuting the various statements, and then we also have 
a letter of April 20 signed by Mr. William Barr, of the Office of the 
Housing Expediter, and general manager, I believe it is. 

The Piitese an. And that explains why they didn’t give you a raise 
in rent ? 

Mr. Vanverstice. The explanation is that he slammed the door in 
our face; we got absolutely nothing. 
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(The correspondence referred to follows:) 


OFFICE OF THE HousING EXPEDITER, 
April 20, 1951. 
Mr. R. L. VANDERSLICE, 
Secretary, Residential Hotel Association, 
Chicago 11, Il. 


Dear Mr. VANDERSLICE: In the latter part of January, Mr. Muchin, the assist- 
ant general manager; Mr. Sauer, an assistant general counsel; and Mr. Martin, 
assistant coordinator of program analysis and statistics, met with you and other 
representatives of the Chicago hotels in Chicago to discuss proposals made by 
you for changing the rent regulations with reference to rent adjustments for 
Chicago hotels. At these meetings you made three general recommendations 
which, for the sake of clarity, I will discuss separately. 


1. FAIR NET OPERATING INCOME FORMULA 


You recommended that the rent regulations be amended so that hotels in the 
city of Chicago would be eligible for rent adjustments under the fair net operat- 
ing income formula. We explained to you at the conference that we had not 
provided such relief in our regulations because we found it to be not practicable. 
We agreed, however, that we would make a special survey of the situation in 
Chicago in a further effort to come up with a fair net operating income formula 
for Chicago hotels. In accordance with the agreement reached at this confer- 
ence we determined upon a category of establishments for the purpose of this 
survey. It was decided to limit the survey to hotels in which, on March 1, 1949, 
15 percent or less of the accommodations were rented on a transient basis, with 
a further limitation that only those establishments would be considered for 
survey purposes which had neither restaurants, taverns, or cocktail lounges 
on the premises. After making this determination, we requested our area rent 
office to make a complete study of all residential hotels in Chicago and give us a 
iist of those establishments which met these requirements. After receiving this 
list, we discussed with the Budget Bureau the techniques of making a survey and 
received clearance from them. For the past few weeks our accountants have 
been in Chicago examining the books of the selected establishments to deter- 
mine their net operating income position for the years 1939-46, inclusive, to find 
eut whether it would be feasible to establish a new net operating income formula 
which would be equitable for such establishments. As soon as this survey is com- 
pleted I shall be happy to advise you of the results. 


2. COMPARABILITY ADJUSTMENTS 


You requested us to amend the rent regulations so that Chicago hotels would 
be eligible for comparability adjustments based upon the rent generally pre- 
vailing in recontrolled Chicago hotels on March 1, 1949, the date determining 
the maximum rent for such hotels. 

Mr. Elwood Williams submitted to the Chicago conference a formula for ad- 
justing rents on a “comparability basis within the hotel.” Under the proposed 
formula, the rent director would determine what in a particular hotel the 
middle of the rental range was for the “lower rent structure” and what the 
middle of the range was for the “higher rent structure.” He would then deter- 
mine what the middle of the rental range was between the first and the second 
groups and would, by order, increase all rents in the establishment which were 
lower than that determined figure but would not reduce rents which were higher 
than the determined figure. The lower rent structure would consist of units 
occupied by tenants in possession prior to and through the 1947-49 decontrol 
period. The higher rent structure would consist of units in which the rent was 
established during the decontrol period as the units were vacated and rented to 
new tenants. 

We explained to you previously that we did not permit in our regulations rent 
adjustments to Chicago hotels on the basis of March 1949 comparability because 
there was nothing in the congressional history of the Housing and Rent Act 
of 1949 which indicated that Congress intended to adjust rents on this basis 
and also because it was impossible to determine 1949 comparability since the 
rates varied widely because of the many ways in which they were established. 
We pointed out that in many instances the March 1, 1949, rents were the same 
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as they were on July 1, 1947; in other instances they were 15 percent above the 
July 1, 1947, level because the landlords were doubtful whether the units were 
decontrolled and therefore requested the tenants to sign voluntary leases. In 
other instances the rents were frozen at certain rates because of the Chicago 
rent control ordinance, and in still other instances the rents on March 1, 1949, 
were rates which had been established on a free market during the decontrol 
period and were considerably higher than the rates in effect on July 1, 1947. 
With such a varied rate structure our conclusion was that there was no equitable 
method of adjusting rents on the basis of comparability. 

We have studied the new formula recommended by Mr. Williams and have 
reluctantly come to the same conclusion. It appears to us that this is a purely 
arbitrary method of adjusting maximum rents and has no support in the act 
or the congressional history. We find nothing in the history of the present law 
which would indicate that Congress intended that a large group of rates in a 
structure be raised on a purely arbitrary basis without making a corresponding 
reduction in the rates which are above so-called comparability. Moreover, we 
do not believe that the prescribed method would be equitable to the tenants in 
the building. If, for example, 90 percent of the units in the establishment were 
in the lower rent structure all of these rents would be raised substantially 
if 10 percent of the rates had been raised in a substantial manner during the 
decontrol period. We still feel that the provision in the regulation for granting 
rent adjustments on the basis of increases in cost of operation is the most 
equitable method of adjusting hotel rates in Chicago and that there would be 
no justification for an amendment to the regulations to provide comparability 
adjustments on the basis of March 1, 1949, rates. 


3. COST INCREASE ADJUSTMENTS 


At the Chicago conference you complained that Form D—122, which is a peti- 
tion designed for use by Chicago hotels in applying for rent adjustments because 
of operating cost increases, was too complex and burdensome and that the pro- 
cedure did not grant the relief needed by these establishments. 

First, let me iterate that this form and the procedure for granting hotels rent 
adjustments on the basis of operating cost increases was devised in a series of 
conferences with representatives of the hotel industry, including representatives 
of the American Hotel Association and two of the largest hotel accounting firms. 

In developing this form and procedure consideration had to be given to the 
fact that in hotels some of the rooms, suites, and apartments are decontrolled 
and others are under Federal rent control; that many of the establishments 
derive part of their income from commercial units, such as stores, offices, etc. ; 
that many hotels have dining rooms, cocktail lounges, and bars; that the hotels 
as distinguished from apartment houses, have variable rates for different terms 
of occupancy and different numbers of occupants. All of these considerations 
tended to make the procedure somewhat complex. In devising these procedures 
we were assured by the accounting firms that most hotels followed a uniform 
system of accounting and that it would be quite simple for them to fill out the 
Form D-122. 

At the conference you stated that most of the hotels represented by your asso- 
ciation were residential hotels and did not have restaurants, dining rooms, or 
cocktail bars; and that very few of them rented to commercial enterprises. If 
such is the case, it should not be difficult for your members to fill out these forms. 

You complained at the conference that some of your members were unable to 
get relief under this procedure. This may be true and is probably due to the 
fact that they have had rent increases which exceed their increases in operating 
costs. Many of the units in the hotels represented by your association were 
decontrolled during the period July 1, 1947, to March 1, 1949. It is possibte, 
therefore, that during this decontrol period the rates were substantially increased 
and that these increased rates were in effect on March 1, 1949, and became the 
maximum rents and absorbed the cost increases. 

Permit me to assure you that our area rent office stands ready at all times 
to assist any hotel which desires to petition for relief on the basis of operating 
cost increases or any of the other adjustment provisions and is prepared to 
explain the appropriate procedures to any interested parties. 

Sincerely yours, 


WILLIAM G. Barr, General Manager. 
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NovEMBER 20, 1950. 
Hon. TieHE B. Woops, 


Housing Exrpediter, Washington, D. C. 


Deak Mr. Woops: Under date of August 23, 1950, I took the liberty of writing 
both Senator Douglas and Congressman Sabath with respect to the denial by your 
Office of fair net operating income relief to residential hotels located in Chicago, 
as well as with respect to the total inadquacy of rental relief under the ‘“compara- 
bility” formula. Both Senator Douglas and Congressman Sabath sent these 
letters to you for your comments. This letter is in reply to a letter from Mr. Ed 
Dupree setting forth the reasons on which your Office relies to sustain its position 
with respect to the foregoing. * 


FAIR NET OPERATING INCOME ADJUSTMENTS 


With the exception of hotels, all controlled housing accommodations are eligible 
for fair net operating income adjustments (Form D-106). The reasons advanced 
by your Office to sustain this discriminatory denial of needed rental relief either 
ignore our arguments or are based on facts which have no revelance to residential 
hotels. 

(1) The major premise on which your asserted position rests is that hotels 
differ from all other types of controlled housing accommodations, and thus hotels 
should not be accorded rental relief available to all other controlled housing 
accommodations. Your Office, in drawing this arbitrary distinction, relied on 
the difference between commercial hotels, having substantial income derived 
from nonhousing sources such as cocktail lounges, dining rooms, ets., on the one 
hand; and on the other hand, units without such outside sources of income. 

However, the typical residential hotel has no major source of income other 
than rentals derived from housing accommodations. This is true, for example, 
of more than 90 percent of the members of our association. The typical resi- 
dential hotel is nontransient in character, and offers customary hotel services to 
its occupants. The typical residential hotel does not have dining rooms, cocktail 
lounges, ete. Its income is derived (like any apartment building, for example) 
solely from rentals of the housing accommodations contained therein. 

Thus, the sole basis drawn by you between hotels and other controlled housing 
accommodations, for purposes of applicability of the fair net operating income 
formula, has absolutely no validity as applied to residential hotels. Therefore, 
the formula should be made available to residential hotels of the character I 
have described. 

(3) The failure of your Office to distinguish between commercial as opposed 
to residential hotels for the purpose of applicability of the fair net operating 
income formula finds confirmation in the fact that many residential hotels, to my 
own knowledge, qualified for fair net operating income increases by petitions filed 
with the Chicago area rent office during 1949. When all such petitions were 
arbitrarily dismissed by order of your Office on January 23, 1950, these hotels 
sought to qualify under the new Form D-122. None of them were able to so 
qualify. See, for a few examples, the establishments located at 5860 North 
Kenmore Avenue, Chicago; 6321 Winthrop Avenue, Chicago; 909 Foster Avenue, 
Chicago; and 3318 Lake Shore Drive, Chicago. 

Form D-122 was drawn up solely with a commercial hotel in mind, the income 
sources of which includes not only rentals of rooms and apartments, but sub- 
stantial income from nonhousing sources such as dining rooms, cocktail lounges, 
ete. It was not drawn up with the typical residential hotel in mind, and it is 
wholly inapplicable to a typical residential hotel. Not one residential hotel 
whose income is derived from rental of housing accomodations, has ever qualified 
under Form D-122. The proof of the pudding is in the eating. Our actual 
experience adds conclusive support to our arguments. 

(3) Form D-122 was not drawn up after consultation with me or any other 
authorized representative of the residential hotel industry as is inferred in your 
letter. The first knowledge I had of Form D-22 was in December 1949, when 
I obtained a copy of it. The next thing I knew, on January 23, 1950, your Office 
summarily and without prior notice excepted all hotels from the applicability 
of the fair net operating income formula for the future, and dismissed all of the 
many pending petitions, each one of which qualified for a rental increase. I 
vigorously protested this action, and was assured by your Office that at least 
the petitions pending on January 23, 1950, would be processed. As a measure 
of your intentions, you sent two of your officers to Chicago to make personal 
investigations and process the forms. These men carefully spot-checked the ap- 
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plications, verified figures by actual physical examinations of the premises, and 
left for Washington, D. C., with the understanding that orders granting re- 
quired increases would be there entered. However, shortly thereafter, I was 
informed that even this relief would be denied our members whose files had been 
taken to Washington, because they were hotels. I am sure that these conferences 
are hardly the conferences you refer to in your statement as having been held 
with representatives of the hotel industry. 

(4) The argument contained in your letter of September 19, 1950, also sug- 
gests that the inability of residential hotels to obtain rent increases might be 
ascribed to rental increases obtained during the period of decontrol (1947-49). 
If income had increased greatly in proportion to costs, as you suggest, then 
hotels would not have been able to qualify for fair net operating income in- 
creases. But, the fact is that many residential hotels qualified for fair net op- 
erating income increases. When the further admitted fact is added that prac- 
tically none of the hotels which qualified for a fair net operating income adjust- 
ment could qualify under Form D—122, the conclusion seems obvious that Form 
[PD-122 was designed and tailored for commercial—not residential—hotels, and 
this is the decisive reason residential hotels can find no basis for rental relief 
under its terms. 

(5) There is no mention in your letter specifically meeting our arguments that 
Congress intended the remedial provisions of the fair net operating income pro- 
visions to apply to all controlled housing accommodations; and that your dis- 
criminatory denial of that avenue of relief to hotels as a class is inconsistent with 
and in derogation of this expressed intent of Congress. In any event, we think 
it clear that your denial of the remedial fair net operating income provision is 
clearly unwarranted insofar as it applies to typical residential hotels. 

For the reasons we have stated, we respectfully and most strongly urge that 
the residential hotels whose income is wholly or primarily derived from rentals 
of housing accommodations, again be accorded the benefits of the fair net op- 
erating income provisions of the rent regulations. 

(6) The experience of one of our member hotels serves further to illustrate 
the discriminatory and unreasonable application of rent controls to residential 
hotels in Chicago. 

This establishment from 1947 to 1949 did not, in the judgment of the man- 
agement, fall within the definition of a hotel as contained in the Housing and 
Rent Act of July 1, 1947, and the regulations. of your Office issued thereunder. 
Accordingly, it was operated from 1947 to 1949 as a controlled establishment. 
The only rental increase enjoyed during this period was by reason of the 15 
percent statutory lease. In 1949, it filed a Form D-—-106 to avail itself of fair 
net operating income relief, and qualified for a substantial increase. However, 
vour office also required it to file a Form D-95A, although it had conducted 
itself as a controlled nonhotel establishment from 1947 to 1949. Your Office then 
determined it to be a hotel, and after your amendment to the rent regulations 
denying fair net operating income relief to hotels, dismissed this hotel’s petition. 

Unable to obtain any rent relief, this hotel then sought to reduce its losses by 
petitioning your Office for a reduction in rent by reason of a proposed reduction 
in services. However, your Office refused to permit any reduction in services. 
Your Office has thus, on the one hand, taken away the possibilities of rental 
increases, while also, on the other hand, preventing the establishment from 
reducing its losses. 


COMPARABILITY RENTAL INCREASES 


The comparability rental formula, as originally applied to hotels recontrolled 
by the 1949 Housing and Rent Act, provided that rentals might be adjusted 
upward for low-rent units to rents for comparable units in effect as of March 1, 
1949. However, this necessary and needed avenue of rental relief was denied 
to residential hotels by making the comparability date March 1942, rather than 
March 1, 1949. This has effectively foreclosed any rental adjustment under this 
formula. The reason advanced by your Office is that in some instances there 
were very large increases during the decontrolled period for hotels. (1947-49.) 
However, I think it illogical to penalize the very great majority of hotels, by 
reason = the few out-of-line increases you suggest, even if such isolated cases 
oceurred, 

Furthermore, an administratively feasible and economically equitable pro- 
cedure exists to raise inequitably low rentals on the comparability formula with- 
out the unfair consequences which you suggest might occur. Our member hotels 
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now have two separate rate structures, as the attached exhibit A indicates. The 
two structures are made up of the older tenants, on the one hand, and the tenants 
obtaining possession during the 1947-49 decontrol period on the other. This dis- 
tortion of rents occurred because of the desire of landlords to maintain their 
good will and satisfactory relations with their older tenants, because many of 
these tenants were given 15 percent rental leases, because the city of Chicago 
controlled rentals in hotels until February 11, 1948, and for other related reasons. 
New tenants customarily were charged rentals higher than rentals in existence for 
older tenants. The result has been a clearly defined double-rate structure for 
most residential hotels, as exhibit A so clearly reflects. This distortion has 
resulted in severe financial hardship on landlogts because of the large number 
of vacancies. Although mounting costs of Operation in the past were offset in 
part by a very low vacancy factor, the steadily increasing vacancy factor has 
made the increasing costs of operation a serious threat to the financial stability 
of the rensidential-hotel industry. My suggestion would therefore be to average 
the low-rate rentals for comparable units, average the high-rate rentals for the 
same type of units, and then take the median between the high and low averages, 
and raise the low-rental units by that amount. Thus, for example, if the low- 
rate average were $50, and the high-rate average $70, the difference would be 
$20, and the increase to be applied would be $10 to each of the low-rate units. 
This would be fair to both the landlord and tenants, would be administratively 
feasible, and would be simple of operation. 


CONCLUSION 


I firmly believe that residential hotels are entitled to the benefits of the fair 
net operating income formula, and to a revision of the comparability formula, 
for the reasons I have indicated. I believe that such relief is in accord with the 
intention of Congress, and is in accord with common sense. 

If there is any information you might desire, or any further explanation of 
our position, I should be only too happy to consult with you or your representa- 
tives with respect thereto. 

Very truly yours, 
R. L. VANDERSLICE. 


OFFICE OF THE Houstne Expepiter, 
Washington, D. C., September 19, 1950. 
Hon. Pavut H. DovucGtLas, 
United States Senate, Washington, D. C. 

Dear SENATOR DouGLas: I have your letter of August 29, 1950, addressed to 
Mr. Woods, enclosing a letter to you by Mr. R. L. Vanderslice, secretary to the 
Chicago Residential Hotel Association. Mr. Vanderslice sent a similar letter 
to Congressman Sabath, who also forwarded his letter to Mr. Woods for com- 
ments, 

Mr. Vanderslice is critical of the rent regulations issued under the Housing 
and Rent Act of 1947 as they pertain to the residential hotels in Chicago. He 
particularly objects to the provision in the regulation which excepts hotel 
accommodations in Chicago from the benefits of the fair net operating income 
provision. He also objects to the provision in the regulation relating to com- 
parability adjustments. 

You may recall that in the Housing and Rent Act of 1947, as originally en- 
acted, hotel accommodations were decontrolled. In the 1949 extension, how- 
ever, hotel accommodations in Chicago and New York, which were rented on a 
permanent basis, were recontrolled at the rents in effect on March 1, 1949. In the 
same extension act, Congress directed the Housing Expediter, in making rent 
adjustments, to “observe the principle of maintaining maximum rents—so far as 
is practicable, at levels which will yield to landlords a fair net operating income 
from such housing accommodations.’ 

After considerable study, we concluded that it was not practicable or feasible 
to apply the fair net operating income adjustment formula to hotels. We found 
that there were so many extraneous factors in the operation of a hotel which 
were not directly related to the control of rents that it was impossible to 
apply the formula adopted for other housing accommodations. We made every 
effort to secure statistics on which a reasonable standard for such adjustments 
for hotels could be based, but without success. 

Having reached the conclusion that the fair net operating income provision 
could not be applied to hotels, we undertook to devise a new procedure which 
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would give hotels in New York and Chicago adequate relief from inequitable 
maximum rents. We developed a form and procedure under which these hotels 
could obtain increases in their maximum rents which would relieve them from 
increases in the cost of operation since the freeze date. These procedures were 
developed after many consultations with representatives of two of the leading 
hotel accounting firms in the United States, as well as with representatives of 
the industry. Most of the suggestions which were made by the representatives 
of the industry and by the hotel accountants were found to be acceptable and 
were incorporated into the new procedures. We felt that we had really solved 
the problem of hotel adjustments, and still feel that this provision gives Chicago 
hotels adequate relief from increased costs of operation. Perhaps some of the 
hotels, which Mr. Vanderslice refers to in his letter, were unable to get relief 
under this cost-increase-adjustment provision because they were adequately 
compensated for such cost increases by substantially increased rates, which 
were established during the period July 1, 1947, to March 1, 1949, when they 
were decontrolled, and which rates were preserved as maximum rents when 
these accommodations were recontrolled on April 1, 1949. This relief for in- 
ereased costs, of course, is in addition to the relief allowable under all of the 
other adjustment provisions which are equally applicable to hotel accommoda- 
tions as well as other controlled dwelling units, such as adjustments for major 
capital improvements, increases in services, ete. 

Mr. Vanderslice also complains that the regulations do not permit the adjust- 
ments of rents to the rent generally prevailing in hotels in Chicago on Mareh 1, 
1949. In recontrolling hotel accommodations in Chicago and New York in the 
1949 act, Congress provided that the rents in effect on March 1, 1949, would be 
the maximum rents. We found from experience that these rents varied greatly, 
from freeze-date rents to rents which were 200 percent or more of the freeze- 
date rents. In view of this rental picture, any attempt to select a point as 
representing the rent generally prevailing would be unrealistic and arbitrary. 
It would be an impossible task, and any application of the March 1, 1949, com- 
parability formula would result in gross inequities to tenants. 

Although we have taken the position in both of these matters which we believe 
to be equitable and according to law, Mr. Woods would be happy to sit down 
with Mr. Vanderslice or other representatives of the Chicago Residential Hotel 
Association to discuss this entire problem. It may be that some of our procedures 
relating to cost-increase adjustments should be modified so that these Chicago 
residential hotels may benefit more from this adjustment provision. Mr. Woods 
will be glad to meet with Mr. Vanderslice at his convenience and consider any 
recommendations which he desires to make with reference to a change in our 
adjustment provisions as they relate to accommodations in these Chicago hotels. 

Thank you very much for your inquiry and your interest in this matter. If 
we can be of any further service to you please do not hesitate to call upon us. 

Sincerely yours, 
Ep DUPREE, 
Acting Housing Expediter. 


CHICAGO RESIDENTIAL HoTeL ASSOCTATION, 
August 23, 1950. 
Hon. Paut H. Dovuetas, 
Senate Office Building, Washington, D. C. 

DrAR SENATOR DovuGLAs: In accordance with the suggestion of Mr. MeCulloch, 
I would like to take this opportunity to invite your attention to the denial by 
the Office of the Housing Expediter of the fair net operating income formula 
to recontrolled Chicago residential hotels; as well as his denial of comparability 
rent increases to recontrolled Chicago residential hotels. 

Congress, in the Housing and Rent Act of 1947, exempted from rent control 
all accommodations in a hotel which offered customary hotel services. The 
Housing and Rent Act of March 30, 1949, recontrolled all accommodations in 
hotels which were not predominantly transient in character. The effect of this 
provision was to bring back under control all residential and apartment hotels. 
The rental of these units were frozen at the rate in effect on March 1, 1949. 
The recontrol of these establishments has resulted in the almost complete 
breakdown of the administration of this segment of controlled rental housing. 
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In particular, the financial position of our members, and other similarly situated, 
has been jeopardized by the arbitrary refusal of the Housing Expediter to extend 
the benefits of the fair net operating income formula to recontrolled hotels and 
to otherwise cut down and deny necessary rental adjustments. I wish par- 
ticularly to invite your attention to the treatment by the Housing Expediter of 
our efforts to obtain relief under the fair net operating income formula and 
under the comparability formula. 


FAIR NET OPERATING INCOME INCREASES 


Congress has been rightly concerned with the medsure of rental relief accorded 
to owners of controlled housing accommodattons, Rental housing is presently 
the only large industry in the country under wartime controls. It is common 
knowledge that the general price level has substantially increased while rental 
ceilings have remained frozen, subject to such rental increases as may be 
obtained from the Office of the Housing Expediter. From 1947 to the present, 
Congress, in each of the extending acts, has recognized the plight of the land- 
lord and has sought to require the Housing Expediter to give rental increases to 
those deserving of them. 

This determination by Congress resulted in the writing into the 1949 Housing 
and Rent Extension Act the provision know as the fair net operating amendment. 
By this amendment Congress expressed its clear intent that “all controlled hous- 
ing accommodations” should be permitted to earn a fair net operating income. 

The Expediter amended his regulations to implement this salutary command 
of Congress. Many members of our association filed petitions for rent increases 
on Form D-106. Because of the complicated nature of the forms, accountants 
and other expert help were necessary properly to prepare these petitions. These 
petitions were filed and the very great majority of them, although fully processed, 
were tabled by the Expediter’s office in Chicago. In January 1950, almost a year 
after the passage of the 1949 Housing and Rent Act, the Expediter stated his inten- 
tion to deny all such petitions filed by recontrolled hotels, on the sole ground that 
Congress did not intend that the fair net operating income amendment should 
extend to accommodations in hotels. This was formalized by the Expediter by 
amendment to his regulations effective January 25, 1950, flatly stating that the 
fair net operating income relief was not available for hotels, and every single 
one of the large number of petitions was summarily dismissed and returned to 
the landlord. I personally protested to both the Chicago as well as the Wash- 
ington offices of the Housing Expediter and was assured that at least the pend- 
ing petitions would be processed. However, the Expediter’s office, shortly after 
this assurance to me, finally determined that all petitions pending would be 
dismissed and all relief for recontrolled hotels based on the fair net operating 
income formula would be unavailable. 

A reading of the 1949 act shows utterly no justification whatsoever for the 
Expediter’s arbitrary and capricious ruling. 

(a) Having in mind the specifically expressed intent of Congress that land- 
lords should obtain needed and necessary rental relief where they were de- 
serving of it, and in particular with respect to the fair net operating income 
provisions of the 1949 act, it would require express language in the act to deny 
that relief to any class or type of housing accommodations. No such language 
is contained in the act expressly or inferentially denying the remedial provisions 
as applied to recontrolled hotels. This in itself is sufficient to show that the 
Expediter’s ruling is wholly untenable. 

(b) Not only is there nothing specific establishing an intent of Congress to 
deny this relief to recontrolled hotels, but the language used by Congress spe- 
cifically includes all controlled housing accommodations as eligible for the fair 
net operating formula. Section 204 (b) of the act was amended to insert the 
fair net operating income standard. It requires the Housing Expediter to make 
such individual and general adjustment as may be necessary to remove hard- 
ships or to correct other inequities, or further to carry out the provisions of the 
act. The section then specifically recites : 

“In making and recommending individual and general adjustments * * * 
the Housing Expediter and the local boards shall observe the principle of main- 
taining maximum rentals for controlled housing accommodations so far as prac- 
ticable at levels which will yield to the landlord a fair net operating income from 
such housing accommodations.” 

Throughout this entire section, Congress has manifested a clear intent that 
the beneficial effects of that section shall be available to all “controlled housing 
accommodations.” There is no exception to the sweep of this language. It is 
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applicable to all controlled housing accommodations under the act. Recontrolled 
hotels are clearly “controlled housing accommodations,” and they are therefore 
eligible to obtain the benefits of the fair net operating income provisions of 
the act. 

(c) The fair net operating provisions of the 1949 act were largely those con- 
tained in the House bill to extend that act. The Senate bill provided for auto- 
matie increases beginning October 1, 1949, and the Senate amendment was to 
be made applicable to all controlled housing accommodations. There is no room 
for argument that had the Senate bill become law then assuredly recontrolled 
accommodations in hotels would have been eligible for the increases provided 
for in the Senate bill. The substitution of major portions of the House bill for 
the Senate bill fortifies our contention that Congress clearly intended the reme- 
dial provisions relating to rent increase to be applicable to all “controlled hous- 
ing accommodations” whether such accommodations had been controlled from 
1947 to 1949, or whether they happen to be recontrolled by the 1949 Housing and 
Rent Extension Act. 

(d) After the dismissal by the Housing Expediter of the fair net operating 
income petitions filed by recontrolled hotels, the Expediter developed a new 
petition (D-122) which he made applicable for hotels. This rental adjustment 
form is not a fair net operating form and finds no specifie statutory support in 
the Housing and Rent Act. Neither I nor any other authorized representative 
of residential hotels was consulted in its preparation. It is one which is tailored 
for the large commercial hotel with outside income derived from the sale of food, 
cocktail lounge, and similar income-producing facilities offered by the typical 
commercial hotel. Residential hotels as a whole are not of that character. 
They offer customary hotel services to those persons desirous of obtaining com- 
paratively permanent accommodations and usually include kitchenette and 
kitchenette facilities. The typical residential hotel has no income-producing 
facilities such as dining room, cocktail lounge, etc. To my knowledge no resi- 
dential hotel in our association is qualified for any increase under this so-called 
hotel formula. The issuance of this type of relief has thus been of no value 
to any of our members. 

The Housing Expediter has thus denied to our members any fair net operating 
income relief whatsoever. In so doing he has completely disregarded the express 
intention of Congress that the fair net operating income relief contained in the 
1949 Extension Act should be made available to all controlled housing accommo- 
dations. Our industry is in large part a service industry rendering as we do 
customary hotel services to our occupants, The increase in cost of these services 
has been high and is continuing. Repair, maintenance and replacement 
has been a substantially increasing factor as well. Labor contracts have been 
renewed every year calling for increased wages, and this year we are faced with 
requests for health and welfare plans as well. State and local taxes on real 
estate and personal property have increased substantially. This is exactly the 
kind and type of increase in cost of operation which impelled Congress to 
enact the fair net operating income provisions contained in the 1949 Act. I think 
it clear that the complete denial of this relief by the Office of the Housing Expe- 
diter is wholly unjustified and expressly contrary to the affirmative statement of 
Congress to the contrary. 


COMPARABILITZ RENTAL INCREASES 


One of the very important provisions relating to rent increases was the so-called 
comparability formula whereby increases were granted with respect to units 
which were under disproportionately low ceilings as compared with units both 
in the establishment as well as outside of the establishment. This formula has 
been in effect since the very first regulations issued by the Office of Price Adminis- 
tration under authority of the Emergency Price Control Act of 1942. These pro- 
visions were contained in the regulations issued by the Housing Expediter under 
authority of the Housing and Rent Act of 1947 as amended. On January 25, 1950, 
the Housing Expediter amended the regulation with respect to rental increases 
based on comparability. Prior to the amendment, rental increases were granted 
based on comparability on March 1, 1949. The amendment changed the date 
from March 1, 1949 to March 1, 1942. The effect of the change in date was of 
course to read out comparability from the regulation as a means of obteaining 
justified and long recognized increases. No reason whatsoever was assigned 
by the Housing Expediter to this change. No statutory authority or command 
of Congress in any way or manner required the change. It is but a further 
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example of the Expediter’s effort to so amend or change the regulations as to 
deny necessary and required increases to landlords. The change in date with 
respect to the comparability formula has for all practicable purposes removed 
this very important means of obtaining justified rental increases from the regu- 
lations of the Housing Expediter. 

If there is any further information you might need with respect to the above, 
or any further explanation of our position with respect to these issues, please do 
not hesitate to write me concerning it. I also wish to say that Mr. Edward H. 
Hatton, our general counsel, of the law firm of Poppenhusen, Johnston, Thomp- 
son & Raymond, prepared the legal aspects of this.letter. Thank you for your 
very kind consideration in affording me the_opportunity to present our views 
to you. 

Very truly yours, 
R. L. VANDERSLICE. 


APRIL 11, 1950. 
MEMORANDUM TO MR. VANDERSLICE 


In September 1949 « D-106 petition was filed on a North Side Chicago resi- 
dential hotel for the purpose of securing an increase in rent to obtain a fair net 
operating income. 

The building in question had expenses of approximately $130,000 and rental 
income of approximately $130,000. The first major delay encountered was the 
attempt to secure processing of the registration of recontrolled units in this prop- 
erty. The hotel is primarily residential and contains 100 units, of which about 75 
have kitchens. After considerable effort, the issuance of individual registra- 
tion was completed by the area office in January 1950. 

Shortly thereafter the Chicago area office received by teletype from Washing- 
ton instructions that the pending D—106 petitions for Chicago hotels should be 
held pending further instructions from Washington. Owing to the fact that con- 
siderable accounting and legal expenses had been incurred to date and that all 
tenants had been served with a retroactive date established, the petitioning 
hotel complained vigorously to both the Chicago and Washington offices. The 
Chicago area office advised them that new regulations were forthcoming, but they 
did not have copies of them on hand ; subsequently the D-122 forms were received, 
and the Chicago area office returned all of the D-106 petitions with an order of 
denial and requested that a new petition be filed. 

Filing of a new petition would entail reserving all of the tenants and loss of 
the retroactive date, together with an almost impossible task in preparing data 
for the years 1941, 1942, 1947, 1948, and 1949, since the D—122 petition required 
this information. After protesting this situation, the hotel was advised that 
reconsideration would be given to the D-106 formula, 

The hotel was advised by the Chicago area office and the auditors from Wash- 
ington that the D—106 petition would be processed and an order issued for 
increases, that unofficially the hotel’s figures were verified for an increase of 
approximately 20 percent, and that the hotel should sit tight—this all happening 
in the month of March 1950. 

In the latter part of March inquiry was made of the Washington office, and 
the attorneys were advised that Washington never intended to process the D—106 
petitions, any statements made in Chicago to the contrary notwithsanding. At 
this time a request was made for a conference in Washington, and a meeting was 
held in Chicago where the problems of the Housing Expediter in finding a formula 
for fair net operating income on apartment hotels and hotels was explained at 
great length. 

It was suggested that the only way to obtain relief was to file a D—122 petition, 
which would mean that some 12 months after the effective date of the 1949 act 
all hotels in New York and Chicago were still at the initial stage of securing 
relief. Furthermore, the difficulty of obtaining figures for the past 10 years, 
especially where hoteis had changed ownership, is a burden which is almost 
impossible to overcome. 

Very truly yours, 


The CuarrmMan. Congress certainly intended the hotels in Chicago 
to be treated the same as buildings anywhere else. 
Mr. Vanpersiice. We are sure of that, Mr. Chairman. 
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Here is the documentary statement here. 

Senator Cargenart. There is no question but that they should be 
treated the same as all other hotels. Why weren’t they / 

Do you know the reason ¢ 

Mr. Vanverstice. Well, I think that the real purpose and the real 
thought back of it is the intent and the desire of the Expediter to con- 
trol everything he could get his hands on. 

Senator CargeHart. Why were they out of the law originally? 
Why were all other hotels exempted except Chicago? 

Mr. Vanpersuice. Well, that was due, Mr. Senator, to the action 
of our Senator from Illinois, Mr. Paul Douglas, who came here at that 
time, and he felt from some reports he had been receiving that there 
was a danger of a substantial increase in rent in the Chicago residen- 
tial hotels, and he was the one I think, with Mr. O’Hara over in the 
House. 

Senator Carenart. The Senate acted on the recommendation of 
Senator Douglas. Instead of taking up our time, you ought to go 
and sell him if all he has got to do is recommend. 

Mr. Vanverstice. We did a pretty good job on that. He proposed 
an amendment last year to decontrol the hotels, and the Senate saw 
fit to pass it, and when the House and Senate conferees got together, 
we were dealt out. 

Senator Drrxsen. Through what bill was that amendment sub- 
mitted in the Senate? 

Mr. Vanpersiice. It was presented last year, and the Senate 
passed it. 

The Cuatrman. It was in the housing bill. We took it out last 
year, and the House put it back in in justice to Senator Douglas. 

Senator Dirksen. You say that was approved by the Senate / 

Mr. Vanperstice. That is correct, and just to keep the record 
straight, Senator, we took it u 

Senator Dirksen. My colleague from Illinois is here; I think I 
ought to get the story from him first-hand. We are talking about 
residential hotels in Chicago. I understand that you submitted an 
amendment last year to take them out from under control. 

Senator Doveias. That is right. 

Senator Dirksen. Now, for some reason or other, that exemption 
was eliminated in the conference between the House and Senate. 

Senator Dovetas. The House refused to agree. 

Senator Dirksen. The House did not agree. 

The Cuamman. That is correct; I was chairman of the conference, 
and it was not agreed. 

Now, the reasons—— 

Senator CarenHart. Why was it put in in the first place? 

The Cuarmman. I couldn’t answer that. 

Senator Dovaias. Well, the explanation on that is quite simple. 
There was a shortage of hotel accommodations in Chicago, and I 
believe in the country as a whole, and in 1949, I felt that there should 
be control of rents in residential hotels in all the cities in the country. 

The Senator from Indiana, with a smile on his face, is quite well 
aware of what happened on the floor of the Senate. Since my 
colleague from Illinois was not then in the Senate, I think he is now 
totally ignorant of what happened at that time. An amendment 
was first introduced restricting the rent control to cities over 500,000. 
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That was passed. Then amendments were introduced, as I remember 
it, providing there should be no rent control of hotels in cities of 
under a million population. That left five cities: New York, Chicago, 
Los Angeles, Detroit and Philadelphia. 

Then Los Angeles, Detroit, and Philadelphia got out, and we were 
left with New York and Chicago, and at that point my good friend 
of Indiana referred to me as the Senator from Chicago and said “this 
is special legislation, designed only for Chicago,” so having eliminated 
everything but Chicago, I was then reproached with legislation which 
I thought wasn’t quite cricket, but which I took as a part of the hazing 
to which Senators must be subjected. 

I am very fond of my friend from Indiana, and I knew I was put 
over the hurdle, so to speak. 

Now, in the next year, a large number of apartment-house buildings 
were constructed, the pressure upon hotels diminished, the vacancy 
rate of hotels in Chicago increased, and since I do not believe in con- 
trols for their own sake, I urged that all controls be removed, being 
primarily from Chicago, because New York had developed its own 
system in the meantime. 

That was in the Senate bill. I wasn’t on the conference committee ; 
I was out on the west coast when the conference was held. 

In conference the House, as I understand it, refused to recede, 
and so the provision was retained. There is no real need to continue 
it in its present form. 

Now, that is the history. I will be very glad to submit to cross 
examination by my colleague from Illinois, or my colleague from 
Indiana. 

Senator Dirksen. I want to say to my colleague from Illinois, that 
standing by itself, of course, it is a singular and almost astonishing 
thing that 200 residential hotels in Chicago, the only city in the 
United States, should be put in a separate classification and penalized 
under the added testimony of Mr. Vanderslice that in the fall and 
winter of 1949 you filed a substantial number of petitions for relief, 


that you state here that insofar as you know not a single one of them 
has been approved. 


Mr. Vanpersuice. All rejected. 

Senator Dirksen. That is certainly discriminatory treatment, I 
might say. 

Senator Doveias. Certainly it was not my intention to have Chicago 
hotels discriminated against. I wanted to have a general rule applied 
to the country as a whole. By successive amendments, that was cut 
down until it applied only to New York and Chicago, and then New 
York developed its own rent-control law. 

Certainly I have had nothing to do with the administration of the 
measure, and it is my own belief, from what I know about the vacancy 
rate in Chicago hotels now, that no good purpose is served by con- 
tinuing hotel rent controls. 

I felt the same way last year; that there was no good purpose in 
continuing these controls, but I think at the time that was passed 
there was need for it. 

The Cuarrman. Are there any further questions, gentlemen ? 

Senator Benton. Isn’t that the question, now—not whether Chi- 
cago should be put in the category with the rest of the country, but 
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whether the rest of the country should be put in the category of 
Chicago ? 

Mr. Vanperstice. I would hate to think, Senator, that you were 
going to penalize all the rest of the hotels in the country by rolling 
them back, under the conditions we have had to suffer. 

Senator Benton. In these months when they were free of control 
were these hotels then able to set their own price levels? 

Mr. Vanversiice. No. I am glad you raised that point. 

At the time the legislation was passed here the Illinois Legislature 
passed an enabling act permitting Chicago to control certain rental 
accommodations, and they specifically exempted hotels. 

However, the city of Chicago, for political reasons or otherwise, 
saw fit in spite of the legislation enacted in Springfield, passed an 
ordinance controlling Chicago hotels, which went into effect July 1, 
and our first suit was filed, I think, on July 3 or 4, 4 days after the law 
was enacted, and it continued in effect to February 3 or 4, when the 
Supreme Court of Lllinois ruled that the action of our council there 
was illegal. 

Senator Benton. How many of these hotels, roughly, have changed 
ownership in the last 20 years? 

Mr. VANDERSLICE. Well, I don’t know very many that are in owner- 
ship now, that were in ownership 20 years ago. 

Senator Benton. They practically all turned over? 

Mr. Vanverstice. Senator, as I said here in my testimony, 5 years 
ago, I think it was, unless something was done to give justice to these 
people that had been in the business all their lives, they would sell 
their properties, and that the properties were going into the hands of 
people not so scrupulous as the former owners. 

Senator Benton. That is a very interesting point, and I wonder 
would it be valid to say that former owners have taken their losses, 
often very serious, and that the hotels are now in the hands of new 
men who have bought them at bargain rates ? 

Mr. Vanversuice. No; it is just the reverse. The turn-over has been 
at prices which I don’t think any normal operator would pay for a 
building. In other words, a professional operator, aman schooled in 
the operation, I don’t think, would pay those prices. Your next ques- 
tion will be “why ?” 

Senator Benron. These are new men in the business, then ? 

My next question; I have spent half my life for the past 20 years 
in hotels; my next question is, Am I wrong in thinking that the hotel 
business has been one of the most prosperous and lush, and biggest 
money-making businesses of the last decade? 

Mr. Vanvers.ice. Senator Benton, you were never so wrong in your 
life, and your judgment is usually pretty good. 

Senator Benron. Well, I am glad to be corrected. 

Mr. Vanpverstice. For instance, we had an investigation made by 
a committee of the Senate in Illinois of charges that the Illinois hotels 
had been overcharging people because of increases in rents and, after 
they made a thorough investigation, they decided that from the 
over-all income for those hotels, the return was about 2 percent and 
that they couldn’t possibly hope to make any money out of the then- 
charged rents. 


Senator Benron. You mean on the original capital investment ? 
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Mr. Vanperstice. On the present operating statement. Many had 
been washed out. 

Senator Benron. On the written-down cost. 

Mr. Vanverstice. You see, there are about 82 to 84 percent of the 
hotels throughout the country which found themselves in financial 
difficulties in the thirties. 

Senator Benton. That I know, Mr. Vanderslice; it was my impres- 
sion at that time there was a big turn-over and new men came in at 
much lower capital investment, against. which they have made tre- 
mendous profits. 

Mr. Vanverstice. I think that is a little bit overemphasized. 

Senator Benton. I am glad you agree there is some—— 

Mr. Vanpersuice. I have been very much interested in the picture 
of why these people are going in and buying these buildings at what 
I term the present very high cost. 

Senator Benton. What is the reason ? 

Mr. Vanoverstice. I think it is for the purpose of charging off under 
the income tax. 

Senator Benton. You mean you could make repairs and other 
things and charge it against your operating expenses, improve your 
property, and sell it at a higher price ? 

Mr. Vanverstice. That is right. They don’t have to sell it because 
then they would have to pay the 25-percent capital gains tax. 

Senator Benton. I always thought it would be nice to own a hotel 
just to live in it and have the facilities. 

Mr. Vanperstice. Senator, I believe you would find it very ex- 
pensive. 

Senator Bricker. In these residential hotels, do you have the cock- 
tail lounges and bars ? 

Mr. Vanpersiice. Generally, no. A few here and there will have 
them but, as a whole, no. 

Senator Bricker. Do you have dining-room service in most of 
them ? 

Mr. Vanperstice. No. I appreciate your asking that question, Sen- 
ator Bricker, because the United States Court of Appeals, the Seventh 
District, in settling the question of what a hotel was, made the com- 
ment, as follows: 

We cannot determine this question by ancient definitions of a hotel. In early 
days and under primitive conditions it was necessary for an establishment to 
furnish food, lodging, drink, and stables for horses in order to bring it within the 
the legal definition of an inn. “Hotel” and “inn” were long considered synony- 
mous terms. When the days of travel by horses passed, establishments were 
gradually defined as inns or hotels even though no accommodations for horses 
were available. 


And may I comment here I hope the Housing Expediter doesn’t 
get any ideas out of this, and try to compel us to ‘keep horses. 


As more time passed it was also thought unnecessary that an establishment 
furnish drink in order to be considered as a hotel. In later years hotels were 
common which made no pretense of furnishing food. In comparatively recent 
times, especially in the larger cities, we have come to look upon an apartment 
or residential hotel as a recognized and established type of hotel even though 
accommodations in such hotels constitute complete living units with facilities 
for cooking and eating. This latter class of hotels, by their very nature, cater 
primarily, and in some instances entirely, to permanent guests. When Congress 
passed the 1947 act, it undoubtedly intended to decontrol accommodations in 
this type of hotel, as well as in the transient type of hotels, if the occupants 
were furnished customary hotel services, 
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Now an interesting comment, if I might make it, Mr. Chairman, in 
connection with the situation in Chicago, and I know our two Senators 
will be interested in this: 

A survey was made as to the source of tenants in 608 new buildings— 
multistory apartments renting at $25 and above per room—disclosed 
that they’ ‘ame from these sources. Unfurnished apartments (walk- 
ups), 27.3 percent. From other multistory buildings, 10.6 percent. 
From apartment hotels, 28.2 percent. From hotels, 7.4 percent. 
From houses (owned), 8. : percent.. From houses rented, 1.4 percent. 
From furnished rooms, 3.2 percent. From Soectel- is quarters, 4.6 
percent. From new households (newly married), 8.5 percent. 

There are over 7,000 apartment units coming on the market in 
Chicago in the very near future (most of which are small units directly 
competitive with apartment hotels), so the greatest impact will be 
felt by the apartment-hotel properties. 

Senator Benron. I think the witness has made a very valuable 
contribution in his point about this new wave of new men now coming 
into the hotel business. They aren’t like those in the thirties or e: wy 
forties, at all, and I think the Treasury Department ought to be 
much more rigorous in the application of the tax laws to these sales 
to these new men, and I might suggest that this part of the testimony 
be referred to the Treasury Department. 

Mr. Vanversiice. Well, Senator Benton, I think that these ex- 
emptions are entirely legitimate, and I think until you give these prop- 
erties an opportunity to make some money that they are not going to 
get any more taxes out of them, and Senator Douglas prob: ibly knows 
what happened in Springfield when the mayor's request for a sales tax 
was voted down 37 to 7, I believe it was, and another thing they are 
considering is, I believe, about a 33 percent increase in taxes over the 
present base, which is now some 30 percent over what it was when we 
had these first controls. 

i think the answer to it, Senator Benton, is to let them make some 
money so they can pay the taxes. 

Many of these buildings the Expediter will show as having made 
money; and my testimony of 2 or 35 years ago will show con- 
clusively that, while they apparently made meee when you follow 
the one building through in my testimony, the building appeared to 
have made money, but the earnings gradually dropped in “42 from 
$7,000 down to three-hundred-and-some-odd dollars in 1949, at which 
time the owner had spent around $100,000 to put his property in con- 
dition. So he had really lost money during the period covered. 

(The prepared statement of Mr. Vanderslice follows :) 


STATEMENT OF R. L. VANDERSLICE, CHAIRMAN, EXECUTIVE COMMITTEE, NATIONAL 
APARTMENT OWNERS ASSOCIATION, AND EXECUTIVE DIRECTOR, CHICAGO REsI- 
DENTIAL HOTEL ASSOCIATION 


Chairman Maybank and members of the Committee on Banking and Cur- 
rency of the United States Senate, I am appearing before your committee on 
behalf of the Chicago Residential Hotel Association to recommend that Federal 
rent control should be ended now with respect to residential hotels in the city 
of Chicago, which are the only hotels under Federal rent control in the entire 
country. 

The membership of the Chicago Residential Hotel Association consists of 
over 200 residential hotels and similar ween furnished service buildings. Our 
member hotels are not, generally speaking, large establishments; are in large 
part individually owned; and usually represent the owners’ sole livelihood and 
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source of income. Their problems are the problems of any small-business man. 

In the Chicago area, there are two types of establishments commonly known 
as hotels. There is the large commercial hotel located in the Chicago Loop 
area, catering primarily to transients. The second type is commonly known 
as a residential hotel. These hotels are located, generally speaking, outside of 
the Loop area, and are establishments containing straight rooms, straight rooms 
and apartments, or consist entirely of apartment units. The term “residential 
hotel” in Chicago is used synonymously with apartment, family, and residential 
hotels. They are commonly known as hotels in Chicago and elsewhere. Resi- 
dential hotels differ from the ordinary apartment building in that not only is 
bare living space offered, but in addition basic hotel services such as maid 
service, furnishing and laundering of linens, telephone and secretarial or desk 
service, use and upkeep of furniture and fixtures, and usually kitchen, dining 
facilities, and related equipment. 


HOTEL RENT CONTROL, 1942-46 


Federal rent control was first imposed under the provisions of the Emergency 
Price Control Act of 1942. All rentals on housing accommodation were frozen 
in the Chicago area at the rates charged on March 1, 1942, including rentals on 
all accommodations in residential hotels. Rentals were held to their 1942 levels. 
Generally speaking, no relief was given by the OPA for ordinary maintenance 
costs and repair; the only relief accorded by the regulations being for major 
capital improvements on a lengthy and wholly inadequate amortized basis, or 
for increased services. 

In the fall of 1946, all wage and price controls were removed. This complete 
release of controls over prices and wages caused an immediate and rapid in- 
crease in the entire price structure. Since rentals of our members remained 
frozen at 1942 levels, the effect of this skyrocketing increase in cost of operation 
was extremely serious. The administrative relief obtainable for these increases 
was negligible. Rental adjustment petitions were acted on 1 to 2 years after 
filing and were effective only on the date granted. Although all rental units 
were thus adversely affected, it must be remembered that our residential hotels 
provide not only living space but basic hotel service as well. The rental freeze 
thus had serious consequences for them. 


HOTEL DECONTROL, 1947-49 


Congress, at the termination of the Emergency Price Control Act of 1942 
on June 30, 1947, enacted the Housing and Rent Act of 1947. It was recognized 
by Congress that the cost of operation had risen substantially with respect to 
the services rendered by all types of hotels. Unlike a straight apartment 
building, residential and apartment hotels provide services customarily supplied 
by that class and type of hotels. It was the judgment of Congress that furnished- 
service units presented a problem wholly different from unfurnished units or 
units which did not receive basic hotel services. Congress accordingly wrote 
into the June 30, 1947, act provisions that accommodations receiving customary 
hotel services in any establishment commonly known as a hotel should be 
decontrolled. 

From June 30, 1947, to March 30, 1949, hotels throughout the country were 
decontrolled. This exemption extended from and after July 1, 1947, until the 
enactment of the Housing and Rent Extension Act effective April 1, 1949. This 
Extension Act recontrolled hotel accommodations in residential hotels only in 
Chicago and New York City. Shortly thereafter New York City hotels were 
placed under State control, and were no longer governed by the Federal law. 
Hotel accommodations in all cities apart from Chicago as well as the primarily 
transient hotels in Chicago were continued free of control. Thus, from 1949 
to the present, residential hotels in the city of Chicago are the only kind or 
type of hotels in the entire United States presently under Federal rent control. 

Last year Congress enacted the Defense Production Act of 1950. That act 
specifically exempted rent contro] from the scope of its provisions. However, 
a bill has been submitted to extend the Defense Production Act beyond its 
expiration date of June 30, 1951. There is a section devoted to the further 
extension of rent control contained in that bill. That section would extend 
rent control for a period of 2 years, would make no provision for ending the 
present discriminatory rule of the Housing Expediter over Chicago residential 
hotels, would narrow and limit rent adjustments, and would in fact give far 
wider and far greater powers over rentals than is contained in the present Housing 
and Rent Act. 
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ADMINISTRATION OF THE HOUSING AND RENT ACT OF 1947 AS APPLIED TO CHICAGO 
RESIDENTIAL HOTELS 


From the very inception of the Housing and Rent Act of 1949 the Housing 
Expediter has treated Chicago residential hotels as a wholly unwanted foundling 
and orphan. It is our belief that the Housing Expediter was never interested 
in obtaining recontrol of Chicago residential hotels, and his treatment of them 
is in full accord with that belief. That office has ignored our legitimate requests 
for needed relief, has denied us rent increases granted to all other controlled 
housing accommodations, and has maintained an attitude of apparent and pained 
regret that it had to deal at all with the peculiar and special problems created 
by the recontrol of Chicgo residential hotels. 

(a) Congress has rightly been solicitous throughout the history of OPA and 
throughout the administration of the Housing and Rent Act that fair, expeditious, 
and reasonable rent relief be given to those deserving of it. Congress, in 
recognition of this fact, enacted as a part of the Housing and Rent Extension 
Act of 1949 the so-called fair net operating income adjustment provisions made 
expressly applicable to all controlled housing accommodations which very 
obviously included recontrolled residential hotels. Some months after the 
passage of the 1949 Extension Act the Expediter issued adjustment pxovisions 
(form D-106) providing for this relief. Many of our members filed these 
petitions. They were prepared at substantial cost, since most required the 
efforts of an accountant or someone similarly skilled to prepare them. These 
petitions were filed in substantial numbers from August 1949 to December 1949. 
Of course, each petition filed qualified for rent relief, varying in amounts 
according to each case. Although the majority were fully processed, checked, 
and investigated, to the best of my knowledge, not a one to this day has ever 
been officially approved and signed. 

Instead, effective January 25, 1950, the Housing Expediter arbitrarily declared 
that rent relief could not be obtained for Chicago residential hotels under the 
fair net operating income provision on the ground that Congress did not intend 
that the fair net operating provision should be extended to Chicago residential 
hotels. Every single one of the large number of petitions were summarily dis- 
missed and returned to the landlords. We immediately protested this arbitrary, 
unlawful, and discriminatory action. Yet up to this very moment the Housing 
Expediter has refused to apply the fair net operating income provisions to Chi- 
cago residential hotels, although every other type or class of controlled housing 
accommodations except Chicago residential hotels are entitled to obtain these 
benefits. The Expediter did issue a form (D-122) allegedly applicable to hotels. 
However, this form was tailor-made for the large transient hotels, which had 
cocktail lounges and other sources of nonrent income. Yet from 1949 up to the 
present (as well as from 1947 to 1949) this type of hotel was never under Federal 
rent control. Residential hotels in Chicago have thus been prevented from 
obtaining any rent relief whatsoever under the fair net operating income provi- 
sions by the unreasoning and completely discriminatory action of the Housing 
Expediter. 

(b) Furthermore, the Housing Expediter has denied comparability rent in- 
creases. Again, the original regulation under which residential hotels operated 
when they were recontrolled by the 1949 Housing and Rent Extension Act, pro- 
vided for comparability rent increases on a March 1, 1949, basis. This afforded 
a small measure of needed rent relief. However, the Housing Expediter in 
January 1950 summarily deprived Chicago residential hotels of this avenue of 
relief by amending the regulation so as to make the comparability standard for 
Chicago residential hotels that of March 1942 when rent control was first im- 
posed on housing accommodations under authority of the Emergency Price Con- 
trol Act of 1942. The practical effect, which was well known to the Housing 
Expediter, was completely to deny relief under the comparability provision. 

(ec) The Housing Expediter has also required our members to absorb in whole 
or in part all increased costs of operation. Thus, for example, there have been 
several increases in telephone rates, and the Illinois Bell Telephone System has 
applied for a further and larger increase. However, Chicago residential hotels 
have been forced to absorb all such increases without rent relief. The same is 
true of increased costs in labor rates including direct wage increases, pension 
plans and “fringe” benefits, as well as the sharp increases in State and local 
taxes. The list might be expanded greatly. The effect has been that the resi- 
dential hotels have been forced to absorb, in whole or in substantial part, all 
increases in normal operating expenses. 
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(d) In an effort to reduce expenses so as to prevent a loss operation, some 
residential hotel operators have attempted to reduce expenses by removing maid 
service or furniture and fixtures. These hotels did so by following the norma! 
routine of a petition to the Housing Expediter, asserting that they were seeking 
to remove certain services and asking that the Housing Expediter readjust the 
maximum rentals in accordance with this suggested change. However, the 
Housing Expediter refused to grant the required adjustment. Instead, he took 
the position that no reduction in services would be permitted. Thus, the Hous- 
ing Expediter on the one hand prohibited the removal of services, but on the 
other hand refused to grant any rent relief by reason of the very great increase 
in the cost of furnishing these services. oo) 

(e) The Housing Expediter has not issued any hotel regulation. Instead, 
he has attempted to sandwich Chicago residential hotel controls within either 
the rent regulation for housing, or the rent regulation for rooming houses. The 
Housing Expediter has refused to recognize the essential differences between 
apartment house accommodations in the ordinary sense of the word, and fur 
nished service accommodations, as represented by residential hotels. The hous- 
ing and rooming house regulations are intended to govern housing accommo 
dations wholly different from hotels, and these two regulations are wholly 
unresponsive to the sharply differing characteristics and practices of residential 
hotels. 

Thus, whether measured in terms of rent relief or measured in any other 
terms, the Housing Expediter has shown a callous indifference to the legitimate 
needs of Chicago residential hotels. 


CHICAGO RESIDENTIAL HOTELS SHOULD BE DECONTROLLED NOW 


Residential hotels located in Chicago are the only hotels under Federal rent 
control. When measured against the very large number of housing accommoda- 
tions under control, the units represented by residential hotels in Chicago are 
extremely small and insignificant. 

At all times the Housing Expediter has treated Chicago residential hotels as a 
wholly unimportant and unwanted class of controlled housing accommodations. 
As I have heretofore pointed out in this report, he has arbitrarily and unlawfully 
discriminated against Chicago residential hotels by either ignoring their requests 
or by seemingly going out of his way to deprive Chicago residential hotels of the 
remedal benefits of the act and rent-adjustment provisions which are accorded to 
all other nonhotel accommodations under Federal rent control. 

When Federal controls were imposed in 1942 on housing accommodations Chi- 
cago residential hotels were running at 93 percent of total occupancy. And the 
number of vacancies were steadily decreasing. Now we find exactly the oppo- 
site has occurred. The number of vacancies is steadily increasing. It has now 
reached, as of March 1951, 86.37 percent of total occupancy for Chicago residen- 
tial hotels as determined by the monthly survey made by Horwath and Horwath, 
a firm specializing in hotel accounting. This percentage figure is confirmed by 
the monthly survey of Harris, Kerr, Forster & Co., another firm specializing in 
hotel accounting, which for the month of March 1951 reported an occupancy 
figure for Chicago residential hotels of 87.09 percent. It is substantially below 
the 98 percent occupancy ratio in 1942, when rent controls were first placed on 
housing accommodations, including residential hotels. If an occupancy factor of 
93 percent justified control in 1942, then surely the steadily increasing number 
of vacancies, which has now fallen to 86.37 percent of occupancy, logically should 
require the decontrol of residential-hotel accommodations. This would seem but 
simple justice. 

I think it worthy of passing comment to note that the Housing Expediter 
recently made a survey of vacancies in Chicago residential hotels which resulted 
in the startling figure of 4.8 percent. This survey is attached to this statement 
as exhibit A. My reply to the survey (attached as exhibit B) clearly demon- 
strates the totally biased and prejudiced nature of the survey made by the Hous- 
ing Expediter. 

It is of importance to note that both Senator Douglas and former Congressman 
Barrett O’Hara, who strongly and successfully supported the recontrol of Chi- 
cago residential hotels in 1949, changed their views in 1950, in the light of the 
changed situation, which showed vacancies of about 13 percent then, and recom- 
mended instead the decontrol of Chicago residential hotels. 

Senator Douglas made his views known by giving his unqualified support to 
the eventual Senate approval of the exemption of Chicago residential hotels con- 
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tained in the housing and rent extension bill of 1950. However, at the confer- 
ence committee that exemption was not retained in the act as it finally was 
approved, although Senator Douglas continuously urged the elemental justice of 
this exemption. 

Former Congressman Barrett O’Hara was one of the principal advocates for 
recontrolling Chicago residential hotels in 1949 and for successfully maintaining 
controls over this class of buildings when the 1950 rent-control extension bill was 
considered by the Congress. Yet, at the hearings on the temporary extension of 
rent control (House hearings on H. R. 9763, December 4, 1950, at pp. 41-48) he 
dramatically reversed his position and declared that in his judgment Chicago 
residential hotels should be decontrolled. He said, in pertinent part, as follows: 

“I fought, as you know, Mr. Woods, to keep the hotels under control. I thought 
that it Was necessary at that time. I have been told, since we passed the last 
extension or the last amendment to this legislation, that the hotel situation in 
Chicago has improved and that there is no need for hotel rent control any longer 
in Chicago and the hotel men there feel it is unfair because hotels in other 
cities are not under control and that if they were relieved from that control 
it would lessen to a great extent your work burden and make more effective ad- 
ministration of rent control where it is most needed. * * * When we were 
considering the rent-control bill of 1950 the gentleman will recall that, although 
the other body had voted to remove the hotels and, as I have pointed out, that 
applied only to the hotels in Chicago, the House voted to keep the controls on, 
and that I supported this action in the House and certainly no Member was 
any more active in advocacy, which, of course, would be natural since the pro- 
vision affected only the hotels in the city from which I came. The point now is, 
as I see it, that we have in the rent-control law a hotel provision that applies 
only to the city of Chicago. It did not originate in Illinois. It is the child of our 
own creation, and I must acknowledge that no one has a greater share of respon- 
sibility for it than have I. 

“Since then we have had an election, and the plain fact is that a great 
majority of the hotel tenants in my district, and I am informed in similar hotel 
precincts in other districts in Chicago, voted for the opposition. If this were 
intended by them to be an index of their sentiment as tenants in hotels on a 
matter in which they have a personal interest it should receive proper con- 
sideration * * *,” 

Thus, measured against standard, it is clear that the discriminatory provisions 
of the present act controlling only and solely Chicago residentia! hotels should 
not be continued but should be removed from any extension act. I therefore 
propose an amendment providing for the orderly and effective decontrol of 
qualified Chicago residential hotels as follows: 

“As used in this title the term ‘controlled housing accommodations’ means 
housing accommodations in any defense-rental area, except that it does not 
include— 

“(1) those housing accommodations in any establishment which is com- 
monly known as a hotel in the community in which it is located and which 
is occupied by an appreciable number of persons who are provided cus- 
tomary hotel services such as maid service, furnishing and laundering of 
linen, telephone and secretarial or desk service, use and upkeep of furniture 
and fixtures, and bellboy service: Provided, however, That nothing herein 
shall be construed to have the effect of controlling any housing accommoda- 
tions which are exempt from control under this section or which have been 
or may hereafter be determined to be a hotel as defined in this section by 
administrative order, or’. 


ExHisit A 


HOTEL VACANCY SURVEY, CHICAGO, ILL., MADE BY THE OFFICE OF THE 
HOUSING EXPEDITER 


A survey of vacancies in a representative group of hotels in Chicago was con- 
ducted during the period December 18, 1950, to January 3, 1951. The sample 
consisted of 100 hotels containing 11,463 rental dwelling units of which 8,837 
were subject to rent control and the remaining 2,626 were not subject to rent 
control, 

Of the 8,837 units subject to rent control 426 or 4.8 percent were found to be 
vacant. 
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Of the 426 vacancies in controlled units, 1389 or about one-third of the tota) 
were in 6 establishments, and 242 or about 57 percent of them were in 15 of the 
100 hotels surveyed. 

In 22 hotels having 254 of the 426 vacancies in controlled units, a comparison 
was made between the maximum rents on March 1, 1942 (the original maximum 
rent date), and March 1, 1949 (the date of recontrol). The rents for these 254 
vacant units were found to have risen an average of 80.7 percent. ’ 

The number of vacancies in controlled units was relatively small. Morover 
most of the vacancies were in the smaller-sized units with 79.6 percent in one- 
room units and an additional 13.6 percent in two-room units. 

During the period, July 1947 to April 1949, when hotels were not subject to 
control, it is evident that all rents for similar accommodations were not in- 
creased equally due to irregular turn-over in occupancy and other factors. Asa 
result, when units rented on a weekly or monthly basis were renting at varying 
levels. Most of the vacancies are in the higher priced units and the majority 
of them are in a relatively small number of hotels surveyed. 

On the basis of these findings the removal of rent control for hotels in 
Chicago does not appear to be justified. 





ExuHIsIT B 
MAkrcuH 10, 1951. 
Re Chicago residential hotel vacancy survey. 
Mr. TIcHE Woops, 
Housing Expediter, Washington, D. C. 

DreAR Mr. Woops: As you will remember, Congressman O’Hara, just prior to 
the expiration of his term of office, at a hearing before the House Banking and 
Currency Committee, suggested to you that a survey should be undertaken of 
Chicago residential hotels to determine whether their existing vacancy factor 
justified administrative decontrol. 

In accordance with this suggestion, your office made a survey. I recently re- 
ceived a letter from your general manager, concluding that the results of the 
survey do not now justify administrative decontrol of Chicago residential hotels. 
The letter attempts to summarize some of the findings upon which the ultimate 
conclusion apparently rests. 

How any conclusion, including the conclusion expressed, could have been drawn 
from the facts as recited in the letter, is beyond my comprehension. The report, 
whether read from left to right or right to left, is confused, contradictory, and 
offers no sensible, reasonable, or factual basis for the conclusion expressed. 

It would seem to be axiomatic that any proper survey must consist of the 
following steps: 

(1) A fair sample of representative residential hotels must be selected; 

(2) The percentage of currently existing vacancies in all units, whether con- 
trolled or decontrolled, to the total number of all housing accommodations in 
the establishments, should be determined ; 

(3) Then, on the basis of this information, it must be determined whether 
the vacancy factor is sufficient to qualify residential hotels as a class for de- 
control. 

A. The report states that the sample consisted of 100 hotels. No information 
is contained in the report as to the size of the hotels ; the number of dwelling units 
in each individual hotel; the location of the individual hotels; and the method, 
if any, pursued by your investigators in selecting these hotels. 

B. The vacancy factor of 4.8 percent was arrived at, apparently, by excluding 
all units not subject to rent control. Of course, any fair survey necessarily must 
include all units in the individual hotels made the subject matter of the survey, 
in order properly to determine the existing vacancy factor. The exclusion of 
uncontrolled units is manifestly at odds with the purpose of the survey. The 
design of the survey was to reflect whether there was a sufficient number of 
vacancies in all units in the representative hotels to qualify them for decontrol, 
and it was never intended that so-called decontrolled units would be excluded 
from the survey. To carry your office’s approach to its logical conclusion, if a 
hotel was 20 percent occupied by permanent guests and if the balance of the 
units were decontrolled and were vacant at the time of the survey, you would 
be forced to say that the establishment was 100 percent occupied for the purposes 
of your survey—an obviously absurd result. The exclusion of decontrolled units 
from your survey serves completely to vitiate the factual basis upon which the 
alleged conclusion rests, and serves to destroy the conclusion as well. 
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C. Your report seeks to attach some importance to alleged rental increases in 
254 of the 426 vacancies found in controlled units, which increases are stated 
to have occurred between March 1, 1942, and March 1, 1949. This is, of course, 
totally irrelevant to any vacancy survey. Also, no explanation is made as to 
how or why the 254 units were selected. The only assumption is that these units 
were selected because of a higher average rental increase. Furthermore, no 
statement is made as to the rental in effect on March 1, 1942, as compared with 
the present rentals in effect. Thus, for example, a one-room furnished apart- 
ment with a March 1, 1942, rental of $40 per month might have been raised to 
$80 per month—which latter figure would be comparable to present-day existing 
rentals for similar types of accommodations, and which would result in 100 per- 
cent rental increase. Unless the basic figures are examined, percentage figures 
are wholly meaningless. In addition, since the date taken was March 1, 1942, it 
may well be that many of the units obtained increases pursuant to OPA or OHE 
orders, or pursuant to 15-percent increase leases. 

D. Your report states that most of the vacancies were in the smaller sized 
units. (See par. 4 of report.) However, in paragraph 5 of the report, the seem- 
ingly contradictory statement is made that “most of the vacancies are in the 
higher-priced units.” The only explanation of this very obvious inconsistency 
must, necessarily, be that one-room units rent for higher sums than three- or 
four-room units ; an explanation which does complete violence to the actual facts 
and to Common sense, as well. 

As I stated in the beginning of this letter, how any conclusion reasonably could 
be based upon these findings is beyond my comprehension, including the con- 
clusions that these findings do not justify the removal of rent control from Chi- 
cago residential hotels. Because of the complete inadequacy of the report, I 
should at this time, therefore, like to request that you inform me as to the 
following: 

(a) An individual listing of each hotel so as to reflect for each individual hotel 
the number of rental units, the number of vacancies in the controlled units, and 
the number of vacancies in the decontrolled units. 

(b) Identify which of the above-listed hotels were used to support the state- 
ment that 139 vacancies were in 6 establishments. 

(c) Identify which of the above listed hotels were used to support the state- 
ment that 242 vacancies were in 15 of the hotels surveyed. 

(d) Identify the 22 hotels where the rent increased on an average of 80.7 per- 
cent, and in respect to each of the 254 units in these 22 hotels, please state as 
to each unit the rent in effect on March 1, 1942; the rent in effect on March 1, 
1949 ; the sizes of the units in question; and the amount of any increases obtained 
through permission granted by the OPA or the OHB, or by 15-percent statutory 
leases. 

(e) State what the rental increase was for the 78 hotels having the balance 
of the vacant units between March 1, 1942, and March 1, 1949. 

Thanking you for your consideration of this matter, I am, 

Very sincerely, 
R. L. VANDERSLICE, 
Ezecutive Director. 


OFFICE OF THE HousING EXPeEDITER, 
Washington 25, D. C., April 9, 1951. 
Mr. R. L. VANDERSLICE, 
Executive Director, Chicago Residential Hotel Association, 
Chicago, Ill. 

Dear Mr. VANDERSLICE: This is in reply to your letter dated March 10, 1951, 
in which you raised a number of questions regarding the Chicago residential hotel 
vacancy survey. 

The 100 hotels selected for the survey were representative of the various 
sections of the city and of the various sizes and rent ranges of residential hotels 
in Chicago. 

The purpose of the survey was to determine the number and type of vacancies 
in units subject to rent control. There were 11,463 units in the 100 hotels sur- 
veyed, 2,626 of which were not subject to rent control and 8,837 of which were 
subject to rent control. There were 426 vacancies in the units subject to rent 
control or 4.8 percent of the 8,837 controlled units. 

The 22 hotels with the largest number of vacancies in controlled units were 
selected for an analysis of the extent to which rents had increased between 
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the original maximum rent date, March 1, 1942, and the date of recontrol, March 
1,1949. The 254 vacant units in these 22 hotels showed an average rent increase 
of 80.7 percent during this period. No similar comparison of rent increases was 
made for the remaining 172 vacancies in controlled units because they were 
scattered among the remaining 78 hotels and such a comparison would have been 
very time consuming. Your assumption that the 254 vacant units were selected 
because of a higher average rental increase is therefore incorrect. 

Of the 426 vacancies in controlled units, 339 were 1-room units, 58 were 2-room 
units, 28 were 3-room units, and 1 was a 4-room unit. A spot check of the 
vacancies in each of these categories indicated that the vacant units were 
generally higher-priced than similar contralled occupied units. 

With respect to your contention that the number of vacancies in uncontrolled 
units should be taken into consideration in determining whether or not con- 
trolled units should be decontrolled, it would appear to be correct to assume that 
such an argument presumes a higher vacancy rate in uncontrolled units. If this 
were the case, it would appear to be proper to assume, also, that the rents of such 

vacant uncontrolled units were higher than the rents of similar controlled units. 
As stated before, the average rent increase of 254 of the 426 vacant controlled 
units was 80.7 percent between March 1, 1942, and March 1, 1949. A substantial 
number of vacancies in a relatively small number of uncontrolled units which 
were priced out of the market would not, in our opinion, justify the removal of 
rent control from a relatively large number of controlled units whose rents had 
already risen substantially during a period of decontrol. 
Sincerely yours, 
TIGHE E. Woops, 
Housing Expediter. 

The Cuarrman. We want to thank you for your testimony. 

The next witness is Mr. Glenwood J. Sherrard. 

We have Dr. Harris of the Americans for Democratic Action and 
Mr. Smith of the Property Owners Association of America, who will 
be on this afternoon when the committee will meet here at 2:3 

I have to go to an appropriations committee meeting this afternoon, 
but the other Senators will be here. 


Will you go head, Mr. Sherrard? 


STATEMENT OF GLENWOOD J. SHERRARD, REPRESENTING AMER- 
ICAN HOTEL ASSOCIATION ; ACCOMPANIED BY ALLAN C. GEORGE, 
NEW YORK; AND PAUL ANDERSON, CHICAGO, ILL. 


Mr. Suerrarp. Mr. Chairman, and gentlemen, I am Glenwood J. 
Sherrard, owner of the Parker House in Boston, and chairman of the 
government affairs committee of the American Hotel Association. 

As a repersentative of that association I appear before you to urge 
that any extension of rent control, either by extension of the present 
Housing and Rent Act, or by broadening the Defense Production Act, 
should continue the present exemption of hotels. There have been 
no facts presented to your committee which would justify the reimposi- 
tion of rent control in hotels. 

Hotel room rates in all parts of the country (except in resort hotels) 
were subject to control between various dates in 1942 or 1943 and 
June 30, 1947. The facts which justified Congress in decontrolling 
hotel rates in 1947 are still present today, and are even more con- 
clusive. 

What are the facts which were taken into account in 1947, and which 

can be reexamined at this time? First and foremost is the fact that 
hotel occupancy in nearly all parts of the country had started to de- 
cline in 1947, and has continued to decline in an unbroken curve since 
then. 
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Horwath & Horwath, and Harris, Kerr, Forster & Co., the two lead- 
ing firms of certified public acountants which specialize in hotel oper- 
ations, have figures which I think you will find interesting. For 
many years these firms have developed statistics based upon daily and 
monthly reports for hundreds of hotels throughout the country. 
Their figures are used by Federal agencies as official Government data, 
and have been proven accurate and reliable. The figures as to aver- 
age occupancies during the years 1946-50, which have been compiled 
Scicmaedaniie, and which appear in their published reports analyzing 
the hotel business are as follows: 











“ | Horwath & | Harris, Kerr, 
Horwath /|Forster & Co, 

4 ae ae a! naensesnnaicnaahieniit 

| Percent Percent 

iia ipaimnnnd dsihnestatn take natant within Seon abatiichudnateon : bi 93 93 
Phidness a dint aiireead ein ey ee eee . ‘ . ne 90 YO 
1948. ....-.- ie phtna iis ewestsademdded sa sai 86 85 
Se ES a ee ee ee eal » 82 82 
1950_ - Gaedenastchebawbeaee . 81 81 





Senator Brenton. Is the base the same, are these the same hotels? 
Mr. Suerrarp. Yes, sir; the same hotels, and I have Mr. Allan 
George here of the accounting firm of whom you might ask questions. 

Senator Benton. That is a very interesting table. 

Mr. Suerrarp. They are not the same for both firms, sir. Hor- 
wath & Horwath, and Harris, Kerr, Forster & Co. are made inde- 
pendently, and naturally the firms of Horwath & Horwath serve, 
Harris, Kerr, Forster & Co. do not. 

Senator Benton. I wonder if a lot of new hotels are flowing into 
this table? 

Mr. Suerrarp. There has been very little hotel construction, sir, 
in the past 20 years. 

These figures are further confirmed by a Nation-wide survey re- 
cently made by the American Hotel Association’, which showed an 
occupancy figure for January 1951 of 79 percent, which, you will 
see, is slightly under the average for the year 1950, as computed by the 
accounting firms. 

The reports for the first quarter of 1951 made by the accounting 
firms show a drop of two points in occupancy percentages as com- 
pared with the first quarter of 1950, so it is clear that the decline is 
continuing this year. 

Senator Benton. Could I ask you another question ? 

Is your accountant with you? 

Mr. Suerrarp. Yes, sir. 

Senator Benton. Roughly, in your 1946 figures, how many of the 
occupants had leases, weekly rates or monthly rates? 

Mr. Suerrarp. Pardon me, Senator, I also have something of Hor- 

yvath & Horwath here. 

Mr. Georce. The bulk of the hotels do not have monthly rates. 
That type of business has gone down. It is not the natural thing. 

Senator Benton. You would not think then that in 1946 that over 
5 or 10 percent of the occupants had weekly or monthly rates? 

Mr. Grorce. Not more than that. A very small proportion live 
in hotels permanently. It is only in the major cities where that type 

83762—51—pt. 229 











1524 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


of business is done, and you do not find it is much of a factor in the 
hotel picture. 

Senator Benton. I have discovered many of the hotels at which I 
stopped which used to be glad to lease an apartment by the year or by 
the month, such as the hotel I now reside at here in Washington, now 
force me to pay a daily rate. 

Mr. Suerrarp. I will answer that as I go along, Senator. 

Senator Benton. Of course if you conyert from residential to tran- 
sient busines, you might naturally get a drop in occupancy because 
you have to have more vacancies to take care of your transients. You 
have got to have more leeway, and it would naturally follow that your 
percentage should drop 

Mr. Suerrarp. It is clear that the decline is continuing this year. 
The latest occupancy figures in various cities, States and | regions, as 
they appear for the month of March 1951, are as follows: 


| March 1951 | March 1950 | Variation 
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| Percent | Percent 
Boston .__-- sis stipl tole ctihaseih $ <spting-<vee bp eus- cher da epewel 76 ; 
New York City- 7 | 
Philadelphia--------...--- ‘és | 
Re os la eS See a “S 
IN oS wb hc cpirahnddabcgehs i buch doe dhnntecnbbaes 
Atlanta cree 
Cleveland........-- : 
I 6 htt oe ioe Bho a 
Chicago ___. eee ct boke 
Los Angeles. - --.---- e 
Pennsylvania 
Virginia 
Maryland__-- 
North Carolina_.- 
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All others 











National average _- 








Since that table was made up yesterday the following were received 
this morning. For the Rocky Mountain States, the trend there was 
the same: Colorado, down 1 percent; Idaho, 9; Montana, 8; Nevada 
is up 2; New Mexico, down 4; Utah down 6; W yoming down 3. The 
average for the seven States i is minus 3. 

Senator Bricker. Washington has gone up considerably. 

Mr. SHerrarp. Washington, D. C., is of course a separate situation, 
as you gentlemen know. Everybody is down here trying to get a 
contract, or something, and the hotel space is different, car of course 
they have a different act here in Washington than the rest of the 
country, and always have specific legislation. 

Senator Bricker. That is reflected in Virginia also, I suppose? 

Mr. Suerrarp. That is a slight overflow into Virginia, yes, sir. 

Tt will be seen from this tabulation that with the sole exception of 
Washington, D. C., which has a separate rent law, the occupancy 
figures are far below the 90 percent average which prevailed in 1947, 
when C ongress decided that further control for hotels was unnecessary. 

Obviously the rates charged for hotel rooms control themselves in 
the face of such constant declining business. Competition is still 
the great leveler in our industry. 

I do not believe that anyone can contend that the national defense 
program has yet caused, or will cause, in the near future, any unusual 





of 
icy 
47, 
ry. 
in 


till 


nse 
ual 


sole UES bab Caitriona 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1525 


and undue demand for hotel rooms. The occupancy figures prove that 
there is an ample cushion for substantial expansion before occupancies 
reach the 90 percent level of 1947 and even at that level both the 
Housing Expediter and Congress then decided that further control 
was unnecessary. . The Housing Expediter voluntarily decontrolled 
transient rates on February 15 of that year in advance of the con- 
gressional action June 30. 

The fact that. hotel occupancies have continued to decline since June 
1950 indicates clearly that defense activities alone do not crowd the 
hotels; it is only the mobilization and movement of large military 
numbers. 

In World War II, the defense program started as early as 1940, 
and yet it was not until 1942 that any number of military personnel 
and their families began to appear in hotels. Even in the year 1942 
occupancies were only 73 percent, and it took three more years of 
a growing Military Establishment until the peak of over 90 percent 
was reached in 1945. As far as I know, there is no contemplated 
expansion of our military personnel to anything like the large num- 
bers which were in service in World War II. Certainly if any such 
expansion is contemplated, it cannot be accomplished this year, or 
even next. 

I believe that it is the policy of this committee to impose controls 
only in those cases where controls are required by social or economic 
necessity. There has been no impact upon hotels as a result of the 
mobilization program, nor can we foresee any, which would justify 
recontrolling hotels. 

The occupancy figures clearly indicate that no one is being deprived 
af hotel accommodations because of a shortage of rooms. The decline 
in occupancy is also found in hotels which specialize in residential 
accommodations. This type of hotel is advertising extensively for per- 
manent guests. Here is an exhibit form the Sunday papers of May 
20 showing such advertisements. 

Seattle, Wash.; Akron, Ohio; Cleveland, Ohio; Atlanta Ga.; Cin- 
cinnati, Ohio; Chicago, and I might add in last Sundays papers the 
YMCA in Chicago was advertising for customers to live in their hotel. 

Senator Carpenart. Let me see some of those. 

Mr. SHerrarp. Yes, sir. 

Detroit, San Francisco—— 

Senator Benton. How much are the rents up as against a couple of 
years ago? 

Mr. George. In which type of hotel, Senator, transient ? 

Senator Benton. Both types. 

Mr. Suerrarp. I will give you a table on that in a little while. 

Senator Benton. Ifthe price goes up, there will be more vacancies. 

Mr. SuerrarD. I doubt that that premise is sound. We are living on 
50- or 60-cent dollars. The people that stay with us are earning 50- or 
60-cents dollars, and they must expect to spend on the same basis. 

Senator Benton. That is a very valid point, but I wonder how much 
the price rate has gone up? 

Mr. SHERRARD. ‘We will show an increase, sir, of around 42 percent, 
which I will give you later from the years it started, and all the figures 
that go with it. 

Senator Benton. Do you think that is indicative of the hotel busi- 
ness as a whole? 
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Mr. Suerrarp. Absolutely, and I will show it to you, sir, or at least I 
hope to show it to you. 

The Cuamman. What about the competition from motels, and so 
forth ? 

Mr. SHerrarp. In some sections of the country, that is very strong, 
particularly in Texas, California, and it is not as tough yet in New 
England, but it is becoming tough, as the Senator knows. There is 
one being built on the Wilbur Cross Parkway. 

In the north they have a heating problem which does not make 
it quit as profitable. 

The CHamman. I can appreciate what the hotel people are up 
against, certainly in the Southwest with the motels, because there 
you go and park your car, and do not have to be bothered about a 
garage, and you really have conveniences over hotels. 

Mr. Suerrarp. And they get better rates than we do in a good many 
cases, Senator. 

The Cuairnman. We took the motels out of control. 

Mr. Surrrarp. I believe you did, sir. 

They are having their problems in vacancies, too. They are not 
living in clover, either. 

One of the reasons which prompted Congress to decontrol hotels in 
1947 was the fact that the hotels were then faced, as now, with rising 
labor and material costs which do not affect housing generally. These 
rising costs, combined with the decline in occupancy, convinced Con- 
gress that further control was unnecessary and the problem was best 
solved by decontrol. Experience has proven that this action was 
justified. The hotel industry is primarily a service industry. It is 
not a significant factor in community housing, nor the cost of living. 

Figures are not necessary to demonstrate that substantial increases 
in labor and material costs have taken place since 1947. We empha- 
size this point because 60 percent or more of hotel expenses are for 
services which are rendered only by hotels. 

Some may say that these costs have been stabilized since January 
1951 by action of the Federal Government. But, real-estate taxes, for 
example, are not subject to Federal stabilization. Nor do the wage- 
stabilization regulations prevent increases. General regulation No. 
6 of the Wage Stabilization Board permits an increase of 10 percent 
over January 1950. Notwithstanding that fact, the bill before you 
proposes to recontrol rates at levels which might be roll-backs as far 
as June 1950. Obviously, a part of the 10-percent wage increase which 
is permitted either occurred after that date or will occur at some date 
in the near future. 

Regulation No. 5 of the Wage Stabilization Board permits merit 
increases, length of service increases, and numerous other types of 
individual wage increases. 

Senator Scnorrret. I would like to ask you a question here. 

Say that you got a hotel 90-percent occupied. You say 60 percent of 
the cost of operation is for services. Say it was 90-percent occupied, 
and under your increased costs, how many years’ time at 90-percent 
occupancy would you say it would take to amortize out ? 

Mr. Suerrarp. It would depend on what you paid for it, and a lot 
of other factors, sir. 

Senator ScHorrren. Suppose you built a new hotel? 


Dye nde,» 4 cheng cach pelicans aiaaiee ananeia ms 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1527 


Mr. Suerrarp. If you built a new hotel today, with 90-percent 
occupancy it would not pay. The last cost of any hotel I heard was 
around $16,000 a room, and fortunately the gentleman has another 
income from other sources, or he would not be able to support it. 

Senator Scuorrret. I think that is important for the record. 

Senator Doveras. That hotel, I might say, seems to be almost 
unique, almost out of this world. 

Mr. Suerrarp. It is, Senator, and I am not in any way saying any- 
thing disparaging about it. It is a very fine monument, sir. 

There are in fact 10 separate regulations of the Wage Stabilization 
Board which permit increases in one form or another without special 
approval of the Board. In addition special applications may be made 
tothe Board. It isa matter of record that one such application affect- 
ing 45,000 hotel employees and retroactive to February 1 is now pend- 
ing before the Wage Stabilization Board. 

All of this presents a picture of an industry in which business has 
declined since 1947, not only in the occupancy of hotel rooms as 
pointed out above, but the food and beverage business of hotels. 

The increases in hotel-room rates have, by no means, kept pace with 
the increase in costs. The result has been a decline in net earnings of 
hotels since 1946. 

Senator Bricker. Is that an agreed application ? 

Mr. Suerrarp. Yes, sir; I believe it is, sir. 

I might add it is an agreed application with a little bit of coercion, 
because the contract was still in existence, and it was “You will or 
we won't,” so when you say it was agreed, it was a little bit of a shot- 
gun marriage. 

- Senator Bricker. To prevent a strike? 

Mr. SHerrarp. Yes, sir, 

The increases in. hotel room rates since 1947 have been modest and 
less than was warranted by the increasing costs. 

The accountants have furnished us with figures which prove this, 
The average increases in room rates in hotels across the Nation are 
as follows: 


Percentages of increases in room rates over preceding year 


Year Horwath «& | Harris, Kerr, 


Horwath Fo 


Percent Percent 
13 
l 


1 
4 
4 


Hotels were under strict rent control from 1942 to 1947 and no gen- 
eral increases were permitted. Therefore, when considering the in- 
creases we must take into account that these are the only increases for 
the past 10 years. 

In sharp contrast to the moderate increase in hotel rates necessary 
to meet steadily rising costs, the prices of essential supplies and equip- 
ment used by hotels, such as linens, increased 212 percent, carpets 327 
percent. The following table shows the percentage of increase of 
various supplies used by hotels from the prewar base to date. 
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Percentage of inerease in prices of various supplies and equipment used by hotels 


| 1943 percent 1947 percent | 1951 percent 











Item of + or — | of +or — of + or — 
| over 1939 over 1939 over 1939 
_- OO? + -- > - -—— -_-__ bs 
Percent Percent Percent ; 
Linens, includes sheets, pillow cases, towels, ete.............-- +59. 4 | +160.9 | +212. 9 F 
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4 Soaps, insecticides, cleaners, waxes__.........- EI TS £5 be (2 | +12.8 | +79.5 | +89. 8 he 
Laundry room equipment and appliances___-...-.......--..-- +1.1 | +13.0 | +43. 2 PB 
Hand and carting trucks__...............- +23.9 | +14.7 | +89. 2 : 
a be onkbihianddeeibbbhs lasses tes +27.7 +79.6 | +115 
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Source: American Hotel Association. 


Senator Bricker. Has it been brought to your attention—there is a 
rumor common throughout the country, and I have run into it in many 
cities, that there is racket money going into the hotel business, and 
through the liquor sales they are able to get a lot of hot money back 
into legitimate channels again without being caught ? 

Mr. SHeERRARD. The only instance that I know of that is what the 
Kefauver committee brought out. I have no personal knowledge of it. 

Senator Bricker. You have heard rumors? 

Mr. Swerrarp. You hear all kinds of rumors, sir, if you are in the 
hotel business. 

Mr. Gerorce. In New York City, and in the major hotels, I would 
say it is absolutely not so. It is true possibly in Nevada, and in Flor- 
ida, as the Kefauver committee brought out, but in the major cities we 
know of no cases of that type. It would have to be very indirect. 

Senator Bricker. And be hard to trace, of course. It would relate 
itself to that kind of thing. 

Mr. Gerorcr. I believe there was an investigation of that by the 
Department of Justice prior to the Kefauver investigation, and they 
came to our offices and the other accountants, and we could not find 
any instances, any suspicion that we had. It might be further back 
than we would know about. 

Senator Benton. Could I ask how many of the larger city hotels, 
roughly, are in the hands of individual proprietors like Mr. Sherrard 
here, the kind I prefer as hotel operators in the hotels I stop at, in con- 
trast to how many of the hotels have gone into what you might call the 
chain operation ? 

Mr. Grorce. Most all hotels of any size operate under the corporate 
form even though they may be controlled, as in the case of Mr. Sher- 
rard and other hotel men. The chain operations are not as great. 
There are outstanding chains, the Statler, the Sheraton, the Hilton are 
a few of them. Then anything from two hotels up becomes a chain, 
and there are a number of those, but the hotel business is essentially 
operated by individual corporations. 

Senator Benton. 80 percent or more, you think? 
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Mr. Grorcr. Yes; and when you get into the smaller cities it is 
essentially a small-business operation. 

Senator Benton. I am glad to have that. 

Mr. Suerrarp. Over 80 percent of our members operate hotels of 
150 rooms or less. 

Mr. Groree. The average hotel size in the country is 90 rooms. 

Senator Benton. Those are family hotels? 

Mr. Grorce. They have a large ownership interest, sir. 

Senator Benton. I think there is a public impression that more of 
the personal proprietorship is tending to go out of the business than 
your figures would indicate is the fact. 

Mr. Grorce. I think that is true, sir, on account of the large number 
of hotels that have been acquired by prominent chains in recent years, 
and a great deal of publicity has followed that, sir. The individuals 
are going back into the smaller hotels. 

All of this presents a picture of an industry in which volume of 
business has declined since 1947 not only in the occupancy of hotel 
rooms but in the food and beverage business of hotels. It shows an 
industry in which room rates have not increased as much as operating 
costs. 

Not only is the section applying to hotels in the bill before you 
unnecessary, but it is highly inequitable and unfair to hotels. 

Section 105 of S. 1397 proposed to insert a new title—Rent Stabili- 
zation—in the Defense Production Act of 1950. Under this heading, 
section 452 gives the President the power to establish and maintain 
maximum rents and to make adjustments therein. Paragraph (a), 
subdivision (1) allows for adjustments in maximum rents to compen- 
sate landlords for increases in costs of operation and maintenance for 
which they have not been previously compensated. No such allowance 
is made in subdivision (2). On the contrary, it specifically eliminates 
any increases in rent which occurred after January 25,1951. The sub- 
division goes even further and gives the President power to establish 
maximum rents based upon the May 24—June 24, 1950, levels. 

If such power was exercised and hotel rates rolled back to the 
May 24—June 24, 1950, level, it would completely disregard the sub- 
stantial increases in wages and other costs which have taken place 
since that time. Obviously, the injustice of such a roll-back is 
apparent. 

I am certain that this committee has no desire to impose Government 
controls on any industry unless it is in the public interest. You de- 
controlled hotels in 1947 and each year since then you have reaffirmed 
that decision. The facts presented demonstrate clearly that the 
Korean hostilities have not changed the basic economic conditions in 
our industry. The defense program will not change this condition in 
the foreseeable future. There is no reason for rent control in hotels. 

Thank you for the provilege of appearing before you. 

Senator Dovetas. Are there any questions? 

Senator ScHorpre.. I would like to ask you this: On the rate of 
occupancy in your hotels, have you taken into consideration the great 
increase in the motel construction all over the country ? 

Mr. Suerrarp. Well, motels do not come in our figures, sir. 

Senator Scnorrret. Well, it affects your business, though, tremen- 
dously, does it not ? 

Mr. Suerrarp. Yes, sir; it does affect it. 
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Senator Scnorpren. Does that in a sense account for some of your 
low occupancy in the last 3 years? 

Mr, Suerrarp. I think it accounts for some of the loss of our busi- 
ness, very definitely, but not in the major cities like Chicago, New 
York, Boston, Philadelphia, the motel problem has not as yet become 
serious there, but, as I called to Senator Benton’s attention, it is now 
starting outside of Hartford on that Wilbur Cross, and it is getting 
to be serious competition there. Le 

Senator Benton. I am aware of that. I am afraid I have laid to 
rest an old desire of mine that I shall stay a customer of hotels rather 
than become an owner. 

Mr. Suerrarp. The United States Treasury Income Tax Division 
shows we are either the second or third lowest in profits. 

Senator Benron. On all invested capital ? 

Mr. Suerrarp. On the returns that are turned in by the industry. 

Senator Benton. You mean against invested capital ? 

Mr. Suerrarp. Against invested capital ; yes, sir. 

Senator Dovetas. If there are no other questions, we will adjourn 
until 2: 30 this afternoon. 

Thank you very much. 

(Whereupon, at 12:40 p. m., the hearing was recessed until 2:30 
p. m. of the same day.) 

AFTERNOON SESSION 


Senator Benton. The committee will be in order. 
Professor Harris, will you come forward and present your state- 
ment? 


STATEMENT OF SEYMOUR E. HARRIS, PROFESSOR OF ECONOMICS, 
HARVARD UNIVERSITY, ON BEHALF OF AMERICANS FOR DEMO- 
CRATIC ACTION 


Mr. Harris. Senator Benton, my name is Seymour E. Harris. I 
am a professor of economics at Harvard University and have been a 
member of the faculty there since 1922. Among my 25 volumes are 
10 that deal with various aspects of war, mobilization, and inflation— 
the latest, Economics of Mobilization and Inflation, in press and to 
be published in August. 

In the last 10 years I have been an adviser to six Government agen- 
cies or departments. 

Senator Benton, with your pleasure, I would like to submit this 
statement and simply read some crucial paragraphs and summarize it. 

Senator Benton. This will be printed in full in the record. 

Mr. Harris. Every powerful group seems hell bent on inflation. 
Some labor groups demand rises in wages in excess of that in the cost 
of living, even though with stability of rates the total wage bills would 
rise sufficiently to jeopardize our price system. Some labor groups 
flout the Wage Stabilization Board and demand and receive increases 
of wages in excess of the generous formula set up by the Government. 
The farmers insist upon and get a parity formula which automatically 
bring higher prices. Business sends its representatices on a crusade 
to Washington to take over price control; and despite the $50 billion 
of corporate profits, the general principle of price control today seems 
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to be that every rise of cost is to be translated into an increase of 
prices. 

The cost-plus principle is in the saddle. No wonder that trade asso- 
ciations announce, even before Washington, who is to fix the prices of 
what and report back to their members that they are receiving fair 
treatment. Even principles abandoned in World War I seem “to be 
thriving today—for example, the demand that prices be determined 
by the highest—that i is, the marginal—costs, leaving most sellers with 
excessive profits. Price control that does not evoke protests by the 
seller is price inflation, not price control. The blame does not lie 
merely with the OPS. The difficulty is in part the Defense Produc- 
tion Act, which, for example, requires that if the price of iron and 
steel is fixed the wages in that industry must be controlled. Yet the 
workers rightly insist they do not eat nails, and, therefore, the OPS, 
facing the alternative of no price control or all price control, chooses 
the latter—a difficult to enforce and administer freeze. 

Allow me to give one concrete effect of inflation. Institutions of 
higher learning have not recovered from the 70-percent inflation of the 
forties. Their tuition hasrisen only about two-thirdsas much. Their 
faculty real income is down by 25 percent. It is clear what this large 
absolute and very large relative decline in the economic status of the 
profession means in quality of new recruits, in demoralization of fac- 
‘ulty members too old to move, in increased teaching burdens, and the 
like. Faculty members even at Harvard, where salaries are still at 
the Nation’s peak, are in the rooming business, in the popular lecturing 
business, in the plumbing and carpentering business—how many can 
afford to have a plumber at $2.50 per hour - 

Average ney pay in the country is about $4,000, or about one- 
third that of the physician, one-twelfth that of the automobile dealer, 
and equal, after taxes and allowance for price rise, to a little more 
than $200 in 1939. The students pay also—in more crowded classes 
and laboratories, in unavailability of their teachers, in lectures not 
freshed up as much as they ought to be. Yet most institutions face 
deficits in 1951-52 because of the continued inflation and drop in enroll- 
ment. A substantial proportion of the 1,600 institutions will not 
survive another 50-percent inflation in the next 5 years. The Govern- 
ment will have to take over or these institutions will perish. 

In one field at least the OPS has done a superb job of price control. 
Institutions of higher learning are not allowed to increase their tuition 
fees for they are frozen. Businessmen with large profits increase 
their prices. But institutions of higher learning, consuming their 
liquid reserves, borrowing from banks, charging less than costs, are 
so far denied the right to save part of their remaining resources. Their 
only margins are negative—costs minus, not costs plus. Here the 
OPS has achieved price stability and compliance. One leading small 
college in New England charges $1,050 for room, board, and tuition— 
a rise of about 20 percent since 1939—yet they may not raise their 
tuition. 

I shall say nothing about the $75,000,000,000 losses already suffered 
as a result of rising srices—based on a comparison of commodity 

rices at time of patel 1ase and in 1950—by those who have bought 
poe securities in the last 25 years; of the $60,000,000,000 losses 
in life insurance; of the losses suffered by 4,200,000 receiving public 
assistance; by the 2,700,000 drawing benefits under the old-age insur- 
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ance and survivors’ programs; the 4,500,000 disabled; the 4,000,000 
families with income of $1,000 or less—10 percent of all—the 6,000,000 
additional with incomes of $1,000 to $2,000—all of these with income 
much below the $3,500 estimated as required for a family of four in 
1947; of the dissipation of $7,000,000,000 in savings banks as a result 
of rising prices; of the treatment received by the white-collar workers 
whose wages respond slowly to rising prices; of the dangers involved 
for State and local government, the latter in particular dependent 
almost exclusively on the general property tax, which responds very 
tardily, if at all, to rising prices. ite uded in the low-income groups 
are the old, the wiite-colfsr workers, those dependent generally on 
insurance and pensions; in short, the underprivileged and unorganized 
members of our society especially vulnerable to rising prices. 

It is time for the unorganized to say something to Washington; 
to the lobbies which give lip service to stability but insist on larger 
shares; to the trade associations which demand a cost-plus principle 
in price fixing irrespective of the size of profits; to the Congressmen 
who speak of a balanced budget but who do not vote the taxes; to 
all those who seek higher taxes as a matter of principle but in practice 
would pass the taxes on to others. 

The unorganized better get busy. They are being squeezed by those 
who want inflation and who are well organized. Universities, colleges, 
hospitals, State and local governments, unorganized consumers, life 
insurance companies, savings banks savers, white-collar workers, bond 
holders—unite or perish. Once a majority are organized to squeeze 
the unorganized, the only way out is universal organization. What 
we need now is an agreement to accept current incomes, reduced by 
saving and taxes in amounts adequate to finance the mobilization 
effort. We shall still have the highest standard of living in the world, 
and close to the highest in our experience, and at least three times 
as much as the average Russian. But let us stop the process of 
concentrating sacrifices on the minority. 

It is time that those being expropriated by the inflation should act. 

As to inflation and output, it is well to emphasize, as the Council 
of Economic Advisers has well stressed, the point that our major 
objective is more output. But we need not lose sight of the fact that 
distribution of goods and sacrifices is also an important issue. Infla- 
tion means bad distribution and maldistribution in turn affects labor- 
management relations and output. 

Undoubtedly the price incentive is required to obtain the best dis- 
tribution of labor and capital, given the objectives of the war economy. 
Men will move to war factories given a proper wage incentive; and 
farmers will produce more with a price guaranty and with rising 
prices. With favorable prices they will be more disposed to stay on 
the farm where they are badly needed and not be tempted to stampede 
the war plants. 

But this is far from saying that we need the inflation of the rate 
of the first 8 months of the Korean War. This has been a record in- 
flation for a period of noninflationary public finance. This rise in 
consumer prices has been at an annual rate of 12 percent. 

There is little excuse for this inflation given our increased under- 
standing of the inflationary process. Over 5 years of mobilization 
and war in World War IT, our inflation only averages 5 percent per 
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year; and yet deficits of the Government averaged about $40 billion 
vearly. 

The experience of 1950-51 marks a step backward in the fight 
against inflation. Note that three successive wars of the United 
States cost 3, 30, and 300 billion dollars. We hope the next one will 
not cost $3 ,000 billion. But note also that on the basis of the propor- 
tion of income going to war, inflation in World War I was but one- 
third, and in World War II one-fourteenth as much as might have 
been expected on the basis of inflation in relation to proportion of 
output going to war in the Civil War. We know more. We have 
invented techniques for dealing with inftation; but we lack the will 
now to take the necessary action. 

Again, I repeat, we want as much additional output as possible. 
But we must not be too optimistic. The rise of output is not always 
as great as it seems to be. In period of mobilization, the money na- 
tional income rises disproportionately because the growing war indus- 
tries bid up the price of tahoe and materials. Prices in these indus- 
tries are high and their efficiency low. By considering the expansion 
of money income without due allowance for the large rise of prices in 
these industries, we exaggerate the gains of output. We must also 
take into account serious shortages and the high level of output in 
1950 as against 1940. The latter means higher unit costs as output 
expands. 

In short, we may be too optimistic concerning the gains to be had 
from the rise of output ; but whether we are or not, we must not assume 
the rise of output solves our inflation problem. Inflation threatens 
when output is high, not when it is low—in 1942 and 1951, not in 1932 
or 1933. The reason for this is that in periods of high output, a dis- 
proportionate amount of output goes to war or/and investment and, 
therefore, against the large rises of income there is a relatively small 
output of consumption woods. Hence the inflationary pressures. 

Senator Carenarr. I want to say that I think that is the most 
severe, critical condemnation of the administration I have read or 
listened to for a long while. 

Mr. Harris. Senator, I am not interpreting it as criticism of the 
administration, or of Congress. I would say the criticism is directed 
toward the administration, toward C ongress, and toward everybody 
else who wants to avoid inflation, and that is a lar ge part of our popu- 
lation—including everybody trying to do something about inflation. 

Senator Carrnarr. The reason I s say that is that they have been 
running the Government for the past 20 years, and the polici ies which 
you complain about are policies which have been put into effect by 
them, and under their administration, and that is why I think it was 
the most critical condemnation I have listened to or read in a long, 
long while. 

Mr. Harris. Senator, may I put this point: I think that the country 
is inflation-minded. I think a great many groups are responsible for 
this. I would also say this: That had the program of the adminis- 
tration, as originally presented, and also the program being presented 
today, been carried out by the Congress, I think we would have had 
substantially less inflation. 

Senator Carenart. What program—you understand that when we 
sat down last July 1 to write an inflation bill, title TV wasn’t even in 
the bill, that they did not ask for any controls whatsoever in respect 
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to inflation ; but the Congress itself took it upon its shoulders to write 
in title IV, and all the other features of the 1950 Defense Production 
Act that in any way control or try to control inflation, and then they 
weren't pot into effect until January of this year. 

Mr. Harets. I will be glad to try to answer your question. 

Senator Carenart. You say Congress has done it. Congress has 
been far ahead of the administration. 

Mr. Harris. I would like to say that Congress 

Senator Caprnart. Some of us back af last July 1 wanted to freeze 
all wages, prices, and everything else When the war broke out in Korea, 
but we got absolutely no support at all. 

Mr. Hanns. I will say, Senator Capehart, going back to, say, June, 
July, and August of last year, that the correct policy, in my view, was 
not a very comprehensive control policy, but a very vigorous tax policy, 
and I would say on that score that the President was ahead of the 
Congress. 

Senator Capenart. Taxes? 

Mr. Harris. On taxes. 

Senator Carenart. Of course, Congress had to pass the tax bills. 

Mr. Harris. But not the tax laws the administration would like to 
have. 

Senator Benton. The President is ahead of Congress on taxes right 
now. Indeed, last night at Blair House with a group of Congressmen 
the President castigated us rather unmercifully on the laggard way 
in which we have acted in coming through with needed legislation to 
take care of this acute problem which you describe. 

Isn’t it fair to say that what you are doing here is very eloquently, 
I think, presenting the evils of inflation ? 

Mr. Harris. That is what I intended, Senator Benton, and I really 
don’t want to get into the political argument. 

My position here is to try to state the problem. 

Senator Carenart. Anything said here is political. This Congress 
is a political organization. It is the organization that passes the law. 

Mr. Harris. But, Senator Capehart, it is also true that an economist 
can comment here and look at the problem in terms of the interests 
of all groups, and that is what Iam trying todo. Iam trying to state 
the fact that inflation reflects largely an unwillingness on the part of 
the American public to really put up a fight against this disease. 

Senator Capenart. I am not quarreling with what you have said. 
You state the facts as they exist, but my point is that it 1s a condemna- 
tion of those who have been running the Government and controlling 
the Congress and being able to do anything they want to do any day 
they want to do it. 

If the situation is as bad as you describe, then the policies that have 
been followed in the past 20 years evidently are wrong. 

Mr. Harris. Well, Senator 

Senator Moony. May 1 interrupt? 

Mr. Harris. Yes; go ahead. 

Senator Moony. After title IV was put in the bill, wasn’t the motion 
made to take it out of the bill? Didn’t you make that motion, Senator? 

Senator Carenart. Did I make a motion to take it out of the bill? 
I don’t think so; no. I don’t remember any such motion. 
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Senator Bricker. Just one question, Mr. Chairman: 

At the top of page 3 you point your criticism to the Congressmen 
who speak of a balanced budget but who do not vote for the taxes. 
Would you include in that also the Congressmen who talk about 
economy in Government, and then vote for all the increased appro- 
priations ? 

Mr. Harris. Yes; I would agree with that, Senator Bricker, but 
may I reply to one point Senator Capehart made, because I don’t want 
my silence to suggest approval. 

1 don’t say for a minute that the policies of the administration 
for the last 20 vears have brought us to disaster. I can only say at 
the present time we have an income that is about seven times what it 
was when the Democratic administration came in, and if you allow 
for the rise in prices, it is still three or four times as high, and we 
have employment of 50 percent more than we had in 1933, and the 
greatest prosperity we have ever had, and I therefore don’t agree that 
this is a condemnation of what the administration has done in the last 
20 years. 

Senator Caprnart. What is it a condemnation of ? 

Mr. Harris. This is a condemnation—well, my inflation discussion 
is simply a condemnation of those people in the Nation who are anxious 
to bring about higher prices because they insist on getting a larger 
part of the pie. 

Senator Bricker. Who are they ? 

Mr. Harris. Well, I will say that presently, Senator Bricker, I will 
come to that. 

Senator Bricker. At this point, you are talking about the dangers 
of inflation. They are very, very real, and I am not interested who 
is ahead of who; whether the President is ahead of the Congress, or 
Congress is ahead of the President, they are both controlled by the 
same party, and the responsibility rests there, but if it had not been for 
the unsound financial policy of the Treasury Department in pegging 
the price of bonds as they did and have been doing all along, until the 
last 8 months, couid you think we would have had the dangerous 
inflation we have at the present time ? 

Mr. Harris. I was going to mention that in a minute. 

Senator Bricker. I don’t want to anticipate your statement; go 
ahead. 

Mr. Harris. I am not one of those people who believes that pegging 
the price of Government bonds has been the crucial factor in inflation. 
I simply say that you can’t deal with inflation merely by monetary 
measures, and you can’t deal with the inflation problem—if you try 
to do this job by controlling the monetary maeety, you may achieve 
something, but the point is that for the same reason that you don’t do 
all these other things, you are not going to control the supply of 
money, because there isn’t a willingness to make these sacrifices. 

Senator Bricker. On whose part? 

Mr. Harris. On the part of the Nation. 

Senator Bricker. You are taking in the whole American public. 

Mr. Harris. Let me amplify that a little more, Senator Bricker, to 
this extent. 
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It is perfectly true the Federal Reserve has been howling about the 
fact that they would like to bring about better control of the monetary 
situation, and these evil people in the Treasury have stopped them. 
That is a good deal like a child. 

Senator Bricker. That is an admission of weakness in failure to 
do the job. 

Mr. Harris. That is exactly right, Senator. They have never done 
the job, they have never dealt with a real inflation. They are a good 
deal like a child who is having a fight and his father comes along 
and the child says: “Let me get at him.” 

Senator Moopy. Professor, may I interrupt? 

I would like to ask you whether you feel that the principal blame 
at this point should rest upon gentlemen like Eric Johnston and 
Michael DiSalle, who are endeavoring, at least, to stop this spiral, 
or on the people who are trying to prove that there is nothing that can 
be done oat the prices of their particular commodities? 

Don’t you feel that those people are having more to do with blasting 
this inflation line than the people who are trying to hold the line? 

Mr. Harris. I think there is a great deal in that. You are Senator 
Moody, I take it? I recognized you from your picture. 

I would say there is a lot in that. I am going to say a word about 
that later on. I am going to say a word about how the whole price 
control situation is set up today as compared with the way it was set 
up in the last war, and suggest one reason, which is probably related 
to the point you are making, as to why price control isn’t working, 
if you don't mind waiting a minute. 


Senator Benton. I think our questions are ahead of the testimony. 
Mr. Harris. Interrupt me whenever you feel like it. 


Senator DirksEN. What are the agencies or departments where you 
advise ? 

Mr. Harris. I started off with the Board of Economic Warfare in 
World War II. OPA, where I was Director of the Export-Import 
Price Control. War Production Board; economic adviser to the 
Vice Chairman. The National Resources Planning Board, where I 
helped them plan their mobilization program. The Council of Eco- 
nomic Advisers, where I have been partly responsible for their report 
on the New England economy, and I am also by Presidential appoint- 
ment adviser to the CCC and the Agricultural Mobilization Policy 
Board. 

Senator Dirksen. Are you adviser to any other agencies at the 
present time ? 

Mr. Harris. At the present time my only relations are with the 
Department of Agriculture. I come down about once in 2 months on 
these two advisory committees. I am no regular employee of any 
agency at this time. 

; oe Dirxsen. I say it with utmost of good grace and good 
eeling 

Mr. Harrrs. I am glad you point that out. 

Senator Dirxsen. Having read the first 3 pages of castigation of 
somebody or something, I am just wondering how you Harvard folks 
let this country get in “the hell of a fix” we are in right now. 

Senator Benton. Perhaps he will explain that. 

Mr. Harris. Don’t give us too much credit for our influence. 
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Senator CareHart. That was my point; they have been running 
the Government for 20 years, and they have controlled both the legis- 
lative administrative; they have been in a position to do anything 
they wanted to do at any time; they have had the votes. That is 
why I said a moment ago—— 

Mr. Harris. You mean the Harvard people? 

Senator Carenarr. I meant the Seeriaigtcation. which you sup- 
port. I thought it was the finest condemnation that I had seen, sir. 

Mr. Harris. Senator, you must not forget that the administration 
can’t even control all the members of the Democratic Party. 

Senator Carruart. Maybe that is a good thing. 

Senator Benton. I think Senator Capehart is making an inter- 
esting contribution in claiming somebody has the votes. 

Go ahead, Professor. 

Mr. Harris. I want to make this point about inflation: 

It is often said that a rise of output is the way to deal with the in- 
flation problem, and certainly our major objective is a rise of output, 
but it is a great mistake to assume the rise of output is the way you 
deal with the inflation problem because, as a matter of fact, the more 
that output rises, the greater your inflationary pressures and dangers. 

The reason for this is that as you increase output, your income rises 
correspondingly. You have more money to spend, but as your output 
rises, you also produce a larger proportion of goods for military pur- 
poses, and for investment, and therefore against a given large income, 
you have a relatively small amount of consumption g goods. 

Senator Carenarr. Will the witness yield just a moment? 

I have been trying to find the answer to this, I have asked a number 
of witnesses, and that is that today we have the greatest production 
in the history of our country, we have the highest wages, we have the 
highest profits yet we have the highest prices. 

Mr. Hareis. That is right. 

Senator Carrnarr. What has happened to the law of supply and 
demand? Where is the missing link? There must be something 
somewhere working against the law of supply and demand, because we 
have the greatest roduction in our history. 

Mr. Harris. That is it, exactly. The law of supply and demand 
has not been outlawed, Senator Capehart, but what has actually hap- 
pened is that your demand has increased more than your supply, and 
the explanation of that is that part of your supply is being diverted 
into war development, and therefore as your incomes go up your de- 
mand increases more than your supply does, and that is the explanation 
of the whole thing. 

Senator Carenart. Is it that they are also measuring prosperity in 
dollars, rather than in units? 

Mr. Harris. Well, of course, that is part of it. This tremendous 
increase in our dollar income is, of course, fictitious in part, because 
it represents a rise of prices in part, rather than a rise in supply of 
goods. 

If you will recall, Senator, you may remember that in 1932-33 we 
had the lowest output we have ever had, relatively speaking, and we 
had falling prices—in other words, low output and falling prices. 
Now, we have this tremendous output and we having rising prices. 
That shows it is not merely a question of output. 
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Senator Carenart. In other words, when you get into extremes one 
way or the other, there is a missing link somewhere in the law of sup- 
ply and demand. 

Mr. Harris. That is perfectly right. 

Senator Capenart. I presume if we were smart enough to find that 
missing link, either at the low ebb or the high ebb of the moment, and 
we were wise enough to follow the proper procedure, we could avoid 
both ¢ 

Mr. Harris. That is right, Senator, 

Senator Benton. Well, the missing link is clear enough, as you 
point out: merely that the demand exceeds the supply even though 
the supply is high or low. 

Mr. Harris. That is right, and the more your supply goes up within 
these limits, the more diflicult your problem becomes, and that is the 
inflationary problem. 

Senator Carenarr. In other words, the excess amount of money 
seems to be following the price, or vice versa. 

Mr. Harris. That is right. 

Senator Benton. It exceeds the growing supply. 

Mr. Harris. That is right. 

Senator Caprnart. And what causes that? How can we stop it? 

Mr. Harris. I am going to come to that, Senator. I hope to make 
some suggestions on that. 

Senator Bricker. Isn’t it the monetization of the debt, largely ¢ 

Mr. Harris. That brings it about to some extent, Senator. As I 
tried to indicate before, I am not convinced that the monetary expla- 
nation is the entire explanation by a long shot. My good friend, 
Senator Douglas, isn’t here. I would like to argue with him a little 
on this. 

Senator Carrnarr. I have the feeling, I haven’t any facts to back 
it up, that when we say to the American people, we have to continue 
to take more and more money away from you in taxes, that we are 
saying to them that under our system all of our people just simply 
can’t be prosperous at any one time. 

Mr. Harris. Well, of course, we are terribly prosperous, now. 

Senator Carenart. We are terribly prosperous, but we are getting 
inflation. 

Mr. Harris. We are getting into some difficulty. 

Senator Carrnarr. Prosperity, then, is a bad thing. We said de- 
pression was a bad thing, and it was, and now are saying that pros- 
perity is a bad thing; that we just can’t all be prosperous at the same 
time, 

Mr. Harris. Well, the problem is we can’t all be prosperous, but 
inflation gives us a distorted distribution of these goods, and that is 
the real danger of inflation. 

Senator Carenart. Which is true of depression. 

Mr. Harris. Because they have little to divide. 

Senator Carrenart. Depression affects the opposite group, the 
people whose incomes are fixed. Inflation works just the opposite. 
I am searching for this missing link. 

Mr. Harris. I don’t know how much I can help you, Senator, I 
will do the best I can. 

Senator Dirksen. Dr. Harris, with respect to your last observa- 
tion, if only for the sake of accuracy, when we take this anti-inflation 
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formula and just simplify it and say either diminish the number of 
spending dollars or increase the amount of goods, the people who do 
that emphasize that they mean the increase of consumption goods 
that are available to the average civilian consumer. I think it should 
be made clear, because they know f fairly well that if you just increase 
the number of tanks or airplanes, obviously that isn’t going to affect 
your inflation picture. 

Mr. Harris. I would say you are a very good economist, Senator, 
but I think you are giving the rest of these people credit for more 
than they are entitled to. I have watched this controversy. I re- 
member when I was in the War Production Board near the end of 
the war. We had an advisory industry group that came in every 
month that told us exactly this: Give the economy back to us, we 
will increase production more and more, and that will bring prices 
down. If you increase production of consumption goods you are 
really solving the problem, but the point is in this kind of ec onomy 
that is not what you are trying to do. What you are trying to do 
primarily is increase the production of investment goods or military 
goods. 

Senator Dirksen. I simply assumed that the people who belabor 
that this means an increase in consumption goods, the things avail- 
able in the stores to help first relieve the pressure and also siphon off 
some dollars. 

Mr. Harris. With that one reservation, I am not sure you aren’t 
being overgenerous with relation to these people. 

Senator Bricker. But they did increase those goods in tremendous 
amount between 1945 and 1950. 

Mr. Harris. That is quite true, Senator, but we had a big inflation, 
nevertheless. 

Senator Bricker. We had inflation because we had an abnormal 
increase, or a pro rata greater increase in the money and credit of 
the country than in the production of goods. 

Mr. Harris. I w ouldn’t say that, so ‘much, Senator. I don’t think 
there was any great increase except during the war. I would say the 
great increase during those years, and what helped bring about infla- 
tion, was the large amount of investment during this period, which 
meant that your income was going up more rapidly than the available 
supply of consumption goods. 

I think Senator Dirksen’s point is absolutely correct; but I don’t 
think the people generally t sie that point into account. 

Senator Moopy. Isn’t the point Senator Dirksen made precisely the 
policy of the administration as enunciated by Mobilization Director 
Wilson? The policy is, as I understand it, to increase the volume of 
military goods at the rate of about $50 billion a year, and at the 
same time increase as rapidly as possible the volume of consumer 
goods so that in the period of about 2 years we will have enough 
consumer goods to soak up the money on the market, and isn’t the 
need for direct control now due to the fact that there was a gap 
created by the taking out of the market of all of those consumer 
goods, and transferring the productive efforts into military goods? 

Mr. Hararts. Senator, I think what you say is right and T agree 
100 percent. I would only make this one reservation, and this is a 
purely private prejudice: 

83762—51—pt. 2——30 
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I think Mr. Wilson makes a mistake in telling the country that 
in 1953 we are going to have plenty of consumer goods. We might 
very well have, in which case inflationary pressures will be reduced 
in that year. It may be, however, that we will be spending so much 
for armament, and so forth, that this promise will not be fulfilled. 

Senator Moopy. Of course, if there is a war, all bets of that nature 
would be off. 

Mr. Harris. That is right. It may not be a war, it may be simply 
a larger preparation program. an 

Senator Bricker. You mentioned Y moment ago the impact of 
investment money. Just what do you mean by investment money ‘ 
How would you define it? 

Mr. Harris. What I meant—I didn’t mean investment money, I 
meant simply a rise of investment, by which I mean an increase in 
the output of what the economist calls indirect goods, equipment, 
factories, and all that sort of thing, which will ultimately turn out 
consumption goods, but for the time being do not produce consumption 
goods. 

Senator Bricker. That is an interim program looking to the pro- 
duction of consumption goods. 

Mr. Harris. That is right, but the meanwhile you don’t have con- 
sumption goods. That is what the Russians have been doing for 
30 years; turning out capital goods, but the consumption goods still 
aren’t available. 

Senator Carrnuart. In the past, however, by statistics we proved 
that we were prosperous in direct proportion to the amount of capital 
investment in capital goods that were consumed each year ¢ 

Hasn’t that been the pillar and foundation upon which they based 
their statistics for prosperity ? 

Mr. Harris. Senator, there is no doubt about it—— 

Senator Carenarr. Maybe it was wrong, but I think that was the 
basis. 

Mr. Harris. I agree, if there is anything that is true we could never 
have anything like this standard of living without the increase of 
savings and capital. But it is also true that during the period when 
the total amount of investments are very large, and people don’t 
give up their consumption and increase savings, then you have in- 
flation, and though in the long run the tremendous rise of capital 
goods brings about this high standard of living, for many years it 
may bring about inflation. 

Senator Benton. Dr. Harris, you have here a group of students, 
who I think should wait until you finish your lecture. 

Mr. Harris. I would like to tell a story, if I may take a moment. 
I had a famous professor at Harvard who was an expert on this 
business of reapportionment of seats, you know. He was a pretty 
good mathematician. He was called in 25 years ago to testify on 
this question of how they should reapportion the seats in various 
States. He is highly mathematical and, as a matter of fact, he was 
the American representative of the Peace Conference. 

President Wilson wanted an economist to be a representative at 
the Peace Conference, and he gave all leading economists in this 
country a test. 

President Wilson took the answers, read them, and appointed this 
chap as the American representative because he had the Past grade on 
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this test, and he became pretty well known and was invited by Con- 
gress, and he gave the Congress this paper for about 2 hours about 
how to change these districts, and when he got all through the chair- 

man of the committee said, “Now, Professor, this is all ver y interesting, 
but what I would like to know is what are you talking about ? After 

all, we don’t understand what you are talking about. 5 

He said, “Now, you make believe we are a ‘bunch of college sopho- 
mores and go through this all over again,” and he did go through it 
all over again. 

Apparently none of them had any mathematics, and he was having 
difficulty said he thought he finally put it across. These were 
Members of the House of Representatives, mind you. He turned to 
me, and he said “I assumed that they were all college freshmen, and 
it got over.” 

Senator Benton. I will retract my word “students,” on the strength 
of your story. 

Senator Bricker. We can use him out in Ohio, if he has a 
formula 

Mr. Harris. This is much more fun, Senator. 

Senator Bricker. You can’t reapportion on a mathematical basis, 
I can assure you. 

Mr. Harris. I might say, as far as I am concerned, this is much 
more fun. 

I have one other point. I am not for one minute assuming that you 
can carry through a large mobilization program without some in- 
flation, because you have to have some rise in prices in order to offer 
an adequate incentive to get people into the right place, into the right 
town, the right factory, and all that sort of thing, but I am not saying 
that you have to have an inflation which is 12 percent a year. That 
is too much. 

Let me point out that in the war years, when we had outlays for war 
about 2.5 times as much as at the present time, our average inflation 
per year was only 5 percent. In other words, if you compare the 12 
percent and the 5 percent, and allow for the differences in the amount of 
war investment in these two periods, we are doing only one-tenth as 
well so far as we did in World War IT on the inflation front. 

Senator Benton. What was the percentage? 

Mr. Harris. Our price increase during the war was 5 percent a year. 
It is at the rate of 12 percent for the first 8 or 9 months since Korea 
started, and, as a matter of fact, we have a budgetary surplus, and war 
expenditures are about 50 percent as high, and if you allow for all 
of these factors, the net result is that our report is, so far, about one- 
tenth as effective as it was in World War LI, and that is not a very 
good record. 

Senator Capenant. In all fairness to those running the program at 
the moment, they didn’t get started until the first of the year. 

Mr. Harris. That is perfectly true, and I think they are going to 
improve, and that is why I am here, primarily. 

Senator Bricker. More important than that, they didn’t have two 
hundred and sixty million-some-odd-dollars debt. 

Mr. Harris. I think I argued with you about debt before when I 
was here. 

Senator Benton. Didn’t we hold prices better than 5 percent a 
year in the closing years of the war? 
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Mr. Harris. We did better. Five percent is the average for the 
whole war. The average was 2 or 3 percent in the later years. 

Senator Carenartr. We are not at war at the moment; are we? 

Mr. Harris. Let me give you another comparison which is really 
quite interesting. If you take the proportion 

Senator Benton. I am interested in the one-twelfth. 

Mr. Harris. Five percent in relation to 12.5, you see, is 2.5 times 
asmuch. Then I allowed for the larger proportion of resources going 
into war in the World War IT period ascompared to the last 9 months, 
and that gives you a proportion roughly of 10. 

Senator Benron. I think we are about to call for your mathematics. 

Mr. Harris. I do want to make this comparison : 

If you compare the proportion of resources going to war, in the 
Civil War and World War I and World War II, and then see what 
happened in terms of price rises, if, for example, you had the same 
proportion of resources going into war in the World War I as you 
did in the Civil War, how much of a price rise would you have had 
in World War I, how much in World War II? In other words, you 
allow for the differences in the proportion of resources going into 
war, and what do you find out? You find out that if you had as great 
inflation in World War I as you did in the Civil War, allowing for the 
resources that go into war in both wars, we would have had a price 
rise three times as great in World War I, and in World War II, some- 
thing like 14 times as high. That proves to me we have learned a lot 
about controlling inflation; we know much more about it than we 
used to, and therefore there is no excuse for the record we have made 
in these 9 months, and that is what I am trying to point out to you. 

It isn’t that we don’t know about these problems, because we do, 
but, of course, the real problem is not the problem of the economist, 
but the problem of the political economist who has to work these 
things out in terms of the pressures to which you all are subjected. 

Senator Moony. You are saying that the country should have taken 
the advice of Baruch and others who wanted to put a freeze on last 
July ? 

Mr. Harris. I wouldn’t go that far, and I will explain that in a 
moment. As a matter of fact, last July, August, and September I 
came out myself clearly against a very comprehensive control system, 
and I will tell you why in a minute, and tell you why I subsequently 
changed my mind. 

Senator Moopy. Do you think we could have held the price rise in 
World War II to 5 percent a year if we hadn’t had direct controls? 

Mr. Harris. Oh, I don’t think so for a minute; no. 

Senator Benton. Don’t you think the consumer learns a lot when 
the wars come so close together, and the consumer, remembering the 
shortages, is much wiser and has rushed out to stock up and buy the 
things to take the merchandise? That has helped accelerate this? 

Mr. Harris. There is a good deal of truth in that, Senator Benton. 
The consumers are inflation-conscious, and the best example I have of 
that is the very interesting point 

Senator Moony. Before you get off that point 

Mr. Harris. I was just answering the Senator’s question. 

If you look at what has happened to the monetary supply in the 
last 9 months or so you will find that there has been an increase of 
10 or more percent in the bank deposits, in loans, and that is the 
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point Senator Douglas makes a great deal of, and it is an important 
point. 

But what is the most interesting thing to me is that there has been 
virtually no change in the total amount of money in circulation, and 
you compare that with World War IT, when there was a tremendous 
increase in the amount of money in circulation, from $4,000,000,000 
to $25,000,000,000. Why? Because the public today doesn’t want to 
hold onto money. The average man in the street knows prices are 
going to rise. Why should he hold onto cash? He gets rid of it, 
you see, and that is a very significant fact. 

Senator Benton. I agree on that. 

Senator Carenart. Would you likewise agree that our method 
of handling Federal bonds has been the same as though they were 
cash ¢ ; 

Mr. Harris. Yes; that is perfectly true. 

Senator Carpenart. When a bond goes into a bank, it is just as good 
as currency. 

Mr. Harris. It is part of the inflation picture, and it is one reason 
why we will never solve the inflation problem merely by balancing 
the budget, or having—even if we balance the budget, and increase 
our taxes by $15 billion, as the President suggested, I still think you 
are going to have some inflation, and one reason is the point you raise, 
Senator Capehart, that there is an awful lot of liquid assets around. 

Senator CapenHart. I think Congress is conscious of that. That is 
why they passed the 1950 Defense Production Act last August. 

Mr. Harris. I am not trying to be critical of Congress. I realize 
the pressures you are up against. I am simply trying to suggest 
what, to me, as an economist, without any of these responsibilities of 
answering to the voters, seems to me to be the best possible policy. 

Senator Carenarr. We are very much interested, or we wouldn’t be 
sitting here day in and day out. 

Senator Benton. Go ahead with your testimony. You may answer 
some of our questions. 

Mr. Harris. Let me give what I consider to be the proper attack 
on the inflation problem, and I think this answers some of Senator 
Capehart’s questions: 

Since the root of the difficulty is an excess of demand over supply, 
the approach is through any factors that reduce demand or increase 
supply—without a corresponding rise of demand. The anti-inflation- 
ary trinity is income policy, fiscal and monetary policies, and con- 
trols. 

Now, my major position here is that the first step toward control 
of inflation is control of income; you control income, of course, in the 
first place, by controlling wages. The obvious approach is—the most 
obvious approach—to put ceilings on all wages. The wage bill should 
not increase any more than it was in 1950. Total wages, say, were 
$150 billion in 1950, but obviously it is impossible to stabilize wages at 
$150 billion now because we would eliminate incentives. There would 
be no incentive for people that rise to higher positions, and for peo- 
ple who work overtime, or new workers on the labor market. There- 
fore, that is eliminated. 

Now, the next best thing we can do is stabilize the basic wage rate. 
Every worker that does a task for which he gets a dollar an hour 
should continue to get a dollar an hour, and no more. This will not 
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solve the inflation problem, because as you probably know in World 
War II the rise of basic wage rates accounted for only one-sixth of 
the rise of wages. 

But, as a matter of fact, we can’t even do that, because if we stabi- 
lize basic wage rates, we will not have the cooperation of the trade- 
unions and the workers in our stabilization and production program, 
and I think to some extent there is some justification for the worker’s 
attitude. What is he likely to say? He.would say, of course, you 
stabilize my wage rate, but you allow-profits to rise from X to 2X. 

You may have noted that.there has been in increase in corporate 
profits after taxes of something of the order of much more than 50 
percent from the first quarter of 1950 to the first quarter of 1951. 

Senator Benton. How much? 

Mr. Harris. Over 50 percent, after taxes. 

Now, of course, the farmers and I want to say I am a free man 
in this. I am an adviser to the Secretary of Agriculture, and I some- 
times try to give him the same economics that I am presenting here, 
and don’t in any sense try to pretend to be a defender of the farmers’ 
interest, or anything of that sort. As a matter of fact, Secretary 
Brannan asked me to come down because he thought of me primarily 
as an economist rather than as a farm economist—but I would say 
this: that the farmers also have to make sacrifices. I think all we can 
ask of labor in the present situation is that wages should rise no 
more than the cost of living, so that wage rates would not yield 
a larger standard of living, assuming the worker works the same 
number of hours and at the same job. 

Now, what do you expect of the farmer, whose income also rises 
and brings about inflation ? 

Secretary Brannan brought out a study in which he showed the 
average pay of the farmer ‘is 69 cents an hour; that he gets 5 per- 
cent on his investment and nothing for management. 

On the other hand, he also shows that workers in manufacturing 
receive, per hour, $1.46, and building construction $2.03, and retail 
trade, $1.17. 

He also pointed out the farmers received no pay for management, 
and corporations get 15, and the latest figures are 17 percent, on their 
investment, after taxes. 

To Secretary Brannan this seemed to be unfair, and he thought 
therefore we should not be too tough on the farmers. 

I am in general sympathy with the farmer. He is in the low 
group income. I think, however, the farmer should make some sacri- 
fice. I suggest two possibilities: one is the suggestion that was made 
by the administration, namely, that parity should be defined in terms 
of parity at the beginning of a marketing season and should not be 
changed in the marketing year, and the second suggestion I make is 
that this committee allow the administration to offer incentive pay- 
ments to farmers for increases of output. The effect of this would 
be that when the farmer increases output, say by 10 percent, and in- 
crease cost by 20 percent on these 10-percent additional units, the 
prices of all units will not rise by 20 percent, but only the prices 
of these additional 10-percent units would rise 20 percent. 

Now, the farmer fought this policy in the last war, but they finally 
accepted it, and I think this is one sacrifice the farmers can make 
without serious effect on their general position, and it would indicate 
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they are ready to make their contribution against the fight against in- 
flation to offset any contribution that the workers make. 

Senaor CarpeHarr. Can you give us that formula again? 

Senator Benton. What is the sacrifice / 

Mr. Harris. Supposing the farmers are producing 100 units of 
beans, and supposing there is a need for 120 units of beans. Now, 
if you allow the price system to work, what happens is that when 
they increase their output from 100 units to 120 units, the price of the 
last units produced may rise by 100 percent. 

Senator Capenart. Do you mean—let us take corn. Let us say the 
price was $1.50 a bushel for corn, and he gets $1.50 on a hundred units; 
but if he produces 20 units more, might he get $2? 

Mr. Harris. Twenty percent more. 

Senator CareHari. He might get $2 a bushel for that extra 20 
bushels. 

Mr. Harris. That is what I am suggesting; but on the free market, 
you see, what would happen would be that the price would be deter- 
mined by the high-cost units. 

Senator Carenart. So you would want to pay the farmer a subsidy ? 

Mr. Harais. For his higher cost for these additional units, but not 
to allow the $2 to become the price for all units, but only for the addi- 
tional 20 percent. 

Senator Dirksen. How does he do it? 

Mr. Harrts. It was done in the last war. You simply do it by 
giving every farmer a marketing quota on the basis of past production; 
and if he produces beyond this quota, then he gets 10, 20, or 30 percent 
more for each unit produced beyond this quota. 

Senator Benton. This is a direct subsidy to the farmer. 

Mr. Harrts. But it saves the consumer a great deal. 

Senator Benton. You are saying, then, that this bill before us 
should give the Government the power to subsidize ¢ 

Mr. Harris. Well. I think your bill does say something about incen- 
tive payments for high-cost units, and I do not think it excludes farm 
products, as I read the bill. I may be wrong; perhaps you have read 
it more carefully than I have. 

Senator Dirksen. Dr. Harris, what you are saying is that we should 
have a modified version of the Brannan plan ? 

Mr. Harris. No. 

Senator Dirksen. Incentive or production payment is all the same. 
You just apply to the excess above a certain level instead of to the 
whole quantity that may be produced, within limits? 

Mr. Harris. That isright. This merely applies when you want the 
farmer to cooperate, and you have to give him some incentive for 
increasing his output, and what you say to the farmer is, “If you pro- 
duce 10 percent more and these 10 percent cost you 20 percent more, 
we will allow you a price of $1.20 for these 10 percent more, but we 
will not allow you to increase the price of every unit by 20 percent, 
and that is where the consumer gets a bad deal. 

Senator Scuorrret. What about when a crop failure comes along 
and he increases his production acreage ? 

Mr. Harris. Senator, I notice in your bill you take pretty good care 
of that, I would say. 

Senator Scnorrre.. I am asking a practical question under your 
formula. 
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Mr. Harris. Your bill says specifically, if I read your bill cor- 
rectly 

Senator Benron. What do you mean “your bill”? 

Mr. Harris. The bill that your committee has produced. I am only 
a naive college professor. You must not expect me to understand all 
these politics. Senator Douglas is here to support me somewhat. 

Senator Dirksen. What you have in mind is to increase the total 
supply of commodities where there is a need for increased supply. 
That means that comparatively, or relatively, there may be a short 
supply ¢ 

Mr. Harris. Yes, sir. 

Senator Dirksen. Of course the idea is this, and I think it was true 
back in the days when we had comparative corn shortages, you had one 
crib marked $1.50 corn, and one crib marked $2, and a truck backs 
up that comes from the adjoining — and says, I have hogs to feed, 
I need corn. One crib is marked $1.50, one marked $2. Iam not sup- 
posed to get $2 for that $1.50 corn, but now I leave it to you whether 
you get corn to haul back to Indiana or not. 

Mr. Harris. Yes, Senator; you hit on a vital point of price admin- 
istration. Now, my only answer to that is that you need more enforce- 
ment officers to take care of this kind of situation. 

Senator Bricker. You do not think the 35,000 employees Mr. 
DiSalle has asked for is sufficient ? 

Mr. Harris. I do not know. I would like to say a word about 
enforcement eventually, and I know there are some limits and points 
beyond which you cannot goinenforcement. Ifthe public is not inter- 
ested in doing the job, no matter what enforcement you have, it will 
not be done. You ae e to educate the public and get their acceptance 
of the program. If you do not get that, I do not think you will get 
much support irrespective of how many enforcement officers you have. 

Senator Benron. Secretary Brannan testified that we put about 
$4 billion in subsidies in the last war. Would you make any kind of 
guess, I would be glad to have you label it an ir esponsible guess, as to 
how much that m: iy have helped to hold down prices, by what amount 
that may have held down prices to the consumer ? 

Mr. Harris. I would say in the pure across-the-board agricultural 
subsidies the effect was probably favorable, but I would say the argu- 
ment is not impregnable and I have devoted a chapter to this problem 
in a book I wrote on price and related controls. The book is out of 
print, but I will send you a copy nevertheless. 

Senator Benron. You think it held prices down more than $4 bil- 
lion ¢ 

Mr. Harrts. In the case of such items, for example, as copper and 
nonferrous metals generally it was a tremendous success. It was one 
of the great achievements, if you do not mind my saying this, one of 
the gre: at achievements of economists in World War IL. They worked 
out this program by which if you increased your copper by so many 
units you got 2 or 3 cents more an ounce, and the net result was that 
in 1 year 

Senator Benton. On a margin of production ? 

Mr. Harris. That is right, and you did not allow these high-cost 
units to determine prices of all units—you threw out the law of mar- 
ginal determination of prices. In this particular area, I do not think 
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there is any doubt on the part of anybody that this was a tremendous 
success. 

When it came to agricultural subsidies across the board, in the case 
of cattle, and so forth, there was more question. You could not put 
the argument so neatly, and you had to make fairly wild estimates. 
I am not nearly so sure as others were that the gains were rl 
in this field, but I would say that when you get into this incentive are 
about which the Senator from Illinois was “just discussing, there is a 
possibility of substantial gains if the system can be administered well 
and the farmers are behind it. I am perfectly willing to admit that 
serious administrative problems arise. 

Senator Benton. You believe that the bill should give the authority 
to the administrative officers for subsidy and provide that they would 
still have to come to Congress to get the money or they could not 
launch the program, but that an essential part of controls should in- 
volve authority to the administrative officer for subsidies? 

Mr. Harris. I would agree with that a hundred percent. There is 
an awful lot of prejudice ‘against subsidies. 

Senator Benton. It is a fighting word. 

Mr. Harris. Incentive payment does not sound quite so bad. 

Senator Carprnart. Tama farmer. Tell me, how do I increase pro- 
duction on the farm? If I can increase my production 20 percent, 
if I am now making a profit or breaking even, the entire 20 percent, 
with very few exceptions, is profit. Now, why do I need any more 
than just the normal profit on my 20 percent ? 

Mr. Harris. Of course the difficulty is that you hire more ineflicient 
labor. The thought is you would use less good land, and so forth. 

Senator Benton. You may plow up the front lawn. 

Mr. Harris. As you expand your output, it is said actually your 
cost curve goes up, and within limits that is true, but it is still true 
that you can increase your output under adverse conditions if you are 
given a sufficient incentive. 

Senator CarenArtr. Tell me how. I can use more fertilizer. 

Mr. Harris. It is not only a question of cost, it is a question partly 
of saying to these farmers, “Work harder, and you will get a larger 
profit.” 

You have got to give them an incentive todo so. They do not want 
to plow up another hundred acres of land. You have got to make it 
worth their while. 

Senator Bricker. Did you ever live on a farm? 

Mr. Harris. Yes; I did. 

Senator Bricker. Did you work from sunup till sundown ? 

Mr. Harris. I worked on a farm. 

Senator Bricker. Most farmers work just about as hard as they can. 

Mr. Harris. That is the point. You have to give them incentive. 

Senator Caprenart. At least in Indiana, and I have been in every 
State in the Union, they plant the acreage every year. 

Mr. Harrts. Now, Senator— 

Senator Capenart. Farm production, as far as grains are concerned, 
depends entirely upon the weather. 

Mr. Harris. I know the weather is terribly important. 

Senator Carprnart. We can put out on my farm, we can do every- 
thing that is known for our corn crop, but if we do not get the right 
amount of rainfall, or we get too little, we are going to have a short 
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crop. If we get just the right sort of weather, we will have, as we 
did 4 years ago, the greatest yield we have ever had. We did not do 
anything more that year than we do every year. We do the same thing 
every year, except that year the weather was with us and we had the 
greatest corn crop I have ever grown. 

Mr. Harris. Now, Senator, let me just answer you to this extent. 
We have only had one bad year since the war—I think that was 
1947—on weather. The real important factor in getting farm output 
was not because you worked harder, in fact you worked less hard. 
The real answer was you used much more fertilizer, more machinery 
and scientific breeding, and all that sort of thing. Those are the facts 
that account for the fact that yearly output is up about 40 percent 
since prewar, and, as a matter of fact, in many ways the farmer 
has to work less hard now than he did 10 years ago. 

Senator Dirksen. But, Dr. Harris—— 

Senator CareHartr. Come out to Indiana, and you and I will sit 
down on my farm and figure out how you can get me more production. 
You will not have to pay me a bigger price for that which I grow if 
you get bigger production. 

Senator Dirksen. The delimiting factor it seems to be human na- 
ture. I remember in my conversations with British coal miners I 
said, “Coal is your leading export commodity. Now, why do you not 
get down in the mines and work that extra day that the Government 
wants you to?” The answer was simply this: “In 4 days we can make 
all that we need to cover the coupons we have got under the rationing 
program. If we work that additional day, we get into a new income tax 
bracket. 

Now, here in one part of your statement you say, “We have got to 
save one of those extra dollars with higher taxes.” Now we say to 
the farmer, “Look, you work harder, add a few hours, go in for better 

varieties of seed, for scientific breeding, offset the fact we are going 
to take your boy in the draft, that you are going to have difficulty 
getting repairs to your tractor, but if you work harder you will get 
in a new income tax bracket and we will take a little more away from 
you.’ 

Mr. Harris. That is true, Senator, and you have there a very im- 
portant problem of judgment, and as you increase taxes your incen- 
tives decline, yet we want these people to increase their output. Of 
course part of the answer is what kind of a tax system do you have? 
There ought to be a tax system that puts the minimum burden on 
people whose incentives are influenced in that way, and of course part 
of the answer is that, for example, in World War II we increased 
farm output by more than 30 percent despite a tremendous increase 
of taxation. Our taxes still are not as high as they were in World 
War IT. 

If the patriotic motive is there, if the farmer is educated on these 
issues, I think he might increase his output and take in exchange 
Government bonds if he has the guaranty we are going to stabilize 
the value of the dollar. 

Senator Dirksen. There again you are up against the moral fac- 
tor, which is to say, if the figures are correct, for the last 8 or 9 months 
redemptions have exceeded purchases. 

Mr. Harris. That is correct. 
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Senator Dirksen. I interpret that only as fear. I do not know 
what other answer to give for it. They are afraid of what is going 
on at the present time, so swap what you have got, put it in a house, 

ut it in a farm, put it in anything that is tangible, but it is a con- 
eaon of fear of governmental policy. ; 

Mr. Harris. Well, Senator, I agree with that a hundred percent, 
and I think the only answer is for the Congress to vote an anti-infla- 
tionary program which makes the average potential investor in bonds 
feel that his money is not going to be dissipated with further in- 
creases of prices, and once the durable goods become unavailable, it 
will be much more difficult for him to spend his money, and that will 
also be an incentive to buy Government bonds, if you do two things. 
One is stabilize your currency, and secondly, to put some limits on 
nonessential investments so the money does not flow into corporations 
that are spending their money unwisely in view of the general eco- 
nomic situation. 

Senator Bricker. What about your excess profits taxes? 

Mr. Harris. Do you want me so say something about the excess- 
profits tax ? 

Senator Bricker. I would like to have you say something. 

Mr. Harris. I testified on that once before another committee. 

Senator Bricker. Particular with the idea that it does induce a lot 
of uneconomic and unsound practices. 

Mr. Harris. It does to some extent, Senator Bricker, but I am not 
convinced, and I will tell you why. I have seen this argument many 
times, and I went back and studied the expenditures on advertising 
before there was an excess-profits tax, when there was an excess-profits 
tax, and after the excess-profits tax disappeared, and do you know that 
the largest proportion of expenditures on advertising were in the 
first and third period, and not in the second. 

I am also convinced by the fact that despite all the difficulties in 
these high levels of taxation, and especially excess-profits tax, we did 
increase our output during World War II by from 50 to 70 percent. 

Now, I am perfectly willing to admit that to some extent your argu- 
ment is valid, but I do not think it is nearly as valid as most people 
make it out to be. 

Senator Bricker. One more question. 

You mentioned a while ago, in connection with savings, that we 
must by education induce the farmers to put money into Government 
bonds when they do not have the things to spend it for. Providing 
they have that money, they have seen their dollar depreciate down to a 
fraction of what it was when they put the money in bonds during 
the World War, and as Senator Dirksen points out they have been 
selling more in recent months than they have been buying. It is 
further said it is necessary in that educational program to assure them 
that there will not be further adulteration of the dollar. 

You cannot do that if you are going to have, as you suggest, inflation 
regardless of what Congress does. There must be some degree of 
inflation in this higher production program, and I think maybe that 
issound. How are you going to adjust it and bring them together? 

Mr. Harris. I would say this, Senator, a 12-percent inflation is 
altogether too much. That is what we have been having so far—12 
percent a year. 
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Senator Bricker. There is no question about that. Nobody will 
deny that. 

Mr. Harris. I would say if we have an inflation of 2 or 3 percent 
on the average, nobody would seriously object, and that this would 
not seriously influence the purchases of bonds. 

Senator Bricker. That will wipe out all your interest on your bonds. 

Mr. Harrets. Yes; it might. There have been a great many sug- 
gestions for dealing with this. I myself.am not convinced that we 
still will not get large savings. Let me point out to you, Senator, 
that in 1944 our real income was exactly what it is today. At that 
time we were getting 25 percent of the national income into savings, 
and today we are getting a measly $10 billion, or less than 5 percent. 
Now, once the consumer durable goods become unavailable, there is 
going to be more money poured into savings bonds, but they will not 
be poured in if we continue to have a 10- or 12-percent inflation. 

Senator Benron. You mean the per capita income was the same? 

Mr. Harris. No; the total income is the same. Our per capita 
income may be a little less, allowing for the change in prices and 
population. 

Senator Benton. You think we will get this without any plan for 
forced savings? This will come automatically ? 

Mr. Harris. Senator, I think there is a lot to be said for forced 
saving, if we cannot get the savings otherwise. One of the Senators 
pointed out this problem of bonds maturing rapidly and an equivalent 
amount of money is not coming in. There is some $50,000,000 worth 
of refinancing in the next year or so and these are serious problems. 
If you have a heavy tax problem, you might conceivably get by for 
a while without compulsory savings, but if you do not combine that 
with a good stabilization program elsewhere, I do not think you are 
going to get it without compulsory savings. 

In World War IT, if we saved as much today relative to the gross 
national production as in World War II, on a reasonable estimate of 
what our gross product will be in the next 4 years, we will get, roughly, 
$83,000,000,000 a year of savings, of which we would need about 
$12,000,000,000 for private investment if we had a real war effort, 
and there would be something like over $70,000,000,000 of savings 
available each year. 

We are getting nothing like that because of the great fear of inflation, 
for one thing, and because of heavy taxes, but they were heavy in 
World War IT also. 

Senator Benton. That is what the consumers learned, too. Go 
ahead with your fiscal and monetary policy. 

Mr. Harris. I would not go so far as my ex-colleague, Senator 
Douglas, who, as I have said many times, has made all professors and 
economists feel proud that at last their status has been reestablished in 
the country. 

Senator Douetas. Do not be too sure of that. 

Mr. Harris. I think perhaps Senator Douglas corrects a deficiency 
which has been developing. A great many economists have tended 
to throw monetary noliey out of the window, saying it is an old, 
hackneyed tool. There is nothing to it; the only way to deal with 
the problem is to depend on fiscal policy that is more taxes and less 
public spending. That is the correct policy at the present time. 
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Senator Dovatas. I said before you came in that one of the difficul- 
ties with monetary policy is my great fear that the Federal Reserve 
people are really talking a good game now because they are being 
estopped by the Treasury to some extent, but actually, when they had 
freedom to act, they did not act. 

Senator Doveuas. They did not act because they allowed themselves 
to be coerced by the Treasury. 

Mr. Harris. That is perfectly true, Senator, but you know I once 
wrote a two-volume book on the Federal Reserve System and went 
through this experience step by step, and the thing that impressed me 
was that whenever the Federal Reserve got to a crisis they vacillated 
and did little. 

Senator Doveuas. I think the Federal Reserve people have lacked 
courage and have lacked backbone and have lacked clearness of purpose. 

Senator Benton. Even without coercion ? 

Senator Dove.as. That is right. 

Senator Bricker. Oh, they succumb to political pressure. 

Senator Doueuas. If you are willing to be seduced, you generally 
are seduced, I am told. 

Mr. Harris. That is right, Senator. 

Senator Bricker. They just became subject to political pressure 
because they thought the inflation was a good thing. They liked it; 
they thought the people liked it, and it meant votes; it meant public 
support because the inflation is constantly going up and people were 
pleased with it. 

Mr. Harris. You mean after the war, Senator ? 

Senator Bricker. Yes; after the war up until the last 3 months. 

Mr. Harrts. I agree with Senator Douglas they were under consid- 
erable pressure from the Treasury. The thing that worries me is I 
am not sure if they were not subject to this pressure they would behave 
as we want them to behave. Nobody seems to want to take the neces- 
sary action, so why should we assume the monetary authority? I 
think part of the problem is the general attitude toward inflation 
which permeates the country. 

Senator Doveras. Nobody wants to take action in the way that you 
want them to, or very few people want to take action the way you 
want them to in the matter of taxation ? 

Mr. Harris. That is right. 

Senator Doveias. Why should you say, however, that you cannot 
use monetary policy because there are people who object to that, but 
you can use tax policy? Why not use both ? 

Mr. Harris. Well, Senator, I agree with you. We ought to use 
both, and use every possible weapon, but let me point out to you 
that in the first 6 months of the Korean War $18 billion were made 
available to the public, and $3 billion were taken in increased taxes. 
That was a substantial contribution in view of the early period of 
the emergency, but what happened to money and banking you know 
as well as I do. 

Senator Dovetas. We had to fight like the dickens to get the $3 
billion in taxes, and in the second place, the increase in bank deposits 
was due to Federal Reserve policy in buying unlimited quantities 
of Government bonds, amounting to about $4 billions, swelling bank 
reserves, enabling banks to lend, which created deposits, so that the 





1552 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


increase in bank reserves, bank loans, and bank deposits is directly 
due to the weakness of the Federal Feserve Board and the coercion 
by the Treasury. If the Federal Reserve Board had been willing 
to put its foot down last summer, I do not think the bond market would 
have suffered, and certainly I think a large part of the inflation would 
not have occurred, and all that some of us are trying to do is to give 
to the Federal Reserve people more intestinal fortitude. 

Mr. Harris. I think that is a very good idea, Senator Douglas, and 
I hope you succeed, but I still have my doubts. 

Senator Bricker. You were talking about education a moment ago. 
Is it not a fact there has been propaganda constantly going out from 
Washington, political propaganda to the effect that we are controlling 
inflation, we have got to have power and rouse Congress to contro! 
inflation while at the same time, because they knew the public rather 
enjoyed inflation, they were pumping credit into the stream of infla- 
tion and monetizing the debt to force more money into the stream / 

Mr. Harris. You mean during the possible war period ? 

Senator Bricker. Yes, up to this time when most of this inflation 
took place. There has been a lot since Korea, but we had it for 5 
years before. 

Mr. Harris. As you know, Senator, in the postwar period the 
national debt has declined. That is clear. What has happened 

Senator Bricker. Well, there was manipulation, there was some 
decline, but not as big as—— 

Mr. Harris. That is true, they used up some of the cash balance 
to pay off the debt, that is true, but there was some decline, and the 
reason the Federal Reserve had to take the action under Treasury 
pressure is largely the life-insurance companies and the commercial 
banks deserted the Government bond market when they discovered 
it was more profitable to use their money in other ways. 

Senator Bricker. That could have been easily stopped. 

Mr. Harris. Well, you would have to use persuasion or coercion. 

Senator Benton. | think it is a fair question to ask if taxes had been 
reduced perhaps debt could have been still further reduced ? 

Senator Dirksen. Will you pardon one observation. 

While it is popular to castigate banks, we cannot lose sight of the 
uct that a bank has to live, too, as a matter of fact, and there is a point 
beyond which you cannot go. In other words, they cannot be simply 
money warehouses. They have got to serve the community, and at 
the same time there has to be enough revenue to keep the bank in 
operating condition. 

Mr. Harrts. Well, Senator, I was not only in any sense implying 
criticism of banks. After all, you are living in a private property 
capitalistic society. Everybody operates to maximize their Pi 
If I were a banker, I would have done exactly what the banks did. 
The fact is they did this, and unless there was some control of their 
activity—and there is some greater case for control of banks than 
there is for control of most business organizations because they touch 
the economy at so many points, and you may recall that the Constitu- 
tion itself says that Congress has the right to determine the amount 
of money and the value thereof, and that is the job that banks are 
doing, and I think it is correct that the banks should be subjected 
to some influence by the Congress as regards their investment policy, 
and how much money they create and so forth, and so on, and if you 
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do not do that, of course you do not have any control of inflation, 
as Senator Douglas suggested. 

Senator Dirxsen. I have no quarrel with that, except to say that 
you insure these deposits, and obviously you want to insure a going 
institution, you want to keep them alive, certainly. While there may 
be excesses, and I do not comment on that for a moment, I do say 
they have got to be kept in operation to serve the community. ; 

Mr. Harris. Oh, I agree with that, Senator, and I would simply add 
the banks are no worse than anybody else in this situation. ‘Their 
operations are no more to be criticized. 

Senator Scuorrret. Dr. Harris, if I read the signs correctly, there 
has been a general tightening up of credit all over the country at the 
present time. Would it be your judgment that that situation should 
be encouraged to prevail further than the trend now indicates that it 
is developing all over the country ? 

Mr. Harris. Well, I would say, Senator, that that is partly a ques- 
tion of what else we do. That is one of the problems. All these things 
are interrelated. Obviously, if you have a strong fiscal policy, that in 
turn will affect the total supply of money. If you do not have a 
strong tax policy, you do not have any control at all, you may have 
to operate largely through your monetary machine. If you have 
a strong income policy, a strong tax policy, and a strong control 
policy, I am not too much worried about what will happen to the 
monetary machine. 

Senator Benton. Dr. Harris, I have been whispering with Senator 
Capehart here, and we have another witness waiting. Why do you not 
go ahead and summarize your recommendations under these various 
headings for us, and go through the rest of your statement, if the other 
members of the committee agree, and then we will ask any final 
questions. 

We have a call asking us to come to the floor. We will temporarily 
suspend or recess, and will be back as soon as we are through. It will 
give you a chance to summarize your recommendations for the com- 
mittee. 

(Short recess.) 

Senator Benton. Dr. Harris, the committee seems to find your 
statement so interesting that we do not seem to be able to get through it. 

Mr. Harris. That is probably my fault. Like all college professors, 
I talk too much. 

Senator Benton. No, it is wholly because the committee has desired 
to ask you questions. I suggest that you summarize your suggestions. 

Mr. Harris. I will refuse any Senator who wishes to interrupt. 

Senator Benton. No; I will admonish him. I hope I have powers 
of persuasion because it is getting late in the afternoon, and we have 
one witness who has waited all day here, Mr. William Schmidt, presi- 
dent of the Property Owners Association of America who has been 
waiting all day to testify. 

Mr. Harris. I will wager before I get through Senators Bricker 
and Capehart are going to stop me on one or two issues. 

Senator Benton. Senator Capehart and I are going to try to control 
ourselves while you finish your recommendations. 

Mr. Harris. I should say a word about controls. Fiscal policy 
must play a large part in the anti-inflationary campaign. That the 
public, aware of inflationary dangers and fearful of future unavail- 
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ability of goods, is not disposed to save, means that fiscal policy has 
an even greater task to perform than in the last emergency. 

I mention the need of increased savings, and I mentioned how you 
might increase savings and cut out investment. 

On taxation, I suggest that the tax program is too weak. The $6 
billion to $7 billion program now being considered is inadequate to 
stop inflation once spending on Government contracts begins to be felt. 

We ought to have higher income taxes, a taxes, and selective 
excess. It is significant that we have had a large inflation despite the 
fact that the Government is actually running a surplus. 

Now, on public spending, I agree absolutely with what Senator 
Bricker and Senator Douglas have said about the problem, the need 
of cutting down Government spending. This is no time to waste 
money, but I also want to point out that it is a very difficult thing to 
cut public spending. This is no news to any Senator. The point I 
want to make is that if you can cut public spending, it would have to 
be done largely in roughly 75 or 85 percent of the budget, which is 
relatively fixed, and the difficulty is the great increase in cost of all 
sorts of items. 

Let me point out that an infantry division’s initial equipment cost 
$19,000,000 in World War II, and costs $80,000,000 today. These all 
suggest another point, namely that if you reduce Federal outlays, for 
example, through reduction of CCC outlays and mortgage invest- 
ments, that you do contribute to the fight against inflation, but you do 
not improve the budgetary situation, because these are simply a reduc- 
tion of investment on the part of the Government, and did not really 
represent a reduction of spending, or reduction of the deficit. 

I also would like to urge this committee to make clear in their report, 
if I may, the great importance of making clear to State and local 
governments the large part that they can play in bringing down total 
spending. 

During the postwar years they increased their spending from $8 
billion to $16 billion a year, in a period when the Federal tax burden 
only fell by $4 billion a year. In other words, the Federal Government 
reduces the burden on the taxpayer and State and local governments 
increase the burden. 

I happen sometimes to be an unofficial adviser of Governor Dever, 
and I can tell you by experience in general State officials do not under- 
stand these problems and their function in the whole program of 
fighting inflation. 

Now, as regards income policy, I have said a good deal about that. 
Let me summarize one paragraph here on page 7. Not only should all 
increases be limited at the very most to the rise in prices, but I would 
say in exchange for concessions by labor, businessmen should cooper- 
ate in any price control program and submit to higher profits taxation. 
The farmers should concede a price based on parity at the end of the 
marketing year. The use of the incentive system of pricing as a 
means of obtaining additional output. 

Now, about improving controls. The price freeze is not functioning 
too well partly because there is too much money around, and partly 
because there is an inadequate saving and tax policy, and partly be- 
cause an experienced staff is not available. 

As regards the meat regulation, there is a lot to be said for the meat 
regulation, but in my humble opinion I believe that the meat regula- 
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tion is not going to work unless two things are done. The first thing 
that has to be wi is to increase taxes, and increase savings. The 
second thing that has to be done, if the meat regulation is to operate 
effectively, you have to implement it by rationing. 

Now, 1 am not recommending rationing. I am simply pointing out 
that with this large amount of purchasing power, with an impending 
shortage of consumer durable goods, that the result is almost certain 
to be large black markets in the meat market unless meat price control 
is implemented by rationing. 

I think the OPA in the old days did as much as could possibly be 
done to control the price of meat. One must not forget that one of 
the first sources of additional expenditure when you have excess pur- 
chasing “eb is the meat market, and therefore it is very difficult to 
prevent black markets, especially when you do not have the price of 
the live animal fixed. 

Rent control: I listened to the debate this morning and was very 
much interested and I want to comment on it, but let me simply say 
this: Rents are now roughly 25 per cent above prewar, the landlord 
has other compensations in reduced service, and so forth. His posi- 
tion is not nearly so bad as he sometimes makes it out to be. The rent 
control measures have not had the effect, as far as we can see, of cutting 
down the total number of units. As a matter of fact, considering all 
units, we had close to 1,500,000 units new in 1950. 

I would say this, however, that I would not make rent control as 
rigid as it was in the last war, and I would give the administration 
the discretion as to where rent controls should be imposed. In other 


words, only impose it where there is a danger of large rises of prices. 
I think on the whole the program was a little rigid in the last war. 
There ought to be more possibility of adjustment in relation to cost, 


and as I read your bill, I think you made such provision so it will not 
be as rigid as we had in the last war. 

Now let me summarize the changes that should be made in the 
monetization. Dollars and cents ceilings are desirable and they 
should be introduced because they are the most effective ceilings, but 
anybody who has had experience with price control knows that a 
large part of the price picture cannot be controlled, in that way, 
because of the great differences in types of commodities. 

T also say that we ought not to embrace the cost-plus principle which 
on the whole seems to be embraced in Washington today. In World 
War II there was a good deal done in interpreting the general, fair 
and equitable provision, which simply said that if your costs rose, 
and your ani were higher than the 1936-39 level, you have to 
absorb out of higher profits. The OPS has issued a provision which 
held that profit above 85 percent of 1946-49—when profits are above 
85 percent of 1946-49, then additional costs would be absorbed, but 
it is my understanding that very much has not been done to implement 
this. 

The musts of price control include effective price control requiring 
adequate production of low-cost items, because as soon as you have 
inflation and price control, the businessman tends to move into the 
high-cost area. Careful definition of commodities and services, and 
rigorous control all along the line are necessary. 
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I advised a number of Latin-American countries on price control 
during the last war, and one of the things we discovered, when they 
introduced price control all the way from the producer to ‘the retailer 
they thought they had the problem licked, and then they found 
consumers began buying cars and selling them way above the ceiling 
level. It is a very difficult thing to do, but if you want effective price 
control, you cannot leave an opening in any stage anywhere along the 
line. 

Now, incentive payments and marginal. pricing I have discussed 
already. All I want to say is we should not allow marginal cost to 
determine prices in the areas where there are large scarcities. 

You need an integration of price and supply and demand control. 
That simply means one way of controlling prices is to keep down the 
demand for searce items. That is largely the job of the NPA. I judge 
from what I know about the present situation, and what T knew about 
World War II, having worked in both of these organizations, I would 

say that the cooper ation was not as good as it might have been, and I 
do not believe it is still, but you will not have effective price control 
unless you have cooperation between these two agencies. 

I have said a word about rent control, I will not repeat it here. 

One way of increasing the amount of goods available is to import 
as much as possible, and that means reduced tariffs and increased 
exports as much as possible. 

I have said a word about subsidies on food. I am not sure we are 
quite ready for it, but it would be wise to have provision in the bill if 
this is required. 

Senator Moody raised the point about exemption of all kinds of 
materials, and so forth. I think there is a danger of exempting too 
many materials on the ground that they are necessary for the Procure- 
ment Agency, and giving the Procurement Agency the right to buy 
goods irrespective of prices paid so far as the price ceiling goes. | 
think in the last war there was—this was worked out rather carefully, 
but I still had an impression that the net result was too many exemp- 
tions, and when you have a young lieutenant dealing with a first-rate 
businessman, you can be pretty sure in buying goods ‘that the business- 
man will do a pretty good job on the young lieutenant. 

I am also in favor of the control of ‘public utility prices. I notice 
the provision in your bill is rather vague and not awfully strong. I 
am very much impressed by the fact that when you look through the 

various public utility returns on capital, you find that almost invariably 
their return in State after State averages 7 persons or more, and 
has averaged that for a long period of time. These public utilities will 
pay 3 percent on their bonds, which means very large profits. There 
is almost no incentive to reduce costs, and I think that there ought 
to be control of public utilities prices, an important factor in the cost 
of living, as there is in other items. 

Senator Bricker. The fact is—and I will break in—public utilities 
are not guaranteed anything, they are limited to a ceiling, and it is not 

7 percent in my section of the country. I do not know whether it is 
over the Nation as a whole, but it is certainly not in my State. 

Mr. Harris. Senator Bricker, I did not mean to imply a guarantee. 
I said in practice that is what really happens. If you look at the 
returns of public utilities year after year, State after State, it is 
amazing how few of them get below 7 percent. 
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Now, the answer is of course that the regulatory commissions in the 
States are not equal to the job of contending with the public utilities. 

Senator Bricker. Of course that I deny categorically. _ 

Mr. Harris. Here is the point I am sure where I am going to be 
bombarded, but I want to make it anyway, and it is a very important 
point. oa! 

I think one of the criticisms I would like to make of the present 
mobilization program is that there is too much control by business- 
men. I do not think the businessman ought to be base-runner and 
umpire at the same time. What has happened in our present mobili- 
zation program, as far as I can discover, is that an awful lot of busi- 
nessmen have been pulled in to set prices in their own industries, also 
to allocate rbesvihin in their own industries, and these businessmerr, 
no matter how patriotic, honest and well-intentioned, cannot view the 
public interest objectively against those of their industries 

Senator Carenart. Where would you suggest we get them / 

Mr. Harris. I will tell you in a minute, Senator. 

It is too much of a burden to put on these men. In setting prices, 
they are likely to be geared more toward the cost-plus principle than 
to the stabilization objective. There have been altogether too few 
squawks from businessmen about price control. Price control without 
tears is price inflation. 

Now, when you look at the distribution of supplies by businessmen, 
and consider the kind of businessman control you have in the NPA, 
there is a great danger that the large businessman will get a dispro- 
portionate proportion of the contracts, as well as of the raw materials. 

Now, Senator I would not say the college professors ought to do 
it, although I think in many ways the college professor did a pretty 
good job in the last war. 

Senator Carenart. But we do not have enough of them, do we? 

Mr. Harris. I think the professor should be used as the technician, 
but I think what is important is you have to have somebody in there 
who does not represent the industry and does not regulate the in- 
dustry. I think it is a dangerous thing from the viewpoint of the pub- 
lic and from the viewpoint of the businessmen. I am not in any sense 
impunging the motives or character of these men. I do not take the 
position that the businessman, because he has been a successful banker, 
is going to follow the interests of his firm or be unfair to the public, 
but it is awfully difficult for a businessman in this kind of position to 
be completely objective. 

I would say this, there are an awful lot of able businessmen who 
come to Washington, and it is also true that corporations get rid of 
their third vice presidents, they are awfully glad to get rid of by 
dumping him on the Government when he is about ready to retire, 
but I think there are a lot of able businessmen, too, and honest busi 
nessmen, but I simply say that what you have to do in this situation. 
if a textile-business man is to serve his country, he should not serve 
in the textile field. I think there are still a number of good public 
servants. You may even be able to get an occasional college professor, 
though most of the professors I know associated with me in World 
War II on the whole are much happier in Cambridge, New Haven, 
Chicago, and so forth, and of course in a great crisis they would 
probably come down. But I assure you none of them are looking for 
these jobs. I do think the college professor, however naive he was 
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in World War II, and however ridiculous along with the young law- 
yers who helped him during this episode, they did a tremendous job 
in controlling prices. It was a new experience, a new technique, and 
I do not think the businessmen who are doing price control today are 
doing as well. 

I am not saying anything against the Price Administrator, who I 
think is trying to do a good and honest job, but I think there is in the 
economic world an organization of businessmen who are very anxious 
to get their key men into Government. Ihave seen it operate, and I 
think these key men are getting in, did to some extent there is not a 
complete unity of interest between the businessman and society and, 
so far as that is true, the interest of the businessman, or the interest of 
the particular business firm or industry is furthered against the 
interest of society. 

Senator CareHart. On the RFC committee of which I was a mem- 
ber, we called it favoritism and influence. 

Senator Dirksen. In the utmost of good feeling, Dr. Harris, do 
you believe if Alan Valentine had been from Harvard instead of 
another institution he would have been around today ? 

Mr. Harris. I happen to know Alan Valentine. I think Alan Val- 
entine had some good ideas, but let me tell you this, Senator: All I 
know about Alan Valentine now is what I have been told, and I may 
be entirely wrong. What I heard was that he had some good ideas, 
but he didn’t know how Government operates. 

You know there is a technique in Government operation, you have 
to know how to handle people, how one agency operates in relation to 
another, with Congress, and so forth, and Alan Valentine was not 
that kind of person, though he is a man of character and ability, but 
not for that particular job. 

After all, Nelson was a businessman in World War II, and I think 
he did a pretty good job on the whole. 

Senator Capeuart. I have to be careful what I say about Harvard, 
because my son graduated from the law school. 

Mr. Harris. He will probably be down here one of these days. 

Senator Benton. That is just the vocational end of Harvard. 

Mr. Harris. Now, if I may take a couple of minutes, I want to get 
this major message across. This summarizes everything: 

We need greater restraints on the rise of incomes of workers, farmers, 
and businessmen. The ideal system might be a freeze on all incomes, 
but this would interfere with incentives and reduce output. The com- 
promise should give as a minmum inflation for a given rise of output. 
Certainly wage rates should not rise above the cost of living; and 
profits should be stabilized at below the high prewar levels. Farmers 
should also make some sacrifices. But insofar as practical, we prefer 
the larger sacrifices for the high-income groups. Heavier income and 
profits taxation is required. 

(2) We need controls in order to get the best distribution of scarce 
items and income. Because our credit, fiscal, savings, and fiscal policies 
are inadequate, we need to depend more on direct controls than we 
otherwise would; and the chances of success are less than they other- 

wise would be. So far with war outlays averaging about one-quarter 
cf World War II, the price has been 2.5 times as much at an annual 
rate. Our record in a period of budgetary surpluses is one-tenth as 
good as in World War II with large deficits. 
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(3) Effective price control and fair distribution of war contracts 
and scarce materials are not likely to be achieved so long as the 
mobilization effort is controlled by businessmen who determine the fate 
of their industries and their firms. Businessmen have an important 
place in the effort, but they should not be both umpire and base runner. 
The survival of many small businesses is at stake. 

(4) We need dollars-and-cents ceilings, incentive payments to high- 
cost producers to keep prices down, rent control less rigid than in 
World War II, increased imports, absorption of higher costs out of 
srofits to a substantial degree, the repudiation of cost-plus price fix- 
ing, integration of price and supply controls, more control over non- 
essential investments, a $16 billion tax bill now, increased savings with 
assurance of price stability. We may also have to have compulsory 
savings. 

(5) Had adequate steps been taken early in the areas of income, 
fiscal, and monetary policy, then in this half-war half-peace economy 
we might have reserved price and supply controls only for markets 
in short supply. Unfortunately, delays and inadequacies in indirect 
controls increase the need of more extensive direct controls. 

Senator Brenton. I congratulate you on this statement as a thor- 
ough, scholarly statement, the finest I have seen presented to the Senate 
since I have been a Member of the Senate. 

Senator Carenart. I don’t think I have any questions. 

I agree with part of it, and part of it I do not. I think it is very 
scholarly, and I think you have given a lot of thought to it, but I 
can’t agree with all of it. 

Senator Benron. I think Dr. Harris, out of his six jobs in Wash- 
ington, would have had a new experience that he has never had before. 

Senator Carenarr. There is nothing unusual about that, because he 
and the Senator agree, and they are both—— 

Senator Bricker. Just a word of thanks for your presentation. 
I agree largely with your monetary and fiscal policies. I don’t agree 
entirely with your controls, and I certainly don’t agree with your 
emphasis that local government can’t do the job within their sphere. 
I think they have already proved that they can. 

Mr. Harris. You mean on public utilities; yes. 

Senator ScnorrreL. Dr. Harris, I can’t help but be reminded that 
if we put into effect all the things that you have given us, and talk 
about a controlled economy in this country, brother, we would have it. 

There are two or three things I can go along with, but I am going 
to stop, look, and listen on a lot of the rest, because we are not ready 
for it, and I do not think seriously that we are in a bad enough situa- 
tion for us to warrant—— 

Mr. Harris. Senator, I think you missed one point that I made. 

Senator ScHorrrer. More than one. 

Mr. Harris. As a matter of fact, I have gone on record in print, 
both in August in a letter to the New York Times, and in an article 
that I wrote for the Harvard Business Review in December, suggest- 
ing that we only needed controls in the limited fields where there were 
certain serious shortages, like aluminum, for example, if we could 
really have a good saving and fiscal policy program. 

If you want to avoid these controls, you have to do a much better 
job, the Congress must, of voting taxes and also getting some reduc- 
tion in public spending, and also increasing the total amount of savings. 
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Senator Scuorpret. Doctor, I can’t agree with you, and I mean it 
in the utmost kindness. We have a lot of misfits in government and 
business and everywhere else, and I can’t subscribe to your theory 
that because a man is a good businessman he cannot serve the Govern- 
ment in a business position on a high, patriotic plane, and I believe 
also we want to keep alive in this country the greatest incentive pos- 
sible to control ourselves and administer the laws that we are gov- 
erned by on the highest possible level, aiid the local level. We can’t 
depart from that. a 

Mr. Harris. Senator, I don’t know that I disagree with you too 
much. My point is not that there should not be a large number of 
able businessmen in Government. I wish we had more able business- 
men in Government, but I make two points: one is that businessmen 
should not monopolize this, and secondly, they should not regulate the 
industry in which they have an interest. 

Do you agree with that? 

Senator Scuorrre.. Well, I know we have the human frailties that 
always exist. Generally I couldn’t quarrel with you too much, but I 
am saying that even in an emergency such as this we do still have the 
character yet in individuals who have business experience, yet have 
enough character to overcome that competitive urge, an urge which 
I think you have probably overstressed. 

Senator Benton. Senator Dirksen ¢ 

Senator Dirksen. Dr. Harris, I have three questions. The first 
one is this: 

This program that you submit can be considered as just about total 
control of the American economy; would you agree? 

Mr. Harris. Well—— 

Senator Dirksen. With some modification, perhaps, but in the 
main. 

Mr. Harris. Not wholly, Senator. Of course, you do have controls 
of scarce commodities. After all, you compare what I recommend— 
and I recommend this by default, because we haven’t had adequate 
indirect controls—if you compare that, for example, with the Russian 
system, there is a tremendous difference. For example, we can vir- 
tually still buy everything we want. The businessman still has con- 
siderable freedom in what he receives. He can still make the largest 
profits in the Nation’s history, and it seems to me that most of these 
resources are owned by private individuals and there is a tremendous 
difference between this comprehensive program and what you have in 
a real socialist state. 

Senator Dirksen. I won’t presume to compare it with what they 
may have in the Soviet Union, but as we think of our own economy 
in the past, it comes pretty close to touching almost every activity 
in the American life. 

Mr. Harris. It touches a great many activities; there is no doubt 
about that, and all I can say, Senator, is that you have a choice of 
either having malallocation of resources in an economy of scarcity 
given all our needs, and you have the choice of having inflation with 
all its political, sociological effects or not having inflation. You 
have to pay the price of inflation and malallocation of resources, or 
you have to place some limitations on our freedom as to what is pro- 
duced, and what is purchased, and at what price. 

That is the issue. 
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Senator Dirksen. The second issue is this: 

You do not quite share the enthusiasm of Mr. Wilson that this pro- 
gram can be an accomplished fact by June 30, 1953. 

Mr. Harris. I would say this: I hope that Mr. Wilson is right. 
None of us can really be sure about this because we don’t know what 
the future holds. We might possibly have a war, in which case I am 
sure, as somebody suggested, all bets are off. 

We might have a larger mobilization, and if we do, then my argu- 
ment is that there won’t be more goods available for consumers, there 
will be less, and I would support that argument by saying that a great 
deal of the statistical material you see about the tremendous rise in 
output are really not so, and I can prove that if you want me to go into 
the technical problems involved. 

Senator Dirksen. Now, if Mr. Wilson’s optimism doesn’t eventuate, 
it means that this impact upon the free market of America would 
have to continue beyond June 30, 1953. 

Mr. Harris. If Mr. Wilson is not correct, I think that is quite 
correct, and I think that is the price we pay for mobilization. The 
great enemy of the capitalistic system is not the Washington bureau- 
crats, but war and its dangers; that would be my answer. 

Senator Dirksen. Now, a fourth question is this: 

Do you apprehend that this thing might go on to the point where 
the control program, one kind or another, with greater or lesser 
severity, can become a rigid pattern and finally despoil this country of 
some of its economic freedom / 

Mr. Harris. I hope not, Senator, because I don’t like these controls 
and, as a matter of fact, having been a controller myself in the last 
war, I really dislike them more than the people who were controlled. 

Senator Dirxsen. In France they put the first rent statute on the 
book in 1914, and it was there until 1949 before it was modified, and 
when it was modified in 1949, they provided six increases of 20 percent 
each for each of the 6-month periods until there was an aggregate of 
120 percent in increased rentals, because they realized that it had so 
severely retarded the development of the country. 

Now, the interesting thing is that the ECA has also indicated 
that is wrong with Austria today. Now, in our own case, we put 
this on the books in 1942; this is 1951. In one form or another we 
have had rent control, with the modification of decontrol, partial de- 
control, for 9 years, you add 2 years, that will be 11 years. 

If Mr. Wilson’s optimism is not correct, it will be 12, 13, or 14 years, 

Isn’t there a real danger that finally the control pattern becomes 
rigid, and from then on we must live with it in this country if we 
don’t take precious care? 

Mr. Harris. Senator, I hope that won’t be true. The whole housing 
and rent situation is rather peculiar. It is a special kind of a market. 
1 really believe if we didn’t have this Korean crisis rent control might 
well have disappeared. I certainly would have been for that, and I 
certainly would not have been for controls up until 1950, though my 
own feeling in 1945 was that we ought to continue for another year or 
two until we really got going. 

If you we this crisis, if we are in a half-war half-peace world, 
where we have to make the best use of our resources, then I see no 
alternative but some kind of controls. 
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The point is not that you want the controls, but it is the only way 
of contending with this kind of world. 

Senator Dirxsen. Finally, this one thing: 

In the event the situation in Korea were liquidated, do you believe 
that you can keep this armament stimulus in this country without the 
emotional wave of either a police action or a war to the point where 
you can head off the deflationary as distinguished from the infla- 
tionary spiral ¢ a 

Mr. Harris. That is a very important point, Senator Dirksen. I 
myself have argued many, many times, it is unfortunate, I think the 
capitalistic system is on trial, they had a serious break in the thirties, 
certainly, and it has been our $300 billion or $350 billion war that has 
kept us at this high level of employment, and if you suddenly remove 
the incentive of spending $50 billion a year for war, or something of 
that sort, and this all disappears, and our whole economy has been 
attuned to it, I think there is a real danger we would have a serious 
depression. I certainly admit that, and it is one of the problems the 
-apitalistic system has tosolve. It has not been proved—I don’t think 
it has been disproved, either—that we can maintain a high level of 
employment without some help from the Government. 

Now, I am not too much worried about the general trends, Senator ; 
for example, if you go back to the early 1930's, the governments of 
this country were taking roughly one-sixth of all the goods that were 
being produced, and we were producing only $40 billion worth of 
goods. 

Just before Korea, the governments of this country were only tak- 
ing one-sixth of all the goods being produced, and we were produc- 
ing much beyond $200 billion, so the amount of progress that gov- 
ernmental intervention has made, so far, over this period of 15 or 
16 years, has not been serious, and I think, on that basis, we are safe 
for seven o reight generations, at least. If you have a military crisis 
that is a different matter. If we don’t have the military crisis, then 
we are up against the problem of finding ways by which we can get the 
public to buy up all the goods being produced by your efficient and 
productive economic society. 

Senator Benton. I think that is the gravest question, the question as 
to the future just posed by Senator Dirksen, apart from international 
military and political problems. 

Senator Capenart. I think it is partially psychological. I think 
if we get thinking the capitalistic system will fail, it will, but if we 
have a stern desire to make it work, and believe that it will, I think 
it is more likely to do so. 

Senator Bricker. You mentioned business profits—and they have 
been very great during the past year, I think the highest of all time, 
possibly, after taxes. 

That money, after taxes, represents the earnings of the corporations 
of the country. It is available either for expanded productive facil- 
ities or for dividends. Have you any estimate of the amount of money 
that comes back to the Government in dividends paid out of those 
profits ? 

Mr. Harris. Well, of course, the Government gets half of the orig- 
inal billion dollars in corporate taxes roughly, and how much of the 
additional $25 billion goes to the public, I couldn’t tell you offhand, 
but we don’t really know because it goes to people of varying incomes, 
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and it is a difficult thing to estimate. It might well be one-third, or 
anywhere between one-third and a half, I would think. A large part 
does go back to the Government. 

Senator Benton. I have heard it estimated at a third. 

Senator Carenart. I think a third would be the minimum. 


Senator Bricker. So the Government does recapture a great deal 
of that dividend profit? 


Mr. Harris. Absolultely. 

Senator Bricker. What do you think of the idea of doing away 
with corporate taxes entirely, and placing it entirely upon individual 
income ? 

Mr. Harris. There is something to be said for it. There is an ele- 
ment of double taxation there, but I am not convinced it is the correct 
position for this reason: namely, it is perfectly true that if you look 
over our recent economic history, say, in the last 25 or 50 years, at 
least, this is true; that corporations have not lost, relatively speaking, 
They have maintained their position. 

Senator Bricker. That is true, but don’t you think the Govern- 
ment would get more money ? 

Mr. Harris. Why ? 

Senator Bricker. Well, I asked the question. 

Mr. Harris. Well, I don’t know. I think there is a lot in the theory 
of taxation that if you can hit two different kinds of income you can 
get more than concentrating on one kind of income. There is a psy- 
chological barrier there. 

Senator Bricker. That is an easy way to collect. 

Mr. Harris. It is also true that the corporate form of business en- 
terprise is a privilege conferred by Government, there are a lot of 
privileges that go with it, which privileges ought to be paid for. 

Senator Bricker. I was just thinking of the amount of Government 
income. 

Senator Benton. Senator Bricker is linking himself up on the 
side of justice, and you are linking yourself on the side of Treasury 
receipts. 

Mr. Harris. There are arguments to be used against this double 
kind of taxation. 

Senator Bricker. You get away from the co-op question, then. 

Senator Benton. We are very grateful to you for your testimony. 

May I sugegst before you leave that I did ask Mr. Charles Wilson, 
when he testified, whether a terminal date at the end of 1953 wouldn’t 
be a better date for this act, which is one of the points I intended to 
bring up later on the act, because it seems to me that a new Congress 
coming in early in 1953 with a June deadline has a pretty tough gun 
at its head, and I thought the deadline ought to be at the end of the 


year, and I would gather Dr. Harris would be welcome that extra 6 
months. 


Mr. Harris. Yes; I would. 

Senator Capenart. I don’t think we should extend this act beyond 
1 year. 

‘Senator Benton. Would you favor taking this regulation and 
applying it to all housing? 

Mr. Harris. You mean relating it to old houses; you couldn’t 
borrow on old houses, and so forth. 
Senator Benton. Yes; any houses. 
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Mr. Harris. I was speaking with Mr. McMurray about this in the 
interim, and my own feeling about all these credit controls of this 
type is, of course, they are very simple, and therefore the Govern- 
ment uses them, and they certainly do have some effect in reducing 
pressure for scarce resources, and they do tend to cut down the total 
amount of credit, but in a sense they are unfair, they discriminate 
against certain kinds of buyers, certain income classes, and so forth. 
I am not arguing they ought to be eliminated. I think probably if 
you do have this kind of a system, if this is what you want, there 
is a lot to be said for applying it all aeross the board. 

If you have the kind of credit control Senator Douglas was talking 
about, you probably wouldn’t need this kind of control, and dis- 
criminate against the particular people buying these particular things. 

Senator Benton. You mentioned rationing meat. Do you think 
that from your OPA experience it would be easier, if we are going 
to look forward to rationing, as you imply you think we may be look- 
ing toward it, to put rationing in while meat is still relatively plentiful 
in supply? 

Mr. Harris. Well, of course, meat isn’t in plentiful supply. I read 
a statement Secretary Brannan made some time ago, and we discussed 
it in our mobilization committee. It isn’t so clear this will continue, 
because the roll-back itself tends to increase the supply, you will have 
more income, less consumer durables 

Senator Benton. More people want meat. 

Mr. Harris. And it may well be you ought to get ready for a 
rationing program. I was careful not to recommend rationing. 

Senator, as a political person, I want to say this: 

Can the Democrats, having alienated so many women as a result 
of the MacArthur affair—because obviously the women are the ones 
that have been terribly impressed by General MacArthur—can they 
afford to alienate the women once more by rationing? 

Senator Benton. I think that is a good enigma with which to end 
vour statement. 

We are grateful to you, Dr. Harris, for an able presentation, a most 
important paper. 

(Dr. Harris’ prepared statement follows :) 

* 


STATEMENT OF SEYMOUR BE. Harris, Proressor or Economics, HARVARD UNIVERSITY 
ON BEHALF OF THE AMERICANS FOR DEMOCRATIC ACTION 


WHAT'S WRONG WITH OUR MOBILIZATION PROGRAM 


Credentials 
I am a professor of economics at Harvard University and have been a member 


of the faculty there since 1922. Among my 25 volumes are 10 that deal with 
various aspects of war, mobilization, and inflation—the latest, Economics of 
Mobilization and Inflation in press and to be published in August. In the last 


10 years I have been an adviser to six Government agencies or departments. 
1. The Threat of inflation 

Every powerful group seems hell-bent on inflation. Some labor groups demand 
rises in wages in excess of that in the cost of living, even though with stability 
of rates the total wage bills would rise sufficiently to jeopardize our price system. 
Some labor groups flout the Wage Stabilization Board and demand and receive 
increases of wages in excess of the generous formula set up by the Government. 
The farmers insist upon and get a parity formula which automatically brings 
higher prices. Business sends its representatives on a crusade to Washington 
to take over price control; and despite the $50 billion of corporate profits, the 
general principle of price control today seems to be that every rise of cost is 
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to be translated into an increase of prices. The cost-plus principle is in the 
saddle. No wonder that trade associations announce, even before Washington, 
who is to fix the prices of what and report back to their members that they 
are receiving fair treatment. Even principles abandoned in World War I seem 
to be thriving today, e. g., the demand that prices be determined by the highest, 
that is, the marginal costs, thus leaving most sellers with excessive profit. Price 
control that «<loes not evoke protests by the seller is price inflation, not price 
control. The blame does not lie merely with the OPS. The difficulty is in part 
the Defense Production Act which, for example, requires that if the price 
of iron and steel is fixed, the wages in that industry must be controlled. Yet 
the workers rightly insist they do not eat nails, and, therefore, the OPS, facing 
the alternative of no price control or all price control, chooses the latter, a diffi- 
cult to enforce and administer freeze. 

Allow me to give one concrete effect of inflation. Institutions of higher learn- 
ing have not recovered from the 70 percent inflation of the forties. Their tuition 
has risen only about two-thirds as much. Their faculty real income is down by 
25 percent. It is clear what this large absolute and very large relative decline 
in the economic status of the profession means in quality of new recruits, in 
demoralization of faculty members too old to move, in increased teaching burdens, 
and the like. Faculty members even at Harvard, where salaries are still at the 
Nation’s peak, are in the rooming business, in the popular lecturing business, 
in the plumbing and carpentering business. (How many can afford to have a 
plumber at $2.50 per hour’) Average faculty pay in the country is about $4,000, 
or about one-third that of the physician, one-twelfth of that of the automobile 
dealer, and equal, after taxes and allowances for price rise, to a little more than 
$2,000 in 1939. The students pay also—in more crowded classes and laboratories, 
in unavailability of their teachers, in lectures not freshened up as much as they 
ought to be. Yet most institutions face deficits in 1951-52 because of the con- 
tinued inflation and drop in enrollment. A substantial proportion of the 1,600 
institutions will not survive another 50 percent inflation in the next 5 years. 
The Government will have to take over or these institutions will perish. 

In one field at least the OPS has done a superb job of price control. Institu- 
tions of higher learning are not allowed to increase their tuition fees, for they 


are frozen. Businessmen with large profits increase their prices. But institu 


tions of higher learning, consuming their liquid reserves, borrowing from banks, 
charging less than costs, are so far denied the right to save part of their remain- 


ing resources. Their only margins are negative; costs minus, not costs plus. 
Here the OPS has achieved price stability and compliance. One leading small 
college in New England charges $1,050 for room, board, and tuition—a rise of but 
20 percent since 1989. Yet they may not raise their tuition. 

I shall say nothing about the $75,000,000,000 losses already suffered as a result 
of rising prices (based on a comparison of commodity prices at time of purchase 
and in 1950) by those who have bought Government securities in the last 25 years 
of the $60,000,000,000 losses in life insurance; of the losses suffered by 4,200,000 
receiving public assistance, by the 2,700,000 drawing benefits under the old-age 
insurance and survivors’ programs, the 4,500,000 disabled, the 4,000,000 families 
with income of $1,000 or less (10 percent of all), the 6,000,000 additional with 
incomes of $1,000 to $2,000—all of these with income much below the $3,500 
estimated as required for a family of four in 1947; of the dissipation of 
$7,000,000,000 in savings banks as a result of rising prices; of the treatment 
received by the white-collar workers whose wages respond slowly to rising prices ; 
of the dangers involved for State and local governments, the latter in particular 
dependent almost exclusively on the general property tax, which responds very 
tardily, if at all, to rising prices. Included in the low-income groups are the old, 
the white-collar workers, those dependent generally on insurance and pensions, 
in short, the underprivileged and unorganized members of our society especially 
vulnerable to rising prices. 

It is time for the unorganized to say something to Washington; to the lobbies 
which give lip service to stability but insist on larger shares; to the trade asso- 
ciations which demand a cost-plus principle in price fixing irrespective of the 
size of profits; to the Congressmen who speak of a balanced budget but who do 
not vote the taxes; to all those who seek higher taxes as a matter of principle 
but in practice would pass the taxes on to others. 

The unorganized better get busy. They are being squeezed by those who want 
inflation and who are well organized. Universities, colleges, hospitals, State 
and local governments, unorganized consumers, life insurance companies, savings 
banks savers, white-collar workers, bond holders—unite or perish. 


Once a major- 
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ity are organized to squeeze the unorganized, the only way out is universal 
organization. What we need now is an agreement to accept current incomes, 
reduced by saving and taxes in amounts adequate to finance the mobilization 
effort. We shall still have the highest standard of living in the world, and close 
to the highest in our experience, and at least three times as much as the average 
Russian. But let us stop the process of concentrating sacrifices on the minority. 
It is time that those being expropriated by the inflation should act. 


2. Inflation and output 


It is well to emphasize, as the Council of Economic Advisers has well stressed, 
the point that our major objectives is more output. But we need not lose sight 
of the fact that distribution of goods and.sacrifices is also an important issue. 
Inflation means bad distribution, and maldistribution in turn affects labor- 
management relations and output. 

Undoubtedly the price incentive is required to obtain the best distribution of 
labor and capital, given the objectives of the war economy. Men will move to 
war factories given a proper wage incentive; and farmers will produce more 
with a price guaranty and with rising prices. With favorable prices, they will 
be more disposed to stay on the farm where they are badly needed and not be 
tempted to stampede the war plants. 

But this is far from saying that we need the inflation of the rate of the first 
8 months of the Korean War. This has been a record inflation for a period of 
noninflationary public finance. This rise in consumer prices has been at an 
annual rate of 12 percent. 

There is little excuse for this inflation given our increased understanding of 
the inflationary process. Over 5 years of mobilization and war in World War 
II, our inflation only averages 5 percent per year; and yet deficits of the Govern- 
ment averaged about $40 billion yearly. 

The experience of 1950-51 marks a step backward in the fight against inflation. 
Note that three successive wars of the United States of America cost 3, 30, and 
300 billion dollars. We hope the next one will not cost 3,000 billion dollars. But 
note also that on the basis of the proportion of income going to war, inflation in 
World War I was but one-third and in World War IT, one-fourth as much as 
might have been expected on the basis of inflation in relation to proportion of 
output going to war in the Civil War. Weknow more. We have invented tech- 
niques for dealing with inflation. But we lack the will now to take the necessary 
action. 

Again, I repeat, we want as much additional output as possible. But we must 
not be too optimistic. The rise of output is not always as great as it seems to 
be. In period of mobilization, the money national income rises disproportion- 
ately because the growing war industries bid up the price of labor and materials. 
Prices in these industries are high and their efficiency low. By considering the 
expansion of money income without due allowance for the large rise of prices 
in these industries, we exaggerate the gains of output. We must also take into 
account serious shortages and the high level of output in 1950 as against 1940. 
The latter means higher unit costs as output expands. 

In short, we may be too optimistic concerning the gains to be had from the 
rise of output. But whether we are or not, we must not assume the rise of 
output solves our inflation problem. Inflation threatens when output is high, 
not when it is low—in 1942 and 1951, not in 1932 or 1933. The reason for this 
is that in periods of high output, a disproportionate amount of output goes to 
war and/or investment and, therefore, against the large rises of income there is 
a relatively small output of consumption goods. Hence the inflationary pressures. 


8. The attack on inflation 


Since the root of the difficulty is an excess of demand over supply, the approach 
is through any factors that reduce demand or increase supply (without a cor- 
responding rise of demand.) The anti-inflationary trinity is income policy, fiscal 
and monetary policies, and controls. 

(a) Income policy—The less incomes rise, with a given output, the less will 
demand grow. Hence the importance of noninflationary income policies. The 
ideal wage policy would be no rise of total wages. But this is obviously im- 
possible and besides would seriously cut output. A less idealistic approach is 
stabilization of basic wage rates. This is not a noninflationary policy in war- 
time. In World War II, the rise of basic wage rates accounted for only about 
one-sixth of the rise of wages. But even a freeze of basic wage rates is not a 
practical objective. The cost at the present time of a freeze on basic wage 
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rates would be noncooperation from labor. Besides, labor may well reply that 
the effect of this freeze would be that businessmen aided by the current shortages 
and excess demand would simply increase their profits. Increases in wage 
rates with the rise of prices would assure workers of the maintenance of their 
standards of living at the expense in part of the high profits of businessmen. 
Insofar, however, as all labor (the newly employed and those who climb the 
higher echelons) get a rise of income in excess of the increase of prices, they ob- 
tain more goods and that, despite the fact that less goods become available for 
the nonmilitary economy. These diversions to labor are then at the expense 
largely of the unorganized or others whose incomes do not respond to rising 
rices. 

’ Similar problems arise in relation to farmers. As their incomes rise in re- 
sponse to higher prices, they obtain more goods in periods when less goods are 
available for the civilian economy. For this reason, it is desirable that the 
built-in inflation in the parity formula should be corrected to some extent. But 
it should be noted that the farmers are on the whole an underprivileged group. 
According to an estimate of Secretary Brannan, farmers receive 69 cents per 
hour of labor and 5 cents on their investment, and nothing for management. 
Workers in manufacturing receive $1.46, in building construction work $2.03, 
and in retail trade $1.17, and pay out large management salaries. Manufactur- 
ing corporations receive 15 percent on investments after taxes. These figures 
are subject to some reservations ; but the over-all view suggested by these figures 
is not without merit. Hence, although the farmers can make more concessions 
than they have so far, their general relative economic status should be con- 
sidered. And we must consider incentives here as the danger of excessive 
out-migrations. 

We must then keep incomes down as much as possible, given the need of 
incentives. Higher wages or higher farm prices mean higher prices generally 
unless they come out of profits. There is no excuse for $50 billion of corporate 
profits (one-half after taxes). These mean excessive investment and spending 
and make it difficult to keep wages at a noninflationary level. Here both price 
and tax policy would help. \ 

(b) Fiscal and monetary policy.—These are important in the fight against 
inflation in that they are the strongest weapons for reducing excess demand. 
High taxes remove purchasing power. Reduced Government outlays also 
moderate demand. Unavailability of money makes it more difficult to keep 
spending up or to expand spending. 

In recent years there has been much controversy concerning the contributions 
of monetary as against fiscal policy. There is no doubt concerning the avail- 
ability of weapons for the monetary authority. With $24 billion of earning 
assets available and member bank reserves of $18 billion, the Federal Reserve 
has not been disposed to use its vast powers. Monetary policy has become a 
factor of secondary importance, in part for the reason suggested and in part 
because it is not a very precise weapon. Fiscal policy, on the other hand, is of 
increasing importance, though it has far from realized its potentialities. 

It is of some interest that in the first 6 months of the Korean War $18 billion 
of additional personal income was offset by $3 billion of additional taxes, 
whereas in this same period bank loans rose by $9 billion and deposits by 
$10 billion. Fiscal policy made a contribution and monetary policy did not. 

Fiscal policy must play a large part in the anti-inflationary campaign. That 
the public, aware of inflationary dangers and fearful of future unavailability of 
goods, is not disposed to save, means that fiscal policy has an even greater task 
to perform than in the last emergency. 

(c) Controls —Aside from income controls, the Government uses other con- 
trols to keep prices from rising. The more effectively incomes are kept down 
and taxes raised and public expenditures reduced, the less the task for controls. 
And the greater the failure in the noncontrol area, the less likely that controls 
will succeed. Allow the public an excess of potential spending policy over 
available goods of $20 to $30 billion, and no control system will work. The 
pressure to spend will create black markets. But if the excess can be kept 
down ot $10 billion or less, then a control system may work. But it would be 
a mistake in a short of all-out war to depend too much on controls. Business- 
men have learned much about skirting them; the public is less disposed to co- 
operate in a less-than-war emergency; the experience of World War II shows 
that controls are in part a postponement of inflation rather than a stopping 
of inflation. 
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4. Indirect controls and income policy 


(a) Savings.—It is imperative that savings increase. In 1951, personal 
savings were but $11 billion or 5.6 percent of the personal income of $222 bil- 
lion. In 1944, the real income was about the same as in 1950 but savings were 
24.1 percent of the income. The solution lies in a vigorous stabilization pro- 
gram which inspires confidence in the monetary unit. The following also will 
help. Unavailability of consumer goods and restrictions on private nonessential 
investment will not only increase savings but also divert them to Government 
bond markets. Part of the difficulty now is that too large a part of savings 
zoes into nonessential investment. In the second half of 1950 business was in- 
vesting at the rate of $52 billion (annual~rate) but saving only $28 billion. 

(b) Taxation—The tax program is most inadequate. Even President Tru- 
man’s program of $16 billion of additional taxes which would presumably 
balance the budget for 1951-52 would probably not have assured us against 
inflation; for the pressures emanate in part from the large cash deposits related 
to past havings in the private economy. The $7 billion program now con- 
templated means much inflation, once the spending on Government contracts 
begins to be felt. The current lag in public spending lulls Congress into a false 
sense of security. i 

We ought to have higher income taxes, profits taxes, and selective excises. 
A 10-percent tax on consumers’ durables is absurd. A 20- to 40-percent tax 
would reduce demand and relieve controls of part of their task. 

(c) Public spending.—Economiecs should be introduced wherever possible. It 
must be realized, however, that the savings will have to come primarily from 
the 75 percent of the budget which is fixed. In this area, savings, unfortunately, 
will be offset by large rises in prices. Let us recall that the initial equip- 
ment of a full-strength infantry division would have cost about $80 million 
in June 1950 and $19.3 million in World War II. Let us note also that a 
substantial part of the reduction in Federal outlays contributes to the fight 
against inflation but does not improve the budgetary situation—e.g., CCC out- 
lays and mortgage investments. 

Much could be done to impress upon State and local governments the need 
of curtailing nonessential spending. In the 4 years 1946-49, State and local 
governments increased their outlays from $8 to $16 billion per year. This was 
an important offset to the reduction of Federal spending. They show little dis- 
position to curtail now. 

(d) Income policy.—It is imperative that increases of wage rates should 
not exceed the rise in the cost of living. Should all-out war come, then wage 
rates should be virtually frozen. Large increases in wages are followed by 
rises in prices, then increases in farm prices, then higher cost of living, ete.— 
the inflation spiral, in short. 

In exchange for concessions by labor, businessmen should cooperate in any 
price-control program and in submission to higher profits taxation. The farmers 
should concede (1) a price based on parity at the end of the marketing year— 
as already suggested by Secretary Brannan; (2) the use of the incentive system 
of pricing as a means of obtaining additional output. Then prices will not be 
set by the high-cost marginal units (a revision of the Defense Production Act 
is required here). 

5. Improve controls 

(a) The price freeze—This was probably required because of the chaos in 
markets early in 1950. But with inadequate income, savings, and tax policy, it 
was most likely to fail. In addition, enforcement is inadequate ; the experienced 
staff is not available. The manner of warning the public of the impending regu- 
lation resulted in discrimination against those who cooperated with the 
Government. 

(b) The meat regulation—As durable consumer goods become unavailable and 
incomes rise, the pressure on meat markets will be unparalleled. There is little 
chance of this regulation working unless it is implemented by rationing to keep 
demand down and the Government is allowed to fix the price of the live animal. 
Price control of meat was one of the most baffling problems in World War II 
despite the high ability of the personnel involved and the valiant efforts made. 
Without much greater support, as suggested here, and better fiscal policies, etc., 
the success of the regulation is doubtful. 

(c) Rent control—Rents are now about 25 percent above prewar. This is 
indeed less than the general rise of prices—much less. The case for control rests 
on the unavailability of new buildings once the war effort is operating on all cylin- 
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ders, and, therefore, the great danger of large rises in rents, and on the case of 
administration. Perhaps a case could be made out for somewhat less rigid price 
fixing here than in the last war. But the argument that rent control would be 
disastrous has not been proved : 850,000 new units in 1950 is a record of all time, 
as is the 5-year record of 1946-50. Rent control has had one fortunate effect: 
much more ownership and much less building for rentals. 

(d) Modification in price and other controls,—We repeat that the more effec- 
tive income, monetary, and fiscal policy, the less need there would be for direct 
controls. But the prospects for adequate indirect controls are not good; and, 
therefore, we must depend on direct controls to some extent, although in the 
absence of adequate indirect controls, the direct controls will not be as effective 
as they otherwise would be. 

The positive measure required : 

(1) Dollars-and-cents ceilings: Wherever possible, the freeze should be imple- 
mented by dollars-and-cents ceilings and when they are not practical by the looser 
formula ceilings. 

(2) Against the cost-plus principle: The OPS has not shown an adequate dis- 
position to apply the absorption principle. With unprecedented profits, the case 
for absorption of rising costs out of profits is much greater than in 1941-45. The 
fact is, however, that the OPS has gone too far in the direction of a cost-plus 
principle. The generally fair and equitable provision of World War II under 
which absorption was enforced where profits were above the 1936-39 levels should 
be reintroduced. The proposal to demand the absorption when profits are above 
85 percent of 1946—49 is a move in the right direction ; but not far enough. 

(3) The musts of price control: Effective price control requires adequate pro- 
duction of low-cost items; careful definition of commodities and services: and 
rigorous control all along the line. 

(4) Incentive payments and the existence of marginal pricing: Price control 
throws the marginal principle out of the window. Do not allow the high-cost 
marginal producer to fix prices. Rather give the high-cost producer compensa- 
tion for his higher costs. This can be done by making special incentive payments 
for high-cost units or purchase and resale at loss by the Government of high-cost 
units. Programs of this kind saved the Government billions in World War IT. 

(5) Integration of price and supply and demand controls: One way of making 
price control more effective is to increase supplies of scarce items and reduce 
demand. Hence the need of close cooperation of NPA and OPS. This did not 
prevail in World War II. 

(6) Rent control: There is a case for rent control and especiaily where unusual 
demand and restricted supply endanger the stability of price. There should, 
however, be greater flexibility in areas covered than in World War II and adjust- 
ment to rising costs. 

(7) Supplies and foreign trade: All measures which increase imports and 
reduce exports tend to reduce the inflationary gap. Hence scrutinize exports and 
reduce restrictions on imports. 

(8) Subsidies on food: The experience of World War II suggests that once 
complete stabilization is achieved, it may be necessary to extend subsidy pro- 
grams to assure continued stabilization. We are not yet ready for across-the- 
board subsidies, however. 

(9) Exemption of war materials: It is easy to go too far in exempting military 
procurement. On the whole, the military negotiators tend to pay excessive 
prices; their bargaining strength is greater when they can be protected by 
ceilings. 

(10) Control of public utilities: Public utilities should be subject to price 
control. At present virtually all public utilities are guaranteed 7 percent 
on capital, This is cost plus with a vengeance. 

(11) Enforcement: Price control by writing freezes is not really price control. 
It is necessary to instruct, educate, obtain cooperation, and enforce. 


6. Control of mobilization by businessmen 


I do not believe that price control or control of production or distribution 
will succeed so long as the responsibility for the mobilization effort lies almost 
exclusively with businessmen. In the OPS and NPA apparently most of the 
price executives are taken from the industry which they are to regulate. These 
businessmen, no matter how patriotic, honest, and well-intentioned, cannot view 
the public interest objectively against those of their industries or firms. It is 
too much of a burden to put upon these men. In setting prices, they are likely to 
be geared more toward the cost-plus principle than to the stabilization objective 
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There have been altogether too few squawks from businessmen about price 
control. Price control without tears is price inflation. 

In the production field, the men in charge necessarily are influenced by the 
interests of their firms. Whatever their wails on behalf of small business, 
the contracts are likely to go to big business, and big business finds it easier to 
obtain aecess to scarce items. As raw materials are denied to small business 
(in part because they do not get the war contracts), they fail. This happened in 
World War II, and it is going to happen again. Senator Sparkman’s proposal 
for a Small Defense Plants Act is a move in the right direction. But what is 
required even more are controls supervised by thése not immediately interested 
in ee outcome. Businessmen should be usethin control areas not directly affect- 
ing them. 

Price control is far from a success as yet. One major reason is suggested 
above. The present flattening out of the price rise reflects the reduced demand 
following large purchases in the preceding 9 months, not any great success of 
price control. 


Summary 


1. We need greater restraints on the rise of incomes of workers, farmers, and 
businessmen. The ideal system might be a freeze on all incomes, but this would 
interfere with incentives and reduce output. The compromise should give us 
minimum inflation for a given rise of output. Certainly wage rates should not 
rise above the cost of living; and profits should be stabilized at below the high 
prewar levels. Farmers should also make some sacrifices. But insofar as prac- 
tical, we prefer the larger sacrifices for the high-income groups. Heavier income 
and profits taxation is required, 

2. We need controls in order to get the best distribution of scarce items and 
of income. Because our credit, fiscal, savings, and fiscal policies are inadequate, 
we need to depend more on direct controls than we otherwise would; and the 
chances of success are less than they otherwise would be. So far with war 
outlays averaging about one-quarter of World War II, the price has been 2% 
times as much at an annual rate. Our record in a period of budgetary surpluses 
is one-tenth as good as in World War II with large deficits. 

8. Effectivé price control and fair distribution of war contracts and scarce 
materials are not likely to be achieved so long as the mobilization effort is con- 
trolled by businessmen who determine the fate of their industries and their 
firms. Businessmen have an important place in the effort, but they should not 
be both umpire and baserunner. The survival of many small businesses is at 
stake. 

4. We need dollar-and-cents ceilings, incentive payments to high-cost producers 
to keep prices down, rent control less rigid than in World War II, increased im- 
ports, absorption of higher costs out of profits to a substantial degree, the 
repudiation of cost-plus price fixing, integration of price and supply controls, 
more control over nonessential investments, a $16,000,000,000 tax bill now, 
increased savings with assurance of price stability. We may also have to have 
compulsory savings. 

5. Had adequate steps been taken early in the areas of income, fiscal, and 
monetary policy, then in this half war-half peace economy, we might have 
reserved price and supply controls only for markets in short supply. Unfor- 
tunately, delays and inadequacies in indirect controls increase the need of more 
extensive direct controls. 


Senator Benton. Is Mr. Schmidt here in the room ? 

I know you have been waiting all day. We are perfectly prepared 
to hear you, Mr. Schmidt. I, for one, would like to have you con- 
tinue, but Senator Capehart has asked me to ask you whether you 
would prefer to go on tomorrow. 


STATEMENT OF WILLIAM SCHMIDT, PRESIDENT, THE PROPERTY 
OWNERS ASSOCIATION OF AMERICA, AND PRESIDENT OF THE 
PROPERTY OWNERS LEAGUE 


Mr. Scumipr. I will go entirely by your wishes. 
Senator CareHart. Gow long will it take you? 
Mr. Scumipr. I guess this statement here won’t take more than 10 

minutes to read; and if you didn’t involve me in discussion—— 
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Senator Benton. Let’s go ahead. 

Senator Capehart says you will lose him in 10 minutes. So maybe 
you will want to hit the high lights here and leave a little time for 
questions. 

Mr. Scumopr. I certainly wish you gentlemen would debate the ques- 
tion with me for the length of time you did with the previous speaker, 
but I am not looking forward to that. 

Mr. Chairman and members of the committee, my name is William 
Schmidt. I am president of the Property Owners’ Association of 
America. I have appeared before you on previous occasions. I ap- 

yreciate this opportunity to be heard again. I had every reason to 

lieve that there was to be no further rent-control legislation, and 
I am utterly amazed that we have before us a bill of this caliber. The 
bill that is before you completely negates our Constitution and the Bill 
of Rights and makes plain stooges out of both tenants and property 
owners in this country. 

The passage of such a bill leaves the citizens completely at the 
mercy of the President of the United States. He may delegate or 
redelegate the powers given to him. Under such a system, there is no 
question that many unjust and unfair and unequitable things will 
be done, and the citizens of the United States will be every bit as 
helpless as if they were under a system of absolute monarchy. There 
has been in. our system of government for a considerable length of 
time a trend for Congress to abdicate the power to legislate and to dele- 
gate this legislative power to political appointees. When, in addi- 
tion to that, access to the court is denied, our system of government 
becomes indistinguishable from a totalitarian form of government. 

What is the good of all these efforts to stem communism in Korea, 
China, and Europe, when, at the same time, we waste away step by 
step the constitutional and so-called inalienable rights of our people. 
This bill certainly has reduced the rights of our citizens to the abso- 
lute zero point. 

I have always maintained that while I consider a rent-control law, 
or, for that matter, any price-control law, an evil, the main trouble 
always has been the administration of the law. I believe that the 
intentions of Congress have been that the law should be administered 
equitably. In response to complaints by such people as I represent, 
Congress has gradually tried to alleviate the worst abuses of this law, 
and, as the years went by, Congress has put a series of clauses in the 
law which were designed to help the mistreated property owner. 

Let me mention here the various provisions giving a property 
owner or his relative the right to occupy his own premises, the pro- 
vision in the law that rents should be sufficient so that a property 
owner would not lose money. Then came the provision for a fair 
return on a fair value which was transformed in the compromise 
bill to the fair net operating income formula. Then came the much- 
disputed provisions for local option, under which the controlled hous- 
ing accommodations have been reduced to less than 50 percent of what 
they were when we started. 

Now it is proposed with one strike of the legislative pen to wipe 
out all of these protective features and to bring under control not 
only all those accommodations that were under control at one time 
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but also newly constructed premises and commercial buildings. The 
grab for power by the President as expressed in this bill is absolutely 
without precedent. ry 

Permit me to call your attention to the fact that this is presumably 
a government of the people, by the people, and for the people, and 
that so far we still retain the habit of election—every 2 years for the 
entire House of Representatives and every 2 years for one-third of 
the Senate. At this time it ought to be clear to any legislator that 
rent control is not popular with anybody because more than half of 
the people of the United States have freed themselves from rent con- 
trol by the local option, and the process is still continuing, even in 
the suburbs of large cities. Other large cities that asked for the 
extension of rent control have done so mostly by a sneaking passage 
of a resolution without giving any public notices of their intention 
whatsoever. Two specific cities I can mention in this caliber are 
Chicago and St. Louis. These councilmen knew that if they were 
to discuss the possible extension of rent control, they would arouse 
a tremendous public opposition. However, the voters are catching 
up with these people. 

Let me remind you that two of the most powerful members of 
the majority party of the Senate, namely, Scott Lucas and Francis 
Myers, have ended their political careers because of the mistaken 
advocacy of rent control. In my own home town four Democratic 
advocates of rent control, prominently led by Barrat O'Hara, went 
down in defeat because of their advocacy of rent control. Repre- 
sentative Yates, another strong advocate of rent control, was reelected 
by the slimmest possible margin. While on the other hand, Repre- 
sentative Richard Hoffman, of Chicago, the only Chicago Repre- 
sentative that voted against the extension of rent control, received 
an overwhelming vote for reelection. Helen Gahagan Douglas, an- 
other passionate advocate of rent control, lost ignominiously in the 
State of California. Chester Bowles was defeated for Governor, 
and Senator Benton was only elected by a very small margin. Sen- 
ator Pepper, another strong advocate of rent control, likewise found 
that the people of Florida ended his political career. 

Senator Benton. Mr. Schmidt, you will be interested to hear that 
I don’t recall the subject of rent control being mentioned once by 
either opponent during the entire course of the campaign. How it 
was in other campaigns, I don’t know. I don’t recall those words 
ever crossing his lips or mine. 

Mr. Scumipr. At the same time the analysis is correct; and let 
me tell you, Senator Benton, it may not be all of rent control, but this 
whole tendency to enslave the people is arousing enough opposition. 

It seems very strange to observe that our politicians and statesmen 
give the Government the peculiar trend that has been in evidence these 
many years, It is always popularly supposed that these men consider 
nothing but the number of votes and will shape their legislation ac- 
cordingly to the issues before them. It seems to me that they per- 
sistently misjudge the temper of the people and they seem very in- 
capable of making a correct estimate of what constitutes a majority 
of the American people. : 

Permit me to illustrate. A prominent statesman of the past once 
said that one-third of the American people are ill-clothed, ill-housed, 
and ill-fed. I believe that statement was an exaggerated one, even 
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though it was made in the midst of the greatest economic crisis this 
Nation ever experienced. But let us just for the sake of argument 
assume that it is roughly correct. What is the logical deduction from 
this statement? I would d say it follows that two-thirds of the Ameri- 
can people are well-clothed, well-housed, and well-fed, This last 
statement is definitely not an exaggeration. Then why is it that 
politicians and statesmen think they can obtain the majority of the 
popular vote by taking from two- thirds of the population what rightly 
belongs to them and giving it to one-third of the population? When 
in addition to this procedure they do not hesitate to abrogate the Con- 
stitution and the Bill of Rights and to place tyrannical power into the 
hands of political appointees, it seems very illogical tome, The repu- 
tation of these political appointees in the minds of the general public 
is very, very low. This makes it all the more inexplicable to me how 
our Government has been following this trend for such a long period 
and under such radically changing conditions as far as the economic 
pulse rate is concerned. 

In my home State, 60 percent of the States’ income is being used for 
charity purposes. I am certain that the majority of the people are 
not aware of these facts, and as soon as it penetrates the general con- 
sciousness that situation will be changed radically. I presume that the 
state of mind of the majority of the Senate and the House is such at 
this time that they feel prices, wages, and rent controls are necessary. 
To my mind, this “attitude i is utterly mistaken. Fluctuations in prices 
and wages are the directing forces by which a free society provides 
for increased or decreased production of certain articles and also by 
which a free society provides for shifts in the labor forces in accordance 
with its needs and without infringing upon the liberty or the inalien- 
able rights of any citizens. 

I cannot help but feel that, if in the place in this economic law you 
substitute the feeble brains of our political administrators and you 
expect the appointees of Harry 8S. Truman to direct the control of 
production and the movement of the people from place to place as 
needed, you will be sorely disappointed. 

A system of centralized control, even if it were directed by the 
people of the highest possible intelligence and the highest possible 
integrity, would be a miserable failure compared with our system of 
free enterprise. The most powerful asset this Nation has is the abun- 
dance of leadership and individual initiative of its people. If you 
see fit to shackle this leadership and to destroy this initiative, you will 
bring our society down to the same level of inefficiency as a totalitarian 
government, You will greatly decrease our chances for survival and, 
of course, in the process, you will automatically and deliberately kill 
the values in life that we cherish most highly. 

I am confident the American people are ready to subscribe to the 
statement which I have just pe but I am afraid that our present 
Representatives are a little bit behind the development of public 
opinion, as usual, and that it may take another election to clear the 
air. 

If you must vote for any legislation that shackles the American 
people and you wish to survive the coming upheaval, I suggest to you 
that you will embody in all of this legislation the prince iples of justice 
and equity and that you limit the discretion: ry canbe’ ity of political 
appointees. 
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Furthermore, I suggest to you that you keep the courts open to the 
victims of this bureaucracy and that you establish financial respon- 
sibility for the actions of your Government agents, 

Be sure that if, as a result of the exercise of your legislative power 
by a political appointee, a citizen, be he ever so humble, suffers the 
slightest loss in his freedom or in his property, that the Government 
of the United States of America shall be responsible for the mistakes 
of its agents and that full and fair compensation shall be paid to 
any victim of the mistakes of this bureaucracy. Whether they are 
due to corruption or incompetence should not make any difference. 
Be sure to sede in this law that no injunction shall be granted at 
any time in any part of this land without granting a bond to protect 
the possible victim of this injunction. 

Now, as to the needs for rent control, permit me to refer you to the 
publication entitled “Rent Control in War and Peace” by John and 
Richard Usher, a copy of which is attached to this statement, and I 
hope that it will be made a part of the record. No one can judge the 
adequacy or inadequacy of a commodity without taking the price level 
and the purchasing power of the commodity into account. It is a 
well-known fact that high prices decrease the demand and low prices 
increase the demand of any commodity. It is obvious to any fair- 
minded, intelligent person that these principles apply to housing as 
well. 

(‘The publication referred to follows :) 


RENT CONTROL IN WAR AND PEACE 
(By John and Richard Usher) 


This pamphlet contains the United States Bureau of Census figures on hous- 
ing and population for 1940-50. Individual comparable figures for the 231 
largest cities listed herein reveal exactly what has happened to our housing 
during rent control. 

The United States is now completing its ninth year of Federal rent control. 
As in the past, the Housing Expediter again requests that it be renewed, ex- 
panded, and strengthened. 

1951 finds this country facing serious problems and it is time we stop and 
carefully consider the history and effect of this un-American so-called war emer- 
gency legislation. 


OVERSUPPLY IN WORLD WAR I 


First, let’s look at what happened during World War I when the economy 
of the country operated without the interference of controls or rationing. Ac- 
cording to the United States Bureau of Labor Statistics, we find that for the 
years 1913, 1914, 1915, and 1916 the general price structure, including rent, was 
gradually rising. We entered the war in April of 1917 and by December 1917 
rent throughout the United States had dropped to where all of the gain of the 
previous 4 years had been wiped out, while the price of everything else in the 
economy had continued to rise. 

This drop in rents came about due to the added vacancies that occurred. 
These vacancies came about because of the expansion of the Armed Forces which 
automatically reduced the civilian population. During World War I, as in 
World War II, the people had a great increase in dollar income, but their 
spending was not controlled or channeled. When left to their own choosing, 
they directed nearly all of their excess money to consumer goods rather than 
to housing. From the beginning to the end of the war the progressive expan- 
sion of the amount of spendable money had increased the all-item price index 
39 percent. Of course, this greatly added to the landlords’ costs; nevertheless, 
the index on rent only had risen less than 3 percent during this period. 
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DECEPTIVE SHORTAGE IN WORLD WAR II 


It is very important to remember that there was never a national housing 
shortage in the United States prior to rent control, and that the shortage devel- 
oped within 1 year after rent control was inaugurated. 

The law, as originally passed, was intended to keep rents from skyrocketing 
in industrial war centers where great increases in population were contemplated. 
Disregarding the clear intent of the law, its purpose was quickly expanded to the 
control of nearly every rental dwelling in the United States regardless of its 
connection with the war industry or any increase in population. 

After the war’s end, Federal rent control was extended, first, because of the 
housing shortage ; next, to stop inflation ; next, because of a rental housing short- 
age (there was no shortage of homes for sale) ; and the last time it was because 
the Expediter claimed there was a shortge of rental units for the low- and middle- 
income groups. 

Regardless of statements made by the Expediter, labor groups, or social work- 
ers, the only authentic figures accurately revealing the true housing situation 
are those issued by the United States Bureau of the Census, 

The recent booklets issued by the United States Bureau of the Census com- 
pletely cover tvery person and dwelling in the United States for 1950. Using these 
figures along with those of 1940 we see the effect rent control has had on our 
housing situation throughout the Nation. It will surprise many to find that— 

(a) The number of dwellings increased 23.6 percent. 

(bd) The population increased only 14.5 percent (the second smallest per- 
centage gain in the Nation’s history.) 

(c) The number of vacant dwellings increased from 2.5 million to 3.4 million, 

(d@) The number of dwellings occupied by owners increased 8.2 million. 

(e) The number of dwellings occupied by tenants decreased 0.5 million. (This 
decrease in occupied rental dwellings added to the hundreds of thousands of 
vacant dwellings for rent in 1940 reveals the tremendous loss of rental dwellings 
available. ) 

(f) The increase in the number of dwellings exceeded by 2 million the in- 
crease in families. 

In 1950 there was the astounding total of 3.9 million dwellings occupied by only 
one person. This represents an increase of over 45 percent. (These single- 
occupancy dwellings are heavily concentrated in the large cities still under rent 
control.) We now have a total of 7.3 million dwellings vacant or occupied by 
only one person. 


A SIMPLE REVEALING PROBLEM 


These Government figures are hard to believe unless we are shown exactly 
what happened. To aid in understanding this paradox let’s first consider a 
simple mathematical problem. When over 10,000,000 persons are taken out of 
their homes and put in servicemen’s camps or sent overseas, as was done during 
World War LI, is there an increase or decrease in the housing for the balance of 
the people? In a free economy there can be only one logical answer. We increase 
the housing for the balance of the people. How then was it possible to develop 
an apparent national housing shortage so quickly during World War II? We 
started with a considerable number of vacancies and logically we should have 
increased this number as we did during World War I. 

The answer is that this shortage came about only because of a controlled 
economy. We froze rent at a low level in 1942 and almost simultaneously forced 
up wages to nearly double their former rate. We also added more workers per 
household which increased the purchasing power of many families. 

With the large surplus of money, the people sought to buy things they desired, 
but we stopped the manufacture and sale of most of these items and rationed 
nearly everything else of importance. The one important thing we did not ration 
was rental housing and, therefore, the Government actually channeled this excess 
money into rental housing. In only a matter of months the people spread out 
and took up all of the rental housing available. Working girls, bachelors, widows, 
widowers, and divorced people who shared occupancy and divided rent each took 
his own individual dwelling. Married couples without children also spread out 
into larger apartments. By 1943 we had created a progressively false national 
housing shortage—the more that went to war, the more the remaining civilians 
could and did spread out. With increased costs and frozen rents, the owners 
found it more practical, because of wear and tear, to rent to the least number of 
persons every time a vacancy occurred. This added further to the false shortage. 
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Prior to rent control, great numbers of single dwelling structures were rental 
units. When rents were frozen on these dwellings it was not long before owners 
found it more profitable to sell them. Individual homes were the one type of 
rental units that buyers could get possession of by forcing out the renter. 
Hundreds of thousands of these rental homes were progressively sold and taken 
out of the rental market. Occupants renting them were evicted by the new owner. 
Ti many cases, thé evicted renters, in turn, bought a dwelling and evicted another 
renter. This progressive buying, singly and by joint ownership of two- or three- 
unit apartment buildings, continues to take many rental units out of the market. 


HOARDING HOUSING 


Having seen how this great maldistribution occurred, it is readily understood 
that the most important figure to consider is the national figure of 3.9 million 
dwellings occupied by only 1 person, Surely this startling 3.9 million dwellings 
occupied by only 1 person was not due to their purchase of a dwelling. The 
tremendous increase in single occupancy was the result of single persons replac- 
ing families in dwellings. It is obvious that only under the protection of rent 
control have these individuals been able to spread out and cause this maldis- 
tribution of housing. These single people used to share apartments or private 
rooms and would quickly do so again in a free market. They are actually 
hoarding housing with Government protection. Remove rent control and, with 
a nominal increase in rent, our Nation will quickly create hundreds of thousands 
of vacancies. Additional thousands of rental dwellings now being held off the 
market only because of rent control would again be offered to the public. 


AMPLE HOUSING EXCEPT CONTROLLED 


Further considering the so-called housing shortage, we know that there is a 
great surplus of vacant houses for sale in nearly every large city in the United 
States. There is also a surplus of hotel accommodations and private rooms for 
rent. There are also many new and decontrolled apartments for rent. Vacant 
apartments built before 1942 are still scarce, and always will be, while they 
are being sold at a false low price as compared to any of the above housing 
accommodations which are priced in a free market. Everyone looking for 
housing will continue to try to get one of the bargains under rent control. 
Only those frozen out will rent or buy in the free market which is abnormally 
high only because of rent control. How can we ever accumulate vacancies in the 
bargain, frozen units? Millions of vacancies have occurred during the last 7 
years, but the Government has forced the owners to offer these vacancies at false 
bargain prices. Fortunately for the owner, he could pick the tenant to give his 
bargain to and so, naturally, he picked the smallest family with the greatest 
wealth and influence. Large families without money or influence really need 
rental units, but they are frozen out and forced to rent decontrolled units or buy 
homes on an unsound basis. We will always have this so-called housing short- 
age under these controls and the middle- and low-income groups can never expect 
to get frozen rental units under the law. 


MILLIONS UNFAIRLY TREATED 


Any check of the treatment of owners under rent control will show that this 
law has been the most unfair law ever enforced in this country. The records 
show clearly that until the 1949 act was passed, no owner could even claim a 
hardship unless his net-dollar income was substantially less than it was in 1942. 
In the meantime, because the general price structure had almost doubled, the 
owners’ dollars would buy only half of what they would in 1942. Thus, the 
owners’ purchasing power was frozen at a maximum of one-half of what it was 
prior to rent control. The Expediter’s formula for the 1949 Fair Net Income Act 
is unfair and ridiculous. No attention whatever is paid to the figures on the 
owners’ sworn income-tax returns. Not even the most rabid advocates of low 
rates for public utilities have ever dreamed of figuring net returns so low as does 
this plan of the Expediter’s. Under his method, no consideration whatever is 
given the value of the property and no interest on the mortgage is allowed to be 
used in calculating operating costs. 

Is it good for our Government to make millions of good, frugal citizens sub- 
sidize others who may be rich, indolent, or otherwise? That is what we are 
doing. Was it fair to single out owners and say to them: “Your net dollar income 
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shall be the same or less than it was in 1942, while all others shall have no limit 
on their income?’ 

Today we help labor and farmers get higher than a free market price and let 
everyone else, except owners, sell their labor or products at the highest price 
in our history. If an owner leases to a renter willing and anxious to pay a fair 
price slightly higher than the frozen rental he is brought into the Federal court 
and tried for his great crime like a_kidnaper, bank robber, or dope peddler. 
Does this sound like America? 


UN-AMERICAN THINKING AND PROPAGANDA 


For the last 3 years the Housing Expediter’s office and his allied pressure 
groups have filled the records of the congressional hearings with the prediction 
of dire things that would happen if rent control was removed (mass evictions, 
riots, ete.). On checking the records, we find that many of these groups who 
were for rent control have been expelled from the main body, because of Com- 
munist leadership. These Communists believed in socialized housing and were, 
and still are, desperately trying to carry on rent control. 

The proponents of this unnecessary, unfair, and un-American law know that 
it can only endure under a strong, central-powered police state where recourse is 
far removed from those enshackled. 

These same groups cry out against the use of Federal injunctions to stop 
riots and civil commotion in labor troubles, but highly endorse reducing the 
dignity of Federal injunctions to that of parking-arrest slips by requesting 
and getting Federal injunctions for petty overcharges of rent. It is hard to 
understand how these groups can insist on collective bargaining between labor 
groups and employers and, at the same time, favor a law making it a Federal 
offense for individuals to voluntarily enter into personal contracts on housing 
without the provisions, rules, and prices laid down by a Federal dictator. 

At no time has the Expeditor suggested that an owner’s net dollar income 
should give him the same purchasing power he had in 1942. At no time has he 
suggested that awners and renters (even the rich ones) be allowed to make a 
mutually agreed lease. He says he must protect the lower-income group, but 
actually, he wants to control all housing. 


PERPETUATING HIMSELF 


Each year owners have suggested that vacancies being held off the market 
and those that come on the market be decontrolled. They have also suggested 
that all single-occupancy dwellings or large dwellings that are not properly 
occupied be decontrolled, thus curing the maldistribution and the so-called 
shortage. These suggestions have all been vigorously opposed by the Expediter. 
Under the local-option rule he has used every technicality to avoid having cities 
terminate rent control, but in spite of him, over 40 percent of the 231 largest 
cities in the country have freed themselves of his control. Twenty-four of these 
two hundred and thirty-one cities have lost population but gained housing; never- 
theless, they are among those still under Federal control. It is erystal clear that 
the Expediter has at all times been interested only in perpetuating himself. 

In spite of having the greatest amount of housing in the history of the coun- 
try in comparison to its population, the Expediter’s present position is that we 
still need more but at a price lower than private industry can furnish it. This 
means that the owners of rental housing built before 1942 must continue to sub- 
sidize the renters (including the rich and indolent) until enough Government- 
owned public housing is constructed to give all the renters exactly what they 
desire at someone else’s expense. Few, if any, legislators in Washington could 
approve such a financially impossible socialistic housing plan. 


SOUND LOGICAL LEGISLATION 


Legislators should carefully consider the dangerous evils of continuing this 
law. They should realize that people, when in fear of shortages and rising 
prices, will buy and store more than they need of food, clothing, household 
goods, appliances, tires, and other articles that are consumed or quickly worn 
out. People will not buy or rent more housing than they need except when rent 
controls make it a rare bargain compared with the balance of the price structure. 

If these are serious times and if we are honestly trying to unify the people 
in an efficient use of our labor and resources, Congress should kill rent control, 
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eliminate the Housing Expediter, and allow the people to mutually enter into 
free contracts on rental housing. This will automatically and speedily bring 
about a large extra supply of housing without the use of any new material or 
labor. What could be a more efficient manner of aiding in our defense effort? 

Any fair-minded legislator will agree that the owners of rental property should 
have had the same position as all other citizens with reference to frozen incomes. 
Their rents should have been based on parity or the price index. 

Seores of cities that have had the greatest gains in population in comparison 
to their gains in dwelling units have been decontrolled for a considerable length 
of time. The Bureau of Labor Statistics have issued figures on many decon- 
trolled cities and they show that rents have not risen to anywhere near their 
former relative position in comparison to a]l other items. 


RESULTS OF COURAGEOUS LEGISLATION 


The Expediter said publicly that it would be a miracle if rents did not double 
if controls were removed. The facts today show that he was trying to perpetuate 
himself by spreading fear. The courageous legislators who decontrolled these 
many cities have completely exposed and disproved the Expediter’s statements. 
Decontrol of these cities has brought about the following results: 

No sign of mass evictions, riots, etc. 

A modest increase in most 1942 frozen rents. 

No increase in many rents which had formerly had increases over the 1942 
freeze. 

A reduction in rents on many of the new and decontrolled units. 

Sharing of single occupied units by one or more additional people, creating 
thousands of vacancies for families and actually reducing the rents of these 
individuals. 

Married couples without children vacated large apartments and moved into 
smaller ones vacated by single occupants, thus making available large rental 
units for large families needing them. 

Bringing back on the market thousands of rental units that had been held off 
because of rent control. 

You can pick up the paper and find housing for rent and for sale in every sec- 
tion of these cities. 

No more begging, buying furniture, black-market bonus, etc. 

The renewal of closer relationship between the owners and renters and the 
freedom to work out mutually beneficial matters without the interference and 
propaganda of the Housing Expediter. 

An increased value of the rental properties, thus justifying increased real- 
estate taxes so badly needed by these cities. (Under rent control the small-home 
owner has been taking most of the added tax burden, while the renter has taken 
none.) 

Thousands of apartments were vacated by tenants who could well afford to 
own property. When their rent subsidy terminated, they quickly bought homes. 
These vacated apartments were then available for those families who had to rent. 


ENEMY IN WAR AND IN PEACE 


Rent control is an arch deceiver. It froze out the veterans and those who 
most needed rental housing. It turned class against class. It killed freedom of 
contract. It made honest renters and owners dishonest. It took ample housing 
and quickly created a great maldistribution to fool and confuse the American 
people and make them believe they had a true shortage. Rent control has been 
an enemy of our Nation in both war and in peace. 


INDIVIDUAL CITIES ANALYZED 


A comparative study of the 1940-50 Bureau of Census figures for the 231 largest 
cities in the United States shows how impractical even local option has been in 
the operation of this law. A table listing these cities is shown hereinafter. 
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The table has them arranged in their proper order as to the number of avail- 
able dwellings in comparison to the increase in population during the last 10 
years. No. 1 is Scranton, Pa., which is in the most favorable housing position 
in comparison to its change in population. The last two cities are Madison, 
Wis., No. 230, and Wichita Falls, Tex., No. 231, which are in the least favorable 
positions. They are the only two cities on the list that did not have more hous- 
ing available for the increase in population than was being used by their inhab- 
itants in 1940. Ironically, both of these cities have been decontrolled for some 
time. A few of the other illogical situations revealed in this table of United 
States Bureau of Census figures are listed hereunder : 

1. Of the first 25 cities on the list, all have lost popoulation and gained hous- 
ing; nevertheless, 24 of these cities are still under Federal rent control. The 
last 25 cities on the list show the least proportionate amount of available housing 
and 18 of these are completely decontrolled. These two extreme examples in- 
dicate the pattern throughout the table. 

2. Of these 231 cities, 95 are no longer under Federal rent control (13 of these 
are located in the State of New York which has its own rent-control law). The 
remaining 136 are still under Federal rent control although some of these cities 
are now in the process of voting for decontrol. 

8. The 82 cities entirely free of any rent control gained an average of 31.4 
percent in population. 

4. The 136 cities still under Federal control gained an average of only 9.5 
percent in population. 

5. The 13 cities still under New York rent law gained an average of only 4.7 
per cent in population. 

6. Houston, Tex. (No. 186) gained 209,807 or 54.6 percent in population. In 
comparison to Houston, Chicago (No. 83) gained 209,628 but only 6.2 percent in 
population. Chicago’s net increase in dwelling units was over 50 percent greater 
than was Houston’s. Nevertheless, Houston is decontrolled while Chicago is 
still under control. 

7. The greater the comparative supply of housing, the more likely it is that 
the city is still under rent control. The shorter the comparable housing supply, 
the more likely the city is decontrolled. 
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INDEX 
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The sole purpose of this alphabetical index of States and cities is to make it 
possible for the reader to quickly find the numerical position of any city listed in 


the foregoing exhibit. 


Alabama (out): 
Birmingham * 
Gadsden } 
Mobile 2 
Montgomery ! 

Arizona (out): 
Phoenix ! 

Arkansas : 

Little Rock? 

California : 


Alhambra 
Berkeley___----.-~-~ 2 


Los Angeles 
Oakland 
Pasadena !_____-- 
Richmond 
Sacramento }_____~— 
San Bernardino '_-_- 
San Diego? 
San Francisco 
San Jose? 
Santa Monica *__—~ 
South Gate *__.___- 
Stockton 

Colorado: 


Pueblo 
Connecticut : 

Bridgeport 

Hartford 


New Haven__.._- 
Stamford_ 
Waterbury 
Delaware: 
Wilmington___- 
District of Columbia : 
Washington 
Florida : 
Jacksonville *_ 
Miami ?__ 
Crete * 
St. Petersburg *#__-—- 
Tampa? 
Georgia : 
Atlanta? 
Augusta }_- 
Columbus? 
Macon_ ne 
Savannah ?__- 
Illinois : 
Aurora__—-— 
Berwyn__ 
Chicago_-__ 
Cicero... 
Decatur___- 
East St. Louis_-__- 
vanston__-~- 
J liet 


et et 
lo DS 
“1d oO 


t 


— 
Dee 
Dad 


=" 
oo 
oe 


Rockford !___-.__- 
Springfield___— - 
Indiana: 
East Chicago 
Evansville__-_ 
Fort Wayne! 
Gary 
Hammond 
Indianapolis__ 
Muncie- 
South Bend 
Terre Haute 


See footnotes at end of table. 


Iow 


Des Moines 


Waterloo? 
Kansas : 
Kansas City 
Topeka *_.. 
Wichita ? 
Kentucky : 
Covington 
Lexington 
Louisville 
Louisiana : 
Baton Rouge * 
New Orleans 
Shreveport 
Maine: 
Portland 
Maryland: 
Baltimore 
Massachusetts : 
INE i ote en nx 
Brockton 
Cambridge____--_. 13: 
Fall River 
Holyoke 
Lawrence 


Pittsfield 

NN iccinigtecty ence 
Somerville 
Springfield 
Worcester 

Michigan : 

Bay City 
Dearborn 


Grand Rapids.__--~-~ 
rN io spent 
Kalamazoo____ ~~~ 
Lansing 1_~~- 
Pontiac !__ 
Saginaw ! 
Minnesota : 
Duluth 
Minneapolis 
St. Paul... 
Mississippi : 
Jackson ?_.....--.- 
Missouri : 
Kansas City 
St. Joseph 
St. Louis__- 
Springfield 
Nebraska (out): 
Lincoln ! 
Omaha ! 
New Hampshire: 
Manchester 
New Jersey : 
Atlantic City 
Bayonne___- 
Camden . 
3 aa 
East Orange 
Elizabeth_-—__ 
OS eae 
ey) a a 
serees Ci ecn 6-5 ~ 
Newark _..-- 


— 


2 ho uD 28 
= 


>t m3 


= 


oo 
= de bo 


a: 
Cedar Rapids.__.... 150 
Davenport !_____-_ 178 


| 
| 
| 


New Jersey—Continued 
Passaic 
Paterson 
Trenton 
ON a 
New Mexico: 
Albuquerque______- 
New York (out) :? 
Albany’ 
Binghamton ? 
Buffalo? 
Mount Vernon?____ 
New Rochelle! 
New York City 1_~__ 
Niagara Falls *_ ~~ 


Schenectady 
Syracuse ?____-.- 


North Carolina : 
Asheville ? 
Charlotte?! 
Durham 
Greensboro ! 


Winston-Salem ?_._ 
Ohio : 


Cleveland Heights_. 
Columbus 


Hamilton 
Lakewood 


Springfield 

IR clans siisceneaetioren 

Youngstown 
Oklahoma : 

Oklahoma City +_—- 


Oregon : Portland? 
Pennsylvania : 
Allentown 


Harrisburg 
Johnstown 
Lancaster___— 
McKeesport 
Philadelphia 
Pittsburgh 


Rhode Island: 
Cranston 
Pawtucket___—_- 
Providence ___ 
Woonsocket_ 
South Carolina: 
Charleston ! 
Col mbia ! 
Greenville ?__ 
South Dakota: 
Sioux Falls_____-- 
Tennessee : 
Chattanooga ?____- 
Knoxville * 
UI ci 
Nashville 


190 
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Texas (out): 


Amarillo? 

I Pe citditen iesitpr en 213 
Beaumont !_....—. 201 
Corpus Christi+__._ 219 
Dallas? 181 
p > 


Fort Worth? 
Galveston *__ 
Houston 

ae - 
Lubbock * 

Port Arthur? 


InDEx—Continued 


Texas—-Continued 


San Angelo ?___.__ 
San Antonio? 


Wichita Falls? 
Utah (out): 

ag “J 

Salt Lake City *_ ~~ 
Virginia (out) : 

Alexandria ? 

Norfolk ?__- 


Portsmouth *____-_- : 


Richmond }___.____ 
toanoke ?_ 


| Washington : 


Seattle 
Spokane *_ 
Tacoma 


West Virginia : 


Charleston 
Huntington 
Wheeling--—- 


Wisconsin (out) : 


Green Bay? 
Kenosha *__-~- 
Madison *__- 
Milwaukee ?_- 
Racine *__ 


1 Federally decontrolled. 

2 State of New York has its own rent-control law. 

Mr. Scumipt. If there is an increase in the purchasing power of 
the population without an increase in rent, that undoubtedly will 
create a greater demand for rental accommodations and the opposite 
is equally true. In order to judge the adequacy of housing under such 
conditions, we must compare the total available supply in relation 
to the population in existence at the same period. The above-men- 
tioned pamphlet does this in great detail, based upon the United 
States Census report and covering 231 cities. 

The result of this study can be compressed into the simple state- 
ment that the American people have had available to them an in- 
creasing amount of housing in proportion to the population in all 
sections of the country and at all times during the past 11 years. 
There never was any excuse for rent control. This is completely 
and clearly demonstrated in the attached pamphlet and has been 
apparent to anyone familiar with the facts. 

Rent control has never benefited any section of our population and 
the effect it has had is twofold. 

Many dwellings that might be for rent today are owner-occupied 
because of individual or cooperative sales. 

Second, the construction of new rental dwellings throughout the 
country has been a small fraction of what the construction would 
have been if rent control had not destroyed all incentive of risk 

‘apital to flow into this industry. 

The majority of these rental accommodations that have been built 
have been financed under conditions where the United States Govern- 
ment takes all the risk. 

There seems to be a school of thought prevailing today that believes 
that we can legislate for the general welfare. In order to accomplish 
this so-called social good, they think it is unimportant of what 
becomes of the Constitution and Bill of Rights. 

Permit me to suggest to you that the first requirement of the gen- 
eral welfare is maintenance of our constitutional freedom and the 
preservation of the individual rights of our citizens. 

If legislation is intended to really benefit the people and improve 
the general welfare, it is possible to do so within the framework of 
our Constitution. You have taken an oath to uphold this Constitu- 
tion. Exercise the functions that have been bestowed upon you by 
this document and legislate, but do not abdicate. This placing of 
discretionary power in an administrative official to interfere with the 
individual life or the property of a citizen as he may see fit, is a 
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shirking of your duty as a legislator. Equal Justice for All is the 
motto over our Supreme Court Building. How can there be equal 
justice for all, when any appointed henchman can deprive a citizen 
of his property, of his liberty? We want a rule of law and not a 
rule of men. Legislate, but do not abdicate. Your abdication of 
your legislative function will be inevit: ably followed by your repudi- 
ation at the polls. Remember the last election. 

Senator Benron. Thank you, Mr. Schmidt. 

I am sure you can speak to Senatar Bricker, so I will call on him 
first for questions. 

Senator Bricker. I have no questions. 

Senator ScHorrre.. I have no questions. 

Senator Dirksen. Mr. Schmidt, I want to say that is a very good 
statement. Incidentally, I know a good deal about you, about your 
reputation in the city of Chicago for integrity, and for community 
service, and your interest in the well being of the country, and I think 
it is a fine thing in this day and age of squab. sling that a citizen stands 
up and reasserts the constitutional principles we so frequently lose 
sight of, and I am delighted indeed that you have appeared before 
this committee to present your views and those of your association. 

Mr. Scumipr. Thank you, Senator. 

Senator Dirksen. Incidentally, 1 know there is a great deal of 
equity on your side. That I know from the individual representa- 
tions that have been made to me from time to time, and that have been 
documented by line and page. 

Senator Benton. I am sorry we kept you waiting all day, Mr. 
Schmidt. We very much regret getting to you so late in the afternoon. 

Mr. Scumipr. | would like to be permitted to make this state- 
ment. I think in my capacity as president of my organization I 
have received a lot of complaints and have seen a lot of things happen, 
and I have been in a great many courts of law as a spectator, and I 
want to make this statement, that if you had the time and I could tell 
you what I have seen in the courts of the United States and what I 
have seen of the Housing Expediter, I am certain each and every one 
of you gentlemen would § say this cannot happen in the United States, 
I do not believe it. You must have something wrong with that story. 

That is all I have to say, and I thank you very much for your 
attention. 

Senator Benton. We shall recess until 10:30 tomorrow morning. 

(Whereupon, at 5:30 p. m., the hearing was recessed until 10:30 
a.m., the following day, Thursday, May 24, 1951.) 
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THURSDAY, MAY 24, 1951 


Unrrep States Senate, 
ComMirrrr ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 301, 
Senaet Office Building, Senator Burnet R. Maybank (chairman) 
presiding. . 

Present: Senators Maybank, Robertson, Frear, Benton, Moody, 
Capehart, Bricker, Schoeppel, and Dirksen. 

Senator Rosertson. The committee will please come to order. 

The first witness this morning is Mr. Alexander Summer, president 
of the National Association of Real Estate Boards. The committee 
will be glad to hear Mr. Summer at this time. 


Peak ae ey aor 


STATEMENT OF ALEXANDER SUMMER, PRESIDENT, NATIONAL 

ASSOCIATION OF REAL ESTATE BOARDS; ACCOMPANIED BY 
CALVIN K. SNYDER, SECRETARY OF THE REALTORS’ WASH- 
INGTON COMMITTEE 























Mr. Summer. Mr. Chairman, my name is Alexander Summer, presi- 
dent of the National Association of Real Estate Boards, and at the sug- 
gestion of this committee, I would like to file this statement with 
reference to my testimony. 

Senator Roserrson. Without objection, the statement will be re- 
ceived and included in the record at the end of your oral testimony. 

Mr. Summer. With your permission, I would also like to make 
some comments with reference to that testimony, as well as a few other 
comments which are pertinent. 

We have also attached to the testimony an excerpt from an expert 
with reference to further information on the subject of rent control, 
and would like to file that also for the record. 

I would like to speak first, if I may, on section 102 of the amendment 
to the Defense Production Act. I have just returned from a tour of 
23 States, during which time I attended many community meetings 
practically every day, not only of realtors, but of a cross-section of 
the Women’s Groups and Men’s Organizations for each community. 

Senator Roserrson. Did you visit Virginia? 

Mr. Summer. Yes, sir, I visited Norfolk, Virginia, and had a very 
nice meeting there of over 600, and then had a pleasant visit with 
Admiral Davis at the Naval Base discussing the problems there with 
reference to that installation. 

Senator Rosertson. Did you discover any burning desire in Vir- 
ginia for the reestablishment of rent control 4 
1589 
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Mr. Summer. The only comment I got was in the Naval Base that 
credit restrictions should be lifted completely until the defense work- 
ers, civilian workers that are coming into the establishment, are prop- 
erly housed. I will make a general recommendation on that aldiect. 

Senator Roserrson. Did you find any demand in Virginia for the 
establishment of controls on commercial properties? 

Mr. Summer. I did not. 

I would like to talk first on section 102. This, as proposed, gives 
the President such broad, sweeping pewers that he could socialize the 
entire real-estate industry forthwith. As proposed, the President 
could take, by condemnation, any real estate in this country. There 
is no limit, and he could build thereon anything which he deems neces- 
sary for the defense of the country. This could include housing, 
retail business, commercial] properties, industry, schools, hospitals, 
anything. In effect, as eccibat, this amendment could create public 
housing, socialized medicine, and Federal education. 

Senator Scuorrret. Mr. Summer, do you consider that act that 
broad ? 

Mr. Summer. Yes, we do—not only I do, but we have submitted 
it to our counsel, have discussed it at meetings attended by repre- 
sentatives of mortgage groups, builders, real estate and others. The 
feeling is unanimous that the language is so broad that if the Presi- 
dent chose to do so—I do not say he would do so, but he could—and 
when we say the President in this testimony, we usually speak of his 
representative. 

Senator Scuorrret. I asked that question for this reason—and 
I personally have grave doubts whether that ought to be in this 
bill, speaking only for myself: Some of the governmental agency 
witnesses appearing before the committee did not seem to know who 
requested it, but indicated that it was only for military installations, 
such as taking an airport, or something like that. As far as I am 
concerned, I failed to get any direct, clean-cut statement as to what 
they intended under this act. Now, it may be it is a defense picture 
they do not want to disclose, but I think that is an overworked phrase 
around Washington. 

Senator Carenart. What is that section? 

Mr. Summer. We are talking now of section 102, amendments to 
the Defense Production Act, as proposed. 

For example, technically, following the wording of the language 
of this bill, the President could order, if in his opinion it was in the 
interest of the national defense, $20 billion-worth of Government 
housing tomorrow, subject only to the approval of the Appropriations 
Committees. There is language in there which says “notwithstand- 
ing any other law.” It is so broad, that we feel that it may make it 
possible to — al] the socialistic proposals that have been voted 
down consistently by this august body down through the years. 

Using another example, the way that bill is worded now, the Presi- 
dent could take over the entire steel industry, or any other industry, 
or all of them, and operate them. 

Senator Roserrson. Before you proceed further to discuss the pro- 
posed amendments to the present law, would you mind telling us your 
attitude toward the present law? 

Mr. Summer. Yes. Our association, of course, is in favor of any 
legislation which will strengthen our defense. We have offered our 
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services to the Government, and it has been taken advantage of in 
several cases, and we hope it will be called on even more, but we are 
opposed to the broad language in section 102, and have a definite 
proposal. 

Senator Rosertson. In the present law ? 

Mr. Summer. No; we are talking now about the proposed amend- 
ments. 

Senator Rozertson. Well, first I want to get cleared up—and I have 
a personal reason for doing so—your attitude toward the present law, 
whether you think that we are in the type of inflationary period where 
some controls are necessary to prevent run-away inflation. 

Mr. Summer. Well, in testimony previously given, we have testi- 
fied in favor of portions of the present law, but we have been opposed 
to any portions of the law which create, in our opinion, unnecessary 
controls, and we are opposing anything which provides for direct 
building by the Government. 

Senator Roserrson. The members of the committee are opposed to 
unnecessary control, but all the members of this committee voted for 
the bill we now have, and I just want to know if you endorse their 
position in doing that ¢ 

Mr. Summer. Sir, if I may continue, I think we will make our 
position clear. 

Senator Rosertson. Will you answer that question ¢ 

Mr. Summer. Yes; I would say on the whole it is all right. We 
are opposed mainly to the amendments to the bill. 

For instance, on the subject of credit controls, we feel that the credit 
controls are not needed on existing housing and on other real estate 
as proposed in the amendments. Similar proposals were rejected by 
the Congress last summer when the Defense Production Act of 1950 
was approved. Your present controls cover FHA and VA financing 
on existing homes, as well as credit controls on all new construction 
of every type. The proposals here would extend that to conventional 
financing on existing homes, and all types of real estate, which would 
include vacant property. 

I might point out that we feel this is unnecessary inasmuch as the 
established customs and laws or traditions of conventional financi ing 
are limited pretty much to 6624 percent, and we feel that that is un- 
necessarily proposing new laws with reference to control. There has 
been no case made for the change. In fact there has been over- 
whelming evidence against it. 

We also want to point out that we feel that Regulation X, in its 
present form, hits hdanleat the lower middle-income family, which 
frequently is required to buy with a minimum down payment. It 
has hurt not at all the wealthy family who, without any great effort, 
can afford to pay the additional cash necessary. 

Senator Bricker. You are attacking now the regulation as issued, 
not the authority for the regulation ¢ 

Mr. Summer. The regulation as issued ; yes, sir. 

Senator Bricker. It is your contention there ought to be a top 
limit placed by the Congress upon any regulatory order that is made 


by the Federal Reserve in regard to either Regulation X or Regula- 
tion W? 


. 
~~ s a es lk ln el en eens 64 |} CO ee SO ROR 







1592 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Mr. Summer. We feel that in times like this there should be regu- 
lations, yes, sir, but we are opposed to the manner in which they 
are handled. , 

Senator Bricker. How do you suggest that this committee or the 
Congress approach that problem ? 

Mr. Summer. If I may make a suggestion, I would say for one 
thing, and this is the most important of all, in defense areas, some 
of which have been identified, many of which have not been identified, 
Regulation X has been imposed. In.some cases it has been relaxed, 
which means in a place like San Diego, for instance, where it has 
been established there is a need for housing. In places like Norfolk 
it has not yet been relaxed. The cash requirements were reduced 
from, say, $2,200 down to $1,700 in a given price bracket. Actually 
if those in control of Regulation X wanted to cure the situation sin- 
eerely, they would lift all controls for the duration of the need, and 
only to the extent of the need, and reimpose them when that emergency 
has been met. 

Now, we are told in the newspapers that people are doubling up 
and tripling up in some of these critical areas, where new plants bea 
been established, and it does not make sense that they still hold on to 
these credit restrictions when the mere lifting of them would solve 
that housing problem. 

Now, we are not advocating, sir, the general lifting of credit con- 
trols. 

Senator Ronertrson. How about the limit, would you lift it up to 
$50,000, or what limit ? 

Mr. Summer. At the present time you have a limit which I think is 
perfectly proper, but I think your defense workers are the people 
that are generally in need of housing. Let us be realistic about it. 
What we need in these areas is rental housing that defense workers 
ean afford to pay. They are not indigents nor are they wealthy 
people, but they can pay a middle, average rent. 

That can be accomplished in two ways, and we have so testified 
before this body, and before the House committees, and we have so 
stated in our publicity releases. It can be accomplished, first. in 
lifting all credit controls, only to the extent of the need. Secondly, 
to provide new rental housing, we have recommended a new title to 
FHA of 90 percent insurance, but, to prevent abuses of 608, we have 
urged that there be priority for the lowest rents. That was tried by 
the FHA for a 4-month period, during the latter part of 1949 and 
the early part of 1950, and during that period in my area the rents 
dropped on new applications as much as 25 and 30 percent. 

Senator Bricker. That is in another bill? 

Mr. Summer. That is not in any bill, sir. There is no priority pro- 
vided for the lowest rents in any bill. We have recommended it, but it 
is not incorporated. We feel that instead of Government housing, 
which adds to our tax bill, or to our national debt, that the private 
builders can and will do the job, but in order to keep the rents at the 
levels that defense workers can afford to pay, in the simplest possible 
manner, we have recommended priority for the lowest rents. It has 
been tried with success, but unfortunately the FHA went back to 
processing chronologically rather than on the basis of priority. 
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Senator Roserrson. Do you mean to say in the housing bill now 
pending in the House committee we did not provide for priorities for 
low cost housing in critical defense areas 

Mr. Summer. No, you did not in the sense that I am recommend- 
ing it. 

Senator Carenarr. You are talking about priorities in processing, 
are you not? 

Mr. Sumer. In processing. In other words, we contend that pri- 
vate builders can do the entire defense housing job. However, in 
order to police the industry, if you will, and in order to get the very 
lowest rents which defense workers would like to see, and which 
should be there, you can accomplish it through priority. 

For instance, under these regulations all building organizations 
cannot go ahead full-steam. Many of them will have to sit on the 
sidelines, and no building organization will sit idly by and see its 
competitor go in there and get priority in processing simply because 
his rents are lower. He will do what happened in New Jersey, and 
probably other areas, where rents dropped from $100 for four rooms 
down to $78. He may change his plans, his site, may sharpen his 
pencil and reduce his spec ifications a little bit. It has been done, and 
it can be done and would be done. So we feel that in these critical 
areas, We have since objecting been urging that something be done 
about it. Instead of that the critical situation is inc reasing. Frankly 
we feel that it is more than accidental, that there are some of those 
people in Government—I am not referring either to the Senate or to 
the House, I am referring to those in Gimpdaniaiad agencies—who 


re would like to see a critical situation because then there would 


ye an uprising and a demand for Government-built housing, which is 
entirely unnecessary. Our economy can stand no more of it and needs 
it not at all. 

Senator Carenart. Mr. Chairman, I want to say this: It seems to 
me that the problem is very important as far as military needs are 
concerned. The Government knows exectly where these defense needs 
are, they know where their military establishments are, and they 
ought to know approximately how many people they are going to need 
at each. They ought to be able to sit down then and adjust Regulati ion 
X, and adjust the priority, of processing these loans to take care of 
those situations, if they want to, but they do not seem to want to do it. 
It is very simple, very easy. I would think any high-school kid would 
work it out in a short time. 

Senator Bricker. You feel there should be a modification of Regu- 
lation X in those defense areas. 

Senator Carrnart. That is right; you know exactly where those 
places are, you know there is an atomic plant being built down South, 
you know exactly where your military establishments are, you ought 
to know how many men you are going to have there at the peak. You 
ought to know how many men you are going to have working in de- 
fense areas at the peak, and it ought to be very simple to sit down with 
a pencil and decide that you are going to be required to house X num- 
ber of people in addition to those that are living there, both in the 
so-called defense areas, and the military establishments. We, the Con- 
gress, ought to concentrate on solving that problem with the facts 
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before us. The facts are easy to ascertain, and the people running 
this Government ought to concentrate on solving that problem, if 
they want to solve it. I am fearful, as you see, that they want to use 
it as an excuse to put over public housing, and get a lot of other things 
that personally I am not interested in at the moment, and I think they 
ought not to be interested in. 

It isn’t a tough job at all to ascertain what is needed in each of these 
respective military establishments in these defense areas. It is very 
easy to do it, but they won’t doit. They haven’t yet, under the Wherry 
Act, declared areas in the United Staté as being critical. T hey haven't 
done it for some unknown reason—I don’t know why. I presume it is 
for the reason they are going to come in one of these days and say “The 
Wherry Act has fallen down, and we have a shortage of houses in mili- 
tary establishments and defense areas, therefore we have to get an ap- 
propriation of a few billion dollars to build housing facilities our- 
selves, and use them.” I presume that is the reason. 

I happen to know a couple of military establishments in which the 
people are ready now with their plans to go in and build houses, but 
they can’t do it because they refuse to declare them as critical, and 
they can’t get the job done. 

I know what you are saying makes sense, and I hope some of the 
people running this matter are here listening today, because they ought 
to solve this problem. They have enough authority right now to do 
the job if they want to do it. 

Mr. Summer. As a matter of fact, as of today we issued a press re- 
lease in which I stated just that. I have been coming down here 10 
years now, and have seen this thing ebb and flow. I am convinced it 
‘an be done as you say. 

Senator Carenart. There isn’t a Member of Congress of the United 
States who doesn’t feel they have already given them authority. If 
they feel they don’t have it, we will give them authority to supply 
through private industry, through relaxation of Regulation X, to take 
care of all housing they are going to need at the atomic plant in South 
Carolina, and in Kentucky, and any other point in the United States. 
That has been our intention from the very beginning and ought to be 
our intention today, and I think it is the intention of the members of 
this committee to give them the authority to do that, whatever is nec- 
essary here to win the war and rearm this country and whatever is 
necessary to furnish housing facilities for those in the military and 
those in national defense. 

Why do we not concentrate on that particular problem? I lose my 
patience. 

Mr. Summer. I have tried to get that idea across to the ODM, and 
to both the committees of the Senate and House, and we have repri- 
manded ourselves a little bit 

Senator Capenart. This committee worked night and day when the 
Senate passed this new housing bill to do just what we are discussing. 
It is over on the House side now, and they have done nothing about 
it over there. * It was our intention in writing that bill, at least, was 
mine, and I think it was true of every other member of this commit- 
tee, that was a bill to do just what I described a moment ago. That 

was to take care of military establishments, and national defense areas, 
and do it quickly, honestly and efficiently. 

Senator Scnorrret. Will the Senator yield ? 
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Senator Carenart. Yes. 

Senator Scnorrret. Does the Senator agree with me that there is 
nothing in that bill that would curtail or prevent the various depart- 
ments in the Government relaxing regulation X in these defense 
areas? They have had that authority, and I know the chairman of 
this committee and other members of this committee, when we had 
the housing bill up—and it is a matter of record, if they will take 
the stenographic reports—requested time and again that these agen- 
cies determine where the defense areas were, and to move out with 
these defense housing needs and requirements, and I think that ought 
to be in this record, because Congress hasn’t been remiss on this thing. 
It has been some of these departments that have been dragging their 
feet in indicating where these defense areas are, and those depart- 
ments were the only ones who knew where they were going to put 
these installations, 

Senator Carenart. I think the Senator is 100 percent correct. 

Mr. Summer. I would like to say this, however: that the bill passed 
by the Senate, the Defense Housing Act, does not provide the vehicle 
that I have recommended, and which our association recommended 
during the previous hearings on that bill, and today. 

Mainly this: there is not today under FHA any provision or appro- 
priation to take care of your defense workers. We have recommended 
this, and it is not in the bill, sir, in order to prevent the abuses under 
title 608; in order to prevent any building of luxury homes or un- 
necessary building, what we propose is a new title to 608 for 90 percent 
insurance, with priority for the lowest rents right in there. There is 
no such title—— 

Senator Carrnartr. What do you mean by “priority”? 

Mr. Summer. Simply this: that in a given area—let’s assume it is 
announced that we need 5,000 units in Norfolk. It is then announced 
that applications will be received for 5,000 apartments. Rather than 
establish new agencies or establish new ceilings, it will also be an- 
nounced that in accordance with title II, for purposes of illustration, 
90 percent insurance through FHA will be available, but priority will 
be given to the application with the lowest rents. 

Then the aes file their applications. They are received, and 
those with the lowest rents are processed 

Senator Capenart. Don’t you think they have authority to do that 
now? They have the authority to process these applications any way 
they see fit. ’ 

Mr. Summer. I fought with the FHA on that in 1949. I fought a 
single-handed battle, and I think a lot of the FHA—I think it is one 
of the finest agencies in Government. Yet they tried the priority 
system for 4 to 5 months, and then for some reason went back to 
chronological processing again. 

Senator Carrnart. Is anybody here from FHA or the Housing 
Authority who can tell us why they can’t process the applications on 
the basis that this gentleman has suggested ? 

Senator Rornertson. In that connection, I wish to say that I under- 
stand they have an interagency committee of which some representa- 
tive from Mr. Wilson’s office is chairman, and they have certified six 
areas as being critical defense areas, and still have pending 58 cases 
where it is alleged they are critical areas and need the priorities to 
start building. 





1596 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Who can give us any information on that ? 

Will you identify yourself, and give the information for the record ¢ 

Mr. Van Veen. I can’t give you the information. 

Senator Roserrson. Who are you? 

Mr. Van Veen. Henry Van Veen, Office of the Housing Expediter. 
We handle merely rent control. There was discussion about the criti- 
cal agency committee at one of our prior hearings, and at that time 
the name of the chairman of that committee was put in the record. 
I believe Senator Capehart asked the question. 

Senator Caprnart. There is nobody here who knows whether they 
can or can’t process these applications ¢ 

Mr. Summer. I can answer that, sir. I am an approved mortgagee 
of the FHA and do business with them. They can do it, but haven’t 
been doing it. I don’t believe, however, that you have a vehicle now 
in existence providing for 90 percent loans in those areas. 

Senator Rosertson. I understand that Mr. Ralph R. Kaul is chair- 
man. 

Mr. Summer. I have a letter here from him. 

Senator Roserrson. Would the committee like the clerk of this 
committee to communicate with him and tell him this issue has arisen? 

Do you know how many cases are pending that haven’t been acted 
on ¢ 

Mr. Summer. Mr. Chairman, if I may read the letter, it is pertinent 
to what you are talking about. It is signed by Ralph R. Kaul, dated 
May 16, and addressed to Herbert Nelson, in answer to a letter from 
us. We sent him a list of the Army installations where there is an 
established need for housing, and suggested that there must be a similar 


list made up for Air Force and naval installations and the like, and 
he says: 


I am acknowledging and thank you for your letter of May first with enclosures 


recommending the designation of listed Army areas as critical defense areas for 
relaxation of housing credit curbs. 


The committee has some of the areas listed under consideration at the present 
time. I have forwarded your letter to the Department of Defense with the 
request that they initiate action on any additional areas where defense activity 


is being seriously delayed or threatened to be delayed due to a shortage of 
permanent housing in the area. 


The housing need in many of the military areas is of a temporary nature, 
which can’t be authorized under existing legislation even with the relaxation of 


the credit restrictions. 

Of course, there are areas where defense workers are involved, and 
where Wherry housing would be very much in order. 

Senator CapeHart. Do you know how many areas they have certi- 
fied for so-called Wherry housing? 

Mr. Summer. Ten areas as critical areas. 

Senator Capenart. Only ten? 

Mr. Summer. Yes. 

Senator Capenart. And how many areas might they certify? 

Mr. Summer. I wouldn’t want to say. We have offered to make a 
survey, sir, at our own expense, if we will be given the authority, and 
determine in a very few weeks through our members the complete need 
inthe country. That offer has not been accepted. 

Senator Carenart. Do you know how many military establishments 
we have in the United States? I don’t suppose that is a military 
secret. 
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Mr. Summer. I don’t know. 


Senator Scnorpret. What would prevent you from making that 
survey ¢ 

Mr. Scmmer. Simply this: Many of the commanders will not fur- 
nish us with information without authority. We need a letter of 
authority either from the Defense Department, or the office of the 
Hoaeng Agency. We need authority to get the information. 
Through our 45,000 members, we have offered to do that, but without 
authority, and with an approval of the information needed and desired, 
it is not practical. We can’t go into a camp, and they won’t tell us. 

Senator ScHoEPPEL. Have you made requests to some of the mili- 
tary authorities in such a way that you have something in writing 
on it? 

Mr. Summer. Yes; we have. 

Senator ScHorPreL. Could you give this committee the benefit of 
those ¢ 

Mr. Summer. Yes; we will file that, if you wish. 

Senator ScHorrre.. I would like to have it. 

(The information referred to follows:) 


Housing IN AREAS ADJACENT TO MIiviTary INSTALLATIONS AND Contract WorK 
Wits BILLetine Orricers THrouGH Loca, COMMITTEES 


Following its national convention last November the National Association of 
Real Estate Boards requested its State associations and, in many instances, many 
of its local boards, to contact billeting officers of military encampments near 
their boards or within their States, for the purpose of offering our services in 
providing housing in these areas. Also, we wanted to offer our services in 
eliminating any possible chance of unfair rentals to military personnel who 
might be stationed in such areas. 

Fort Jackson, 8. C., is 4 miles distant from Columbia, the capital city, with a 
1950 population of 90,000. Just prior to World War II Fort Jackson was 
reactivated in 1940. There was immediately indicated a trend toward a tight 
rental housing market. The Columbia Chamber of Commerce set up conferences 
between General Peyton, the post commanding officer, his staff, and the prop- 
erty owners’ group, out of which the following plan was evolved and put into 
operation : 

1. The fort would establish a billeting office in the city and would maintain an 
active list of available rentals voluntarily submitted by owners or agents. 

2. A fair rents committee, composed of three real-estate agents and three 
from the staff of Fort Jackson, with a representative from the chamber of 
commerce, was established with the following duties: 

(a) Review any allegedly improper rental submitted by either landlord or 
tenant, or prospective landlord or tenant; after which an analysis was made, 
from which a determination of fair rental was reached. 

(bo) If the landlord failed to acquiesce to the determination by the fair rents 
committee, the billeting officer was instructed to remove such property from 
the eligible list for occupancy by military personnel. 

Only three cases of any consequence arose, with solutions reached within 10 
days. This resulted in holding the rent line on a voluntary basis and the prop- 
erty ownerships, generally, cooperated fully. 

Fort Jackson was ordered to be deactivated about April 1949 shortly after the 
military had urged upon the citizenry the importance of constructing 3,150 units 
for military personnel, with the implied threat that if the citizens did not do so, 
the Government would. The citizens there put their shoulders to the wheel 
and in a remarkably short time initiated the construction of a substantial portion 
of the requested housing units. 

When the Korean situation developed, the reactivation of Fort Jackson was 
ordered. Despite existing vacancies, the realtors and the chamber of commerce 
invited the Fort Jackson authorities to a housing conference. The result was the 
reestablishment of a rental committee, as above outlined, with a further guide 
for fair rentals. This was to be a net 6 percent return to the property owner, 
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based on current replacement costs as of the date of the reviewal, less applicable 
depreciation. All expenses allowable under income-tax law were to be taken 
into consideration in determining the net income. Fort Jackson now has 
approximately 30,000 on the post and there has not been one single complaint 
for their committee to handle. 

Our eontact committee with the billeting officer at Camp Chaffee at Fort 
Smith, Ark., resulted in a series of meetings which are still going on. Camp 
Chaffee has recently been reactivated and will be about double its present size. 
Our committee reports: “We have a number of active operative builders here 
in Fort Smith who would build any number of housing units just as soon as it 
is determined that there is a definite need for additional housing. 

“Our last meeting with the Camp Chaffe® officials just the other day indicated 
at that time that there was ample housing to take care of the Army personne’. 
We will keep in contact with them.” 

The committee reported that it will keep in contact with the local officials and 
if there is any need for housing, they will take care of that need. 

The executive secretary of our Virginia Real Estate Association, Mr. Joseph 
F. White, Jr., writes that following our convention they made arrangements 
with Lieutenant Smith, the billeting officer at Camp Pickett, Blackstone, Va 
for a meeting with him. Also invited to the meeting was a Mrs. Hudgins, director 
of the housing authority and employed by the Blackstone Chamber of Com 
merce to meet with the group. 

Mr. White reported of interviews with the billeting officers and other personne! 
at Fort Monroe and Langley Field, Va. They were told that there was no 
trouble whatsoever in finding places for both military and civilian personne! 
to live. There was a shortage, however, of individually owned furnished places 
to live. There were no complaints against present rental rates, and a sufficient 
supply of ayailable rental units seemed to be on the available lists at the 
meeting. 

At Fort Eustis, located about 12 miles from Newport News near Lee Hall, a 
Major Carr was interviewed. Major Carr was advised of the number of units 
that might be needed in the area and the number of persons that might be ex 
pected to come into the post. The committee, after making a survey of the 
vacancies existing, found that there are available and convenient for the Eustis 
personnel in excess of 500 units at a rental rate of from $45 to $67.50 per month, 
unfurnished. 

The committee also contacted the Newport News Shipyard & Drydock Co., 
which had a considerable number of personnel coming in by reason of defense 
contracts. A Mr. W. T. Smith furnished us the information which is reported 
below. The low peak of personnel at the vard was reached in July 1950 when 
6,650 persons were employed. He anticipated the demand as follows: March 
1, 1951, 9,000 men; June 1, 1951, 9,200 men; September 1, 1951, 9,600 men; No- 
vember 1, 1951; 10,000 men. 

It was indicated that out of this proposed increased enrollment a number of 
men were recently employed who were local residents and former employees 
of the yard. This type of employment would continue as far as possible, Mr. 
Smith reported, and there would be no housing needed for this type of new 
employees. It was generally felt by the committee that the increase was slight 
and could be absorbed in the local community without any undue economic 
hardship. 

One thing did develop in this interview, and that is that the shipyard workers 
employed usually were marired men or men not subject to the draft. This, of 
course, has pushed up the percentage of family groups that may be brought into 
an area, with an expanded personnel somewhat out of proportion to that of 
the last war when drafting was permitted for shipyard employees. We have since 
been advised that some deferments are now being permitted. The rents were 
reported not out of line due to the fact that there seems to be a sufficient number 
of rental units available to maintain a free market and a competitive con- 
dition. 

It is interesting to note the following press release from the Department of 
Defense, Office of Public Information, concerning the alleged shortage of hous- 
ing in and near Camp Pickett, Va. 
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The text of the release follows: 


“DEPARTMENT OF DEFENSE 
“OFFICE OF PUBLIC INFORMATION 
“WASHINGTON, D. C. 
“No. 1436-50 
“November 28, 1950. 
“Immediate release for the press : 

“The Department of the Army announced today results of an investigation of 
conditions at Camp Pickett, Va. 

“Complaints regarding Camp Pickett alleged that men were receiving unfit food ; 
that clothing was inadequate; a lack of recreational facilities existed on the post; 
civilian transportation away from the post had been curtailed; promotions had 
been frozen; telephone facilities were inadequate; medical attention was not 
available; passes had been refused, both at night and over week end; parking of 
privately owned vehicles was restricted to an area which required owners to 
walk as much as 2 miles to barracks; married officers and enlisted men were 
required to live on the post, foregoing the society of their families, while the 
division commander was having a set of quarters expanded at Government 
expense so that his family might live with him. 

“Action has now been taken to increase the allowance of certain items of the 
ration over and above those required for average military personnel during the 
initial training phase of the division. Additional qualified food service personrel 
have been assigned to units which required them, so as to insure proper serving 
of food. 

“Initial clothing requirements had been reduced. As a result, in many cases 
men were not properly equipped prior to departure from their home stations. 
The investigation has indicated that these difficulties have been overcome. By 
October 16, all men, with a few exceptions, were properly clothed. In 
exceptions, clothing of proper size has been ordered. 

“Recreational facilities on the post are being expanded as the need arises, and 
as funds and material become available. Arrangements have now 


these 


been made 


with civilian transportation companies to afford assistance to service personnel 


during authorized absence from the post. 

“Restrictions on promotions have been removed. Qualified personnel are being 
considered for promotion to existing vacancies. The civilian telephone company 
in the area is providing, as rapidly as possible, expanded telephone facilities. 

“Medical facilities and personnel at Camp Pickett are now deemed adequate. 
Deficiencies did exist during the first days of mobilization, but coordination with 
medical personnel at Fort Lee assured required services at all times. 

“Pass privileges have been restricted to insure maximum participation of all 
personnel in the accelerated and intensive training program. Restrictions on 
the movement and parking of privately owned vehicles have been imposed as 
safety measures. However, two additional parking areas have been made avai!- 
uble since complaints were received, and the distance between barrack areas 
und authorized parking areas has been reduced materially. 

“All officers and enlisted men have been required to live on the post in order 
to insure successful accomplishment of the assigned mission of the Forty-third 
Infantry Division. Expansion of quarters assigned to the division commander 
has been authorized and approved by the commanding general, Second Army, 
so as to make them habitable by the division commander and his family. This 
has been done so that the senior officer on the post may be present and available 
at all times.” 

From Jacksonville, Fla., our housing and rent committee found conditions 
fairly normal, considering the large increase in the population. A copy of a letter 
from Mr. Emanuel Danese to our director of research and surveys is attached. 
Also is attached a clipping from the Florida Times-Union showing the amount of 
units available in the Jacksonville area. This clipping came from the March 11, 
1951, issue of the Times-Union. 
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Much has been said about the Fort Knox, Ky., area. May we report that a re. 
cent newspaper article showing a picture of the new Fort Knox (Wherry Act) 
project indicates that the huge job of defense housing is being done by private 
builders instead of becoming a direct Government operation. The story goes 
on: “This is being proved—at a tremendous saving to taxpayers—in the hous 
ing project shown above and others being financed by private investors’ money 
advanced through the local Midwest Mortgage Co. (The Midwest Mortgage (Co. 
is located in Miami, Fla.) The projects are attracting Nation-wide attention, 
and seem likely to be the model for a large portion of the defense housing work. 
The air view above shows 614 of a total of 1,000 housing units completed and 
occupied at Fort Knox, Ky. Even before completion of the original contract, 
the Midwest firm has been awarded another 500 units making a total of 1,500 
at Knox. In addition the Midwest commitment at Fort Campbell, Ky., has been 
stepped up by the Grovernment from 800 to 1,200 units. These projects repre- 
sent the first awarded work under the recently passed Wherry Act.” 

Realtors of Massachusetts have been in constant contact with the billeting 
officer at Fort Devens. Lieutenant Colonel Amen is the billeting officer and has 
indicated his appreciation of the work of our committee, not only in helping to 
find housing but in adjusting disputes over rents, if any should arise. 

Mention was made of Omaha, Nebr., by a member of the committee. Our com- 
mittee there reports that the supply of rental housing units is materially im 
proving. The committee states that people may experience difficulty in finding 
a place to live in the low rental brackets, but they also will have just as much 
trouble in finding meat, coffee, butter, and other food items to purchase at 30 
cents a pound as they used to. In the Omaha area in 1947, 955 housing units 
were completed ; in 1948, 1,103; in 1949, 1,317; in 1950, 2,003. As of January 1, 
1951, in addition to the above mentioned, there are approximately 700 rental 
units under construction adjacent to Offut Field, where the strategic Air Com- 
mand Headquarters are located. An additional 611 rental units in the same 
area are- under construction. This is private construction, under the Wherry 
Act. The rental schedule for these units is as follows: 


1-bedroom units: 
75 for airmen - $51 
I a as es i te hh a ee ee ake el, Eat A 68 
2-bedroom units: 
162 for airmen 
90 for officers____- 
3-bedroom units: 
75 for airmen 
TE ad osc acre nine ns bales gil acento weet eee eine lees denn ta wakibthions 


These monthly rentals are based on the fact that no property tax will be assessed. 
There is pending in the courts at the present time litigation to determine 
whether or not this will be permitted. If a property tax is assessed, these units 
will be increased approximately $3.25 per unit per month. 

This is a sample of the material that our committee has available, and we 
will be glad to supplement this information if there are any requests on specific 
areas. 


JACKSONVILLE Boarp OF REALTORS, 
Jacksonville, Fla., March 15, 1951. 
Mrs. Ben G. Crospy, 
Director, Department of Research and Surveys, NAREB, 
Washington, D. C. 


Dear Mrs. Crospy: I am sorry this is so late getting to you, but your letter 
of March 2 eaught me out of the city. 

From my own observation and as a result of a canvas of the leading rental 
agents in Jacksonville, I find that the picture here concerning rents fairly normal 
considering the large increase in population. Many rental units have gone up 
within the past 5 or 6 years and vacancy signs are quite common. Best evidence 
is the for rent section of a Sunday’s paper. I have taken a tear-sheet from last 
Sunday’s Florida Times-Union of Jacksonville to prove this point. Two new- 
comers found neat two-bedroom unfurnished apartments for $55 and $62.50 
per month, conveniently located and in nice sections of the city. 

The Jacksonville Board of Realtors has been on the alert since decontrol of 
rents here over a year ago for signs of gouging the tenants and only a few isolated 
“ases have been discovered. The property managers, realtors, and home builders 
of the city all joined in on a move through a series of meetings, urging their 
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cients to hold down rents following decontrol. This program proved very 
effective. The issue now has become just about forgotten and probably would 
resolve itself entirely if left alone. Plans are under way to construct several 
hundred units near the naval air station here, under the Wherry Housing Act, 
and these additional rental units should be adequate to increase in personnel ex- 
pected at our military establishments. 
Yours very truly, 
JACKSONVILLE BoArp oF REALTORS, 
EMANUEL DANESE, Secretary. 


Mr. Summer. We made the offer as well to the two committees of 
the House and Senate. 

I want to point out in conte on this particular subject that devel- 
opers, only in defense area , should be ene ouraged to build rental 
housing and not deterred as shaw are at the present time. Again I 
repeat our recommendation is only to the extent of the need, not an 
over-all relaxation. 

The word “relaxation” is dangerous—there must be a lifting of 
controls, not a relaxing, because the people coming into these areas 
frequently do not have cash; but they should be lifted only to the 
extent of the need, and then reimposed. 

During a period of great economic change, such as we will face 
when our defense production gets underway, there must be move- 
ment of people, and when you freeze real est: ite, you defeat that very 
purpose. 

You can’t freeze a real-estate economy by controlling all home sales 
and all real-estate leh, and not interfere with production. 

I think it would weaken our economy to carry further the present 
controls. 

Now, even Senator Maybank, during my last hearing before you, 
insisted that there should be designation of areas which have become 
critical, and since the Senator made that statement, and we discussed 
it, there have been very few areas declared critical. 

The Cuatrman. That is no fault of mine. 

Mr. Summer. I am not saying it is. 

The Cuarmman. Every Senator on this committee knows that since 
February, when I got back, I have been trying to get the national 
defense organization to declare the critical areas so houses could be 
built. The Senator from Kansas well knows when I said I thought 
they would act and act promptly. I thought they would act on the 
control bill last October so we wouldn't today be losing $2 billion out 
of every $10 billion for the armed services. We appropriated $48 
billion since June to date. We have a bill in the Appropriations 
Committee for $60 billion, and General Marshall testified before the 
committee—the appropriation bill is the order of business today— 
that we lose $2 billion out of every $10 billion since October in ‘the 
increased cost of procurement of Army goods. 

In other words, we have lost $21 billion of the taxpayers’ money 
because of the failure of various segments of the administration to 
act. I was sincere when I thought they would declare the critical 
areas, and I believe it would have been for the good of the country, 
and for the good of you housing builders. 

Mr. Summer. In my talk in these two States—— 

The Cuamman. What I want to do is get this in the record: Every 
day things go upand up. Every day they are going to control this, do 
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that, and yet we are confronted with increased costs—$2 billion out 
of every $10 billion is gone. 

Big corporations have notified us that under contracts they have 
with us they can’t deliver. 

I agree with you that I said that, and I only regret they didn’t do 
anything about it. I am glad you brought it out, because I want 
the military to do something. 

Mr. Summer. I have also quoted you on this, and this has gotten 
even more applause than any statement I have made in these 23 States, 
talking to community meetings: an 

Here is a bill which reaches into the stock room, the production line and the 
cash register of every business in this country. It also reaches into the pantry 
and the family purse of every home in this country— 
and we agree with you, sir. 

Senator Caprenart. If the witness will yield a moment, Mr. Chair- 
man, I would like to place in the record at this point the hearings 
before this committee on April 27 and 28, 1949, when we were con- 
sidering housing in military areas. 

I would like to ask unanimous consent to have placed in the record 
what amounts to 7.5 pages of military installations, and I want 
to call to the attention of the committee the fact that they gave the needs 
for military housing at that time, and they gave this information in 
order to encourage this committee to pass the legislation. The pages 
are from page 29 to 36—I haven’t calculated the number of installa- 
tions, but it runs into, I suppose, three of four hundred. Yet I 
understand that there have been only 10 installations or 10 facilities 
that have been declared critical under the so-called Wherry Act. 

In other words, they came before this committee 

Mr. Summer. Not the Wherry Act, sir; the Wherry Act is merely 
a means of building homes on military establishments. 

Senator Carenart. That is right; they were critical areas: in which 
they needed housing, and that was presented by Mr. Symington, who 
was then Secretary of Air. 

I think it is important, and I think it ought to go into the hearing 
at this point, because it shows how we, the Congress, work night 
and day here to pass legislation, and then after we pass it, nothing is 
done about it. Bither nothing is done about it, or they administer 
it in many instances directly opposite to the intent of Congress. 

The Cuarrman. Without objection, that will be placed in the record. 

Senator Rosertrson. The senior Senator from Indiana is referring 
to testimony taken by our committee on April 27 and 28, on S. 1184, 
designating military areas. Those hearings were printed, and that 
list of areas has been printed, I understand, at a cost of $50 a page. 1 
am afraid we are going to find ourselves like the rich man who saw 
Lazarus on Abraham’s bosom. He wanted Lazarus to come down 
and put a drop of water on his tongue, but was told he couldn’t do it, 
and when he asked if they wouldn’t send somebody down to notify his 
relatives who were still alive about what was going to happen to 
him, the reply was that they have Moses and the Prophets, and if they 
are not going to pay any attention to them, they won’t pay any atten- 
tion to any new emissary who came down. If they won't read this list 
of areas already printed, what assurance do we have if we send a new 
emissary to them, at $50 a page, that they are going to do better? 
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Senator Capenart. I think the point is well taken, and I just won- 
der if they ever pay any attention to what this Congress does, and if 
they don’t in most instances go merrily on their way and do as they 
please. Whether reprinting this will i impress upon them that they did 
come before this committee in April 1949, and set out 3 or 4 hundred 
national defense installations which they themselves termed critical, 
and yet when we do pass legislation, and we do give them the right to 
do something about it, they absolutely refuse to do it, or are unable 
to do it for some unknown reason. 

I don’t care whether it is printed in the record or not, so long as the 
record shows that it is in the hearings before the Committee on Bank- 
ing and Currency, the Eighty-first C ongress, first session, on S. 1184, 
April 27 and 28, 1949, pages 29 to 36, in which the National Defense 
Establishment lists the military installations of the United States 
that need additional housing, and they used the list at that time to 
impress upon the Congress the importance of doing something. ‘The 
Congress does something, : and they do nothing about it. 

Senator Ronerrson. Mr. Chairman, as a compromise proposition, 
I think the Senator from Indiana is fundamentally right that some- 
thing ought to be done, and I suggest that the clerk of the committee 
be directed to send to those who apparently have not functioned copies 
of our hearings on S, 1184, and mention in the letter that we would 
like speed in granting priorities because of unfavorable comment be- 
fore this committee at the present time. 

The Cuatrman. I am informed that our supply of those hearings 
is exhausted, so without objection, that excerpt will be printed in the 
record. 

(The excerpt referred to follows :) 


Housing requirements for military and civilian personnel at Army, Navy, and Air 
Force installations in the United States 


A pproxi- 
mate mili- Deficien- 
tary and cies 
civilian 


Institution Community 


Alabama: 
Army: Anniston Ordnance Depot. ....--| Anniston 
Navy: None. 
Air Force: 
Brookley Air Force Base Mobile 
Maxwell Air Force Base | Montgomery 


Total. 


Arizona: 

Army: 
Navajo Ordnance Depot __-. site Bellemont 
Yuma test branch. . hdaluxeube| SUS 

Navy: United States naval air facility..........| Litchfield Park, Phoe- 

nix. 

Air Force: | 
Davis-Monthan Air Force Base____-_- Tueson 
Williams Air Force Base aoe Chandler 


Total 
Arkansas: 
Army: Army-Navy general hospital. Hot Springs 
Nav vy: Naval ammunition depot re | Shumaker 
Air Force: None. 
Total 


83762——51—pt. 2-34 
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Housing requirements for military and civilian personnel at Army, Navy, and Air 
Forces installations in the United States—Continued 


i 
} 
| 


California: 


Army: 


Institution | Community 
| 
Oakland Army Base. ____-..-.- yee ---| Oakland ..,. 
Fort Mason_._-_. | San Francisco 
Camp Stomeman. ..: <<. - . 425.6 -cc0 uss o Pittaburg 
Letterman General Hospit: al_- ..| San Franciseo 
Presidio of Monterey i | Monterey 


Pueblo Ordnance Depot__- 
Sacramento Signal Depot 
Siena Ordnance Depot-- 
Fort Ord 

Presidio of San Francisco. - 
Two Rock Ranch Station 
Benicia Arsenal 


Avandale. .. 


Doyle 
Monterey 
San Francisco 
Petaluma _. 
Benicia _- 


Navy: 


Air 


Colorado: 


U. 8. Marine Corps depot of supplies | Barstow 
United States naval amphibious base - 
United States naval air station 
ae | 
U. Marine Corps air station ___ = 
U nit ited States naval ordnance test station 
United States naval shipyard 
United States naval air station saa | Moffett Field 
United States naval! school, general line | Monterey 
United States naval air station, Alameda__ |) . 
United States naval supply center |sOakland 
Marine Barracks, Camp Pendleton | 
Mare Island group reserve fleet 
United States naval auxiliary air station 
United States naval air station 
United States naval station 
United States naval shipyard 
United States naval station 
Marine Corps depot of supplies 
San Francisco group reserve fleet 
U. S. naval training center 
U.S. naval station 


|}Coronado 
Fl Centro 
El Roro 

| Inyokern 

| Longe Beach 


Oceanside 
Mare Island 
“| Miramar __- 

| Point Mugu 
Port Hueneme 


’ }San Diego 


U. S. Marine Corps recruit depot. ..do 
United St: ates naval auxiliary station, Ream edtasackes 
Field. 
San Diego group reserve fleet._..........- do 


Naval communication station ............. Skaggs Island 


ewes 

Castle Air Field Base ...................-.- Merced 
Fairfield-Suisun Air Field Base. ___- Fairfield 
Hamilton Air Field Base San Rafael 
March Air Field Base soctchias ...| Riverside 
Mather Air Field Base .| Sacramento 
McClellan Air Field Base }.....do 
Muroc Air Force Base Muroe 


San Bernardino Air Force Base. 


Tetehk...i.. 


Army: 


Navy: 


Air 


Connect 


Army: 
Navy: 


Air 
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Caer Chanter eo cia casiae | 
Fitzsimons General Hospital _- 
None. | 
Force: 
CAPS NEON. 5 wercwcccnnusnnnsceddbana 
Lowry Air Force Base 


Denver 
Denver 


icut: 
None. | 


United States naval submarine base _...| New London 


New London group Atlantic reserve fleet. _ .|.....do.......-... 
WORN ae nna sod tie cxcdeneneivtbeemsanee Sd cnaghiait em benieid 
Force: None. 
DEFENSE PRODUCTION 


sei ot. so53. 


San Bernardino. 


Colorado Springs 


Colorado Springs 


Sacramento _- 


— Francisco. ---.- 


i 
tary and 
| 


Approxi- 
mate mili- 


civilian 


1, 472 
, 106 


- o So 
PRS rr Nee 


to 


Nn 


16, 2: 
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, S84 


74 
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100 
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, 042 


ww) 


813 


177 


144 


, 400 


, 39 


923 


472 


, 086 


440 
OS2 


O80 
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Housing requirements for military and civilian personnel at Army, Navy, and Air 





% Force installations in the United States—Continued 
F —_ 
Re Approxi- 
3 sitet 4 ata mate mili- 
q Institution Community tary and 
} civilian 
Florida: 
Army: None. 
Navy: 
United States naval station Green Cove Springs 3, 804 
United States naval air station Jackson ville 11, 039 
United States naval station Key West 4,179 
United States naval air station Pensacola 4, 286 
Air Force 
Eglin Air Force Base Valparaiso 8, 500 
MacDill Air Force Base Tampa 6, 500 
Orlando Air Force Base Orlando 4,000 
Tyndall Air Force Base_- | Panama City 4, 000 
Total 56, 308 
Georcia: 
Army: | 
Fort Benning. -. | Columbus 11, 927 
Camp Gordon | Augusta 3, 682 
Fort McPherson | Atlanta 3, 004 
Oliver General Hospital Augusta 1, 817 
Atlanta ceneral depot Atlanta 4 709 
Navy: Naval air station do 543 
Air Force | 
Chatham Air Force Base | Savannah - 4, 500 
lawson Air Force Base Columbus 500 
Marietta Air Foree Base | Marietta 1, 000 
Robins Air Force Base | Macon 10, 500 
Turner Air Force Base | Albany 1, 500 
SE j 43, 772 
Idaho: None. 
Illinois: | 
Army: | 
Rock Island arsenal | Moline 3, 371 
Savanna ordnance depot |} Savanna 1, 102 
Granite City engineer depot Granite City 1, 953 
Decatur signal depot Decatur i, 181 
Chicago quartermaster depot | Chicago 1, 807 
Fort Sheridan | Highwood 2, 483 
Navy: i 
United States naval air station .| Glenview S08 
United States naval training center | Great Lakes 4,788 
Air Force: 
Chanute Air Force Base Rantoul 11, 000 
Scott Air Force Base Belleville 11, 000 
Total 39, 493 
Indiana: 
Army: Jeffersonville quartermaster depot Jeffersonville 2, 340 
Navy: 
Naval ordnance plant Indianapolis 1, 609 
United States naval ammunition depot Crane 2, 766 
Air Force: Fort Benjamin Harrison Indianapolis 2, 000 
Total... 8, 715 
Iowa: None. 
Kansas: 
Army: 
Fort Leavenworth Leavenworth 3, 736 
Fort Riley Junction City 8, O82 
Navy: U. 8. Naval Air Station. Olathe 655 
Air Force: 
Marshal Air Force Base- Fort Riley 500 
Smoky Hill Air Force Base Salina 4, 500 
Topeka Air Farce Base-__. Topeka 4, 000 
| Enel EET, “9 seit ape ean 21 





wT. ah ee ot thes Abe ees Oe | Bain ooh BURA Ad te BD ihe S88 me en, 8 
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hh, te es i Ret. A 


Deficien- 
cies 


205 
350 
150 
1, 570 


os 


, 047 
1. 822 
, 218 
586 





63 


16, 115 


650 
200 
300 
200 

379 


191 


615 


, 616 


no 


_ 


, 670 
125 
177 
1, 609 
1, 801 


6, 957 
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Housing requirements for military and civilian personnel at Army, Navy, and Air 
Force installations in the United States—Continued 





Institution 

Kentucky: 
Army: | 
CE Bik onc Setimenmenndn 

ee ee eee 


Lexington signal depot 

Bluegrass ordnance depot_- 

Louisville medical depot 
Navy: Naval ordnance plant 
Air Force: 

Camphell Air Force Base__- 

Godman Air Force Base 


eee a aecccompemnetianeonni 


Louisiana: | 
Army: Camp Le Roy Johnson 
Navy: United States naval station 
Air Force: Barksdale Air Force Base _ - 


TOUR 5... entscine deiouee iecmaiaatae 
Maine: None. | 
Maryland: 
Army: 
Aberdeen Proving Ground..__.-.-.....-.--- 
Army Chemical Center --_--~- : 
Camp Holabird_._._-.-_- pawns ee | 
Fort Meade pwadieaoak 
Baltimore signal depot 
Camp Detrick 
Navy: 
i. Bee Deng to } 
United States naval air station 
Air Force: Andrews Air Field Base 


Total _. 


Massachusetts: 
Army: 
Springfield Arsenal 
Watertown Arsenal. a 
Murphy General Hospital -___. 
Navy: 
United States naval shipyard : 
Boston group Atlantic reserve fleet 
Air Force: | 
Otis Air Field Base__- Dt nee ts th ge | 
Westover Air Field Base 


Michigan: | 
Army: | 
Percy Jones General Hospital 
Detroit Arsenal 
Navy: None. 
Air Force: Selfridge Air Field Base 


Minnesota: } 
Army: None. 
Navy: Naval Air Station 
Air Force: None. 


PO once 


i 
Mississippi: 
Army: None. 
Navy: None. 
Air Force: Keesler Air Force Base. --_.- | 


Total. _-- 


1608 


| Middle River 


Community 


Hopkinsvijl¢. 
Louisville. - 
Avon. 

Fort Estill 
Louisville. . 
She ait 
Honvkinsville 
Fort Knox 


New Orleans 
a do 
Shreveport 


Aberdeen 

Edgewood 

Baltimore 
SR tent es ue 


Frederick 


Annapolis 
Patuxent 
Camp Springs 


Springfield 


Watertown 
Waltham. 


Boston 
...do 


Falmouth 
Chicopee Falls 


Battle Creek 
Warren Township. 


Mount Clemens 
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= 
Approxi- | 
mate mili- | Deficien- 
taryand | cies 
civilian | 
Sere : 
| 
3, 426 2, 939 
38, 683 | 5, 275 
1,183 2M) 
1, O54 200 
609 | 100 
876 | 15 
} | 
500 | 10 
-| 500 176 
| 46, 331 | 8, 945 
3, 203 | 1, 067 
2,513 165 
6, 000 2, 193 
11, 716 | 3, 42 
= — ———|_—————— 
| 
7, 512 | 1, 610 
-| 4, 766 1, 210 
| 2, 404 966 
8, 223 3, 92 
| 1, 900 300 
1, 016 | 10 
3,315 | 29 
6, 876 | 709 
3, 500 2, 020 
} 39, 512 | 11,179 
} } 
2. 416 | 4h 
980 | 175 
656 248 
12, 179 | 450 
283 | ‘i 
2,000 | 397 
| 5, 000 2,0 
23, 514 | 3,81 
| 
2,385 | 639 
| 3, 005 | 55 
2, 500 | 224 
7,890 | 1, 413 
574 | x4 
574 | M4 
k — — —S — 
| 12, 000 | 2, 238 
12, 000 2, 238 
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Housing requirements for military and civilian personnel at Army, Navy, and Air 
Force installations in the United States—Continued 








Navy: 
United States naval air station 
Naval ammunition depot 
United States naval air station 
Air Force: McGuire Air Force Base 


Total 


New Mexico: 
Army: 
Wingate Ordnance Depot ; 
White Sands Proving Ground 
Navy: White Sands Naval Unit 
Air Force: Kirtland Air Force Base 
Walker Air Force Base 


Total 


New York: 
Army: 
Signal Corps Photo Center 
Fort Jay 
U.S. Military Academy 
Fort Hamilton 
Watervliet Arsenal. 
Schenectady general depot 
Brooklyn Army Base 
Navy: 
United States naval activities 
United States naval supply depot 
United States naval shipyard. 
New York Group Atlantic Reserve Fleet 
United States naval supply depot 
United States naval hospital 
Force: 
Fort Slocum ; 
Griffiss Air Force Base 
Mitchell Air Force Base 
Stewart Air Force Base 


Air 


DEFENSE 


Atlantic City. 
Earle 
Lakehurst 
Wrightstown 


| Gallup 


Las Cruces 
White Sands 
Albuquerque 


_.| Roswell 


| Long Island City 


Governors Island. 
West Point 

New York 

Troy 
Schenectady - 


| Brooklyn 


| Long Island 


Bayonne, N. J 


. New York 2 j 


Scotia 
St. Albans 


New Rochelle 
Rome 
Hempstead 
Newburgh 


PRODUCTION ACT AMENDMENTS OF 


ae 





sow = 


1, 506 
1, 250 
1, 500 
2, 500 
5, 000 
1, 000 


54, 863 


1951 


| 
F | Approxi- 
. . aces | mate mili- Deficien- 
Institution Community tary and oles 
civilian 
cada weeeoenae a pi ania sac cicbaasstaliasatie 
Missouri: 
Army: . | 
St. Louis Administrative Center .--| St. Louis 9, 086 1,710 
St. Louis medical depot BATE cheer | 737 | 146 
Navy: Naval air station, Lambert Field____._- }.....do 473 | 73 
Air Foree: None. % | 
le il es os mw ein bernie ee ie 10, 296 1, 929 
a : 
Montana: | 
Army: None. 
Navy: None. } 
Air Force: Great Falls Air Force Base. __.....-. | Great Falls 2, 500 866 
| eal ibe 3 
<n wna cedicseesss pits eel KE Sp apaiatuit ; 2, 500 866 
| = ===! = 
Nebraska: | 
Army: Sioux ordnance depot a eonae | Sidney--_-- ’ us 815 | 400 
Navy: None. | | 
Air Force: Offutt Air Force Base ..| Omaha...... aa 3, 000 | 1, 813 
| nll i MRA i Me 
a. = 3, 815 | 2, 213 
Nevada: F5 | 4 % 
Army: None. | 
a None. 
Air Force: Las Vegas Air Force Base ...--| Las Vegas 4, 000 541 
tt on hues nisésneaecueeeene ts 4, 000 541 
New Hampshire: None. : <SVeee | 
New Jersey: 
Army: | 
Fort Dix 4 | Trenton___-- 26, 057 3 
Fort Monmouth .| Red Bank 14, 311 2, 
Camp Kilmer. | New Brunswick 14, 951 2, 
Raritan Arsenal | Metuchen 2, 491 
Picatinny Arsenal | Dover ate 2, 829 | 





79 


il 
141 
7H 


11, 160 


nO 
693 
73 
603 
1, 669 


3, O88 


1, 851 
> O79 
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Housing requirements for military and civilian personnel at Army, Navy, and Air 


Force installations in the 





Institution 
North Carolina: 
ee ne ad icdameranen san 
Navy: 
United States Marifte Corps barracks___ ___- 
United States Marine Corps air station. ___- 
ee oe. sk AG SeOSS Sohne 
I en oon cca mchieea ae 
Air Force: None. 
di al gi RY Laat Pea ae eles ee 
North Dakota: None. 
Ohio: 
Army: 
Columbus general depot ____.............--- 
Ravenna Arsenal. ---_-_-_.--.--- 
Rossford ordnance depot.._..............-. 
Marion engineer depot__................_..- 
Lima ordnance depot. -_................... ; 
_ Erie endnance depot... ..........--- ndencss 
Navy: Naval air station. --............... Seale 
Air Force: 
Clinton County Air Force Base_.........._- 
Wright-Patterson Air Force Base-___...____- 
a ot ent vonctys carb ecb eiaseaeearecetnde 
Oklahoma: 
Es EE os 8 peck ok ob 5teecbacseek 


Navy: Naval ammunition depot 
Air Force: 
Enid Air Force Base_..._........... 
Tinker Air Force Base_- 


Oregon: 
Army: Umatilla ordnance depot_._......... atte 
Navy: None. 
Air Force: None. 


TOL, cu: - -. pL Ss cane essa scabs skxnc teen: 


Pennsylvania: 

Army: 
Letter Kenny ordnance depot 
Frankford arsenal 
Marietta Training Center depot 
Philadelphia QM depot 
Carlisle Barracks 
New Cumberland general depot 
Valley Forge General Hospital 

Navy: 
United States naval air development station 
Naval supply depot : 3 
United States naval shipyard 
United States Navy aviation supply depot 
Philadelphia Group Atlantic Reserve Fleet 
Naval air station. __- ‘ ee 


Air Force: None. 
BRR nos Ba ates nenncmedtuntiie 
Rhode Island: 
Army: None. 
Navy: 
United States naval training station ____--- 
United States naval air station...........--- 
Air Force: None. 
i sons css edee 
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United States—Continued 




















Approxi- 
. , mate mili- Deficien- 
Community tary and cles 
civilian 
Fayetteville. ............ 2A, 825 3,013 
Canip Lejeune __- - alin 2,178 1, 061 
Chféfry Point_-.-.-...- i 5, 409 725 
SG bo kcneeieence 1, 361 380 
PUNO. oes cecuenes 654 16 
eed 58, 427 5, 195 
Columbus 3, 895 812 
Ravenna... 1, 059 200 
Toledo sf = 2, 396 450 
Marion. --_- asada 460 75 
Lima ‘ 943 175 
La Carne 1, 150 200 
SI cncis cca ehece 532 87 
Wilmington 1, 000 353 
Fairfield. 25, 000 7, 277 
on tbe naa 36, 435 9, 629 
eee 9, 698 3, 339 
McAlester. - - 1,918 52 
| 5, 000 1, 270 
Oklahoma City. - 15, 500 1, 397 
ee eile x 32, 116 | 6, 058 
— Teo tae — 

Beereeeeem. . 5c. 5 2, 273 600 
aan 2, 273 | 600 

ed ont —_—— 
Culbertson 4,147 800 
Philadelphia 3, 891 750 
Marietta } 905 | 150 
Philadelphia | 5, 359 1, 000 
SID = 5425: apne | 1,921 500 
ae ee ae 1,711 239 
Phoenixville. .........- 2, 020 487 
Johnsville 1, 918 106 
Mechanicsburg 566 14} 
\ Philadelphia 18, 919 | 674 
do 1,121 315 
Willow Grove 566 84 
wemedn 43, 045 5, 246 

———S—EE—— | ——— 

' 

Newport . 3, 473 335 
Quonset Point... -......- 8, 653 1, 600 
12, 125 | 1, 935 


j 
| 
= —— 


o 
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Housing requirements for military and civilian personnel at Army, Navy, and Air 
Force installations in the United States—Continued 


Institution 


South Carolina: 
Army: Fort Jackson 
Navy: 
Naval hospital 
Charleston group, Atlar 
United States naval shipyard comentate 
United States Marine Corps recruiting 
depot. 
Air Force: Shaw Air Force Base 


Community 


| Columbia_- 


| Beaufort 


Charleston 
.do 


| Parris Island. 


| Sumter 


re ter cnka i wwe Pardige dninceceeea sucaed once oa 


South Dakota: 
Army: Black Hills ordnance depot... -. 
Navy: None. 
Air Force: Rapid City Air Force Base 


Tennessee: 
Army: 
Memphis general depot 
Milan arsenal ‘ac : 
Navy: United States naval air station___.____- 
Air Force: Smyrna Air Force Base 


Red River Arsenal : 
Fort Worth Quartermaster depot 
Beaumont General Hospital 
Brooke General Hospital.. 
Fort Bliss 
Camp Hood 

Fort Sam Houston 

Navy: 
United States naval air station__ 
United States naval station 

Air Force: 


Bergstrom Air Force Base. ._..........--- : 


Biggs Air Force Base. __- 
Brooks Air Force Base 
Carswell Air Force Base 
Ellington Air Force Base 
Goodfellow Air Force Base 
Kelly Air Force Base : 
Lackland Air Force Base -_- 
Perrin Air Force Base 
Randolph Air Force Base 
Sheppard Air Force Base 
Waco Air Force Base 


Total 


Utah: 

Army: 
Ogden Arsenal___. Se eS 
Tooele ordnance depot . 
Western chemical center 
Utah general depot 

Navy: None. 

Air Force: 
Hill Air Force Base 
Wendover Air Force Base 


Total 


DEFENSE PRODUCTION ACT 





.-| Provo... 


Rapid City___-_-- 


Memphis. 


-| Milan 


Mempitis 
Smyrna 


| Texarkana -..--- 
| Fort Worth___ 


E] Paso 


| San Antonio. _. 


El Paso 


| Killeen es 
San Antonio... _.-- 


| Corpus Christi 


Orange 


Austin 

El] Paso 

San Antonio_. 
Fort Worth 
Houston 

San Angelo 


San Antonio.___- 


2 no. 
Sherman 
San Antonio 
Wichita Falls 


Waco... 


Ogden 
Tooele 
St. John 
Ogden 


do 
Wendover_. 


Approxi- 
mate mili- 
tary and 
civilian 


Deficien- 
cies 


23, 904 | 


250 
1, 098 
9, 287 


2, 299 


+ 


RSH 
4,446 | 
9, 304 | 
9, 728 | 
1,688 | 


12, 009 
1,427 | 
2,000 | 


5, 000 
2, 000 


AMENDMENTS OF 1951 


1,814 
9 

125 
426 


200 
250 
250 
663 
363 
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Institution 


Vermont: 
Virginia: 

Army: 
Arlington Hall i : 
Richmond general depot. 
Vint Hills Farms station 
Fort Myer-_. ; Sess 
Pe OEE 2... tuniccsacwen’ 
Onmie Tae. .......<-<.: 
Fort Eustis. --....--- 

Navy: 
United States naval ordnance test station 
United States naval proving ground. _- 
United States naval amphibious base 
United States naval air station : 
United States naval receiving station. 
United States naval supply center 
United States naval shipyard 
United States naval ammunition depot_- 
United States Marine Corps School 

Air Force: Langley Air Force Base. 


None. 
























en nD eo eo ee eee 
Washington: 
Army: 
Fort Warden.___. 
a Bn 
Madigan General Hospital___- 
Mount Rainier ordnance depot 
Fort Lewis PEAS 
Navy: 
Naval ammunition denot___.............-. 
Puget Sound Naval Shipyard_ 
United States naval air station 
Naval station 
United States naval air station. 
Air Force: 
McChord Air Force Base. 
Moses Lake Air Force Base 
Spokane Air Force Base 


Total 































West Virginia: None. 
Wisconsin: 

Army: Milwaukee United States Disciplinary 

Barracks. 

Navy and Air Force: None. 
Wyoming: 

Army and Navy: None. 
Air Foree: Fort Francis E. Warren 
Total 


District of Columbia: 

Army: 
Fort McNair. - 

Army Medical Center -- 











Navy: 
U. Naval Gun Factory.................. 
U nited States naval receiving station. ____- 
United States naval air station __- 
Air Force: Bolling Air Force Base 


Total. 


Grand total 


1612 DEFENSE PRODUCTION 


ACT 


..| Tacoma... 


ACT 


Commun 


} 


Axlington __- 
Richmond 
Warrenton 
Arlington _. 
Alexandria. _- 
Petersburg 
Newport News 


Dahlgren 
Little Creek 


Norfolk _ - 


Portsmouth 


Quantico 
Hampton - 


Seattle ___-_-. 


..do-. 





| Bremerton .__. 
Seattle ___- 
Tacoma 


Tacoma 
Moses Lake 
Spokane 


Washington 
do 





..do 


Chincoteague. _. 


Port Townsend 


toca ane 


Whidby Island. 


AMENDMENTS 


AMENDMENTS OF 1951 


Housing requirements for military and civilian personnel at Army, Navy, and 
Force installations in the United States—Continued 


Approxi- 
mate mili- 
tary and 
civilian 


ity 


| 
| 


418 
072 


558 


2, 318 
2, 470 
1, 215 
1, 656 
16, 170 


229 
11, 500 
3, 245 
852 





4, 500 


| 2, 500 | 


4, 500 


51, 566 





OF 1951 


B59 | 
660 | 
5, 000 | 


2, 067 | 










Deficien- 
cies 


| 
sid 
| 


6A0 
RAS 
390 
500 
. 376 


| 











DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1612 


Mr. Summer. Mr. Chairman, may I make a definite comment with 
reference to our testimony against the broad statements in this bill, 
and it can be shown very simply through the changing of one word. 

Title II of the Defense Production Act provides safeguards against 
uncontrolled seizure of real and other property. These are now found 
in sections 201 (a) and 201 (b). Section 102 (b) of S. 1897—those 
are the amendments we are talking about—remove these safeguards 
by changing just one word in the existing legislation, that of “title” 
and inserting instead “section.” This change exempts the proposed 
new section 202 from the provisions of the existing legislation. We 
respectfully recommend that section 201 (a) of the Defense Produc- 
tion Act of 1950 be amended to read: 

Whenever the President determines in the interest of National Defense (1) 
that the use of any equipment, supplies or component parts thereof, or material 
facilities or real property necessary for the manufacture, serving or operation 
of such equipment, supplies, or component parts is needed— 
and then we go on with the remainder of this section starting with 
the numeral “2.” 

Senator Moopy. The effect of that would be what, sir? 

Mr. Summer. It would exempt section 202, in our opinion, from the 
language of the law such that the President could acquire land any- 
where in the United States, saying it is necessary in the national de- 
fense, and build on it anything he chooses. He could build $12 billion 
worth of housing, hospitals, schools, or anything else. Changing this 
phraseology in S. 1397 limits the situation in which he may do these 
things, and that is the reason for our recommendation. 

Senator Moopy. I am sorry I was attending another committee and 
did not hear your testimony on the subject of defense housing areas. I 
have been told by the committee counsel that you feel that the shortage 
of housing around Army camps and in defense areas is being held up 
because the Government has not acted with sufficient rapidity. 

Mr. Summer. That is correct, not only around military establish- 
ments, but in defense areas where production is necessary. We feel 
that even in those areas designated, such as San Diego, they relaxed 
regulation X, reduced the cash requirements, for example, from $2,200 
to $1,700, which is not a solution, and they pin-point the areas in 
which housing may be built. We feel that the honest practical solu- 
tion is, up to the extent of the need—let us assume 6,000 units are 
needed—lift all credit controls of every kind up to 6,000 units. 

Senator Moopy. You are not talking about rent control, but about 
credit control. ; 

Mr. Summer. I am talking about credit control. I have not dis- 
cussed rent control. Iam talking about Regulation X and other credit 
controls on rental property. Regulation X is the one on 1-family 
homes, and we have other credit controls on rental properties. 

Senator Moopy. It sounds like sense to me. 

Mr. Summer. Our recommendation is that they not be slightly modi- 
fied—it is like taking the dog’s tail and chopping off a little bit at a 
time. Lift all credit control to the extent of the need, and then reim- 
pose it. 
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Senator Moopy. Have you people made a survey on a Nation-wide 
basis as to what these areas are and what the need is? 

Mr. Sumer. Before this committee and the House committee, and 
also before the offices of the various agencies of the Government, we 
have made that offer, but in order to make an accurate survey, we need 
authority from some agency, whether it be HHFA, or the Defense 
Department, or some agency of Government, in order that we may go 
to military commanders and get the information. Today we cannot 
obtain that information. And no survey is complete without being 
able to interview those in the military;and also those who are in indus- 
trial capacities, perhaps producing something of a confidential prob- 
lem. We have offered, and we can do it very quickly through our 
national organization, because we have 1,150 boards and 44,450 firms 
and individuals in our organization scattered throughout the 48 States 
who can make that survey. 

Senator Moopy. Without any reflection on anybody in your boards, 
of course, the military might hesitate to spread confidential military 
information quite that broadly. 

Mr. Summer. I can answer you, sir, by saving that to the extent 
where it does not involve any breach of confidence they would supply 
more information if we had some letter of authority than if we go in 
on our own. Furthermore, we should determine from the proper 
agency of Government all the facts that are needed by Government. 
Now, we may make up a list of 10 or 20 questions, and we may omit 
the one or two vital questions which the Government should have, so 
we are prepared to make the survey at our own expense, and we can 
do it very quickly if given the authority to do so. 

Senator Moovy. How quickly could you do it? 

Mr. Summer. About a month, but that would be an accurate survey. 

Senator Moopy. Thank you. 

Mr. Summer. You are welcome, sir. 

I would like to say something, if I may, on the subject of rent 
control. 

Gentlemen, it has been repeatedly stated that we must have rent 
control for two reasons, one is to prevent inflation. I will come to the 
other one in a moment. 

If rents were reduced to zero, it would not prevent inflation. The 
people who rent would spend that money elsewhere, and we have testi- 
mony from Dr. Clare Griffin of the University of Michigan which 
goes into great detail and explains that situation. 

I was saying, gentlemen, that rents are not inflationary, because 
if rents were reduced to zero, that same money would still be spent, 
in fact, it might go into the purchase of materials involving critical 
materials. 

According to the Federal Reserve Board survey, before World War 
IT the average family paid 20 percent of its income for rents. Today 
about 12 percent of the average family’s income is spent on rent. 

Senator Brenron. Have you broken that down by classifications 
on the size of income of the family? Is your 12 percent an over-all 
figure ? 

Mr. Summer. An over-all figure. 

Mr. Snyper. This the FRB» figure, sir, the consumer survey figure. 

Senator Benron. I have figures here from the latest Federal Re- 
serve survey, made at the request of the Expediter, which applies in 
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this case to the nonfarm families, showing that 28 percent of nonfarm 
families had incomes of less than $2,000, and that for that group, 
almost a third of all nonfarm families, they were paying, in 1950, 
25 percent of their total income for rent, whereas in 1948 these low 
income families were only paying 21 percent for rent, and I give those 
figures to you bee: ause sometimes, as we found yesterday t: king about 
total numers of vacancies, your over-all blanket figures do not bring 
out the problem, aaa the problem here is the problem for your low- 
income families where you have had this increase from 21 percent 
to 25 percent. Your high-income families, I agree, it does not make 
so much difference. 

Mr. Snyper. Senator Benton, I think I can answer you, sir. When 
you talk about the rent of low-income families, you then should talk 
in terms of dollars rather than percentage. Let me give you some 
illustrations. 

We have figures from the Bureau of Labor Statistics which show 
the increases, average rents under control December 1949, and the 
estimated average rents at the present time. There is shown for 
Birmingham a 23-percent increase, sir, but in dollars it is $5.76 a 
month. 

Senator Benton. On the other hand, this table on Birmingham 
shows that the rent for the group paying under $30 a month has been 
increased by 50 percent; that is, their rents have been increased 50 
percent, whereas rents for people paying $50 and more a month have 
only gone up 18 percent, which gives you your average. 

Mr. Summer. We have those figures at the bottom of page 6 of my 
testimony. 

Senator Benton. Thisis from the Bureau of Labor Statistics. 

Mr. Summer. Mr. Snyder wants to make a comment, if he may? 

Senator Benton. The average is 23 percent, you are quite right, 
but for those under $30 a month they have gone up 50 percent, which 
is quite a hike. 

My. Snyper. Percentagewise, the same classification of those who 
paid $50 per month or more, taking a cross section of the three classi- 
fications that are listed there, equally have less increase. 

Senator Benton. They have only gone up 18 percent. 

Mr. Snyper. That is right; but the proportionate amount of each 
classification has increased. 

Senator Benton. I think the percentage is the way you have got 
to talk about it rather than dollars. A 50-percent increase for a low- 
income family, under $2,000—I have often commented that the big- 
gest raise in pay I ever got in my life was $25 to $35 a week, because 
that is the $10 that counts. A $5 raise in rent for somebody earning 
under $2,000 a year is a whale of a big increase, especially if it is a 
50-percent increase. 

Mr. Summer. I do not agree with you on percentages. I know of 
a case where rents went up 300 percent, $2 to $6. The $2 rent was in 
1942, rented to a relative, and the economic rent was $6, so there is 
a 800-percent increase. 

I think you have to measure it in dollars in many cases. 

Senator Benton. I agree if you talk about $2 rents. 

Senator Caprnarr. I know of a group of houses renting in 1940 for 
$12, but today they are renting for $18; now, that is a 50-percent 
increase, from $12 to $18. 














1614 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


The people living in those particular houses, I happen to know, 
have had increases in wages of three times what they were getting in 
1940, and are paying $6 a month more rent, yet it sounds bad because 
it is a 50-percent increase, whereas in reality they are still getting 
very, very cheap rent when they are renting for $18. 

Senator Benvon. I think that is valid; but we have many families 
earning under $2,000 a year, nonfarm families, and for a fellow with 
a family earning under $40 a week, $6 a month is a very substantial 
increase to his budget. If you pick someone whose salary has gone 
from $2,000 to $6,000, I would agree with you, but if he is under $2,000, 
the 50 percent is a very substantial increase. 

Senator Moopy. People who are earning that small income at pres- 
ent prices are in a situation where every dollar counts. 

Senator Benvon. And we forget that they are 28 pareent of the 
total nonfarm families, according to these figures, under $2,000. That 
is a very large number of people. 

Mr. Summer. We forget, too, Senator, that 73 percent of all prop- 
erties that are rented, the landlord, who we usually think is a fellow 
with a high silk hat riding a Cadillac and smoking a big black cigar, 
that 70 percent of all rental units, or 73 percent T believe as of now. 
are one- to four-family homes, most of them with a single owner, 
probably the only piece of property they own, and those people since 
1942—and they represent many millions—have also had to carry the 
burden of supporting another segment of our economy. 

If I may, here is a chart that illustrates the very subject we are 
talking : about. This is from the Bureau of Labor Statistics, and shows 
the rise in costs of all items from 1939 right up through 1950, and as 
you can see by the black line, that. is your rise in all items. The red 
line indicates the rise in rents during that same period of time. The 
green line indicates the rise in the price of apparel, and the blue line 
indicates the rise in food. 

Now, we are concerned about the poor man, the workingman, and 
I think that is proper. 

Senator Bricker. Does that include decontrolled rents, too? 

Mr. Summer. Yes, this is up to 1950, which includes considerable 
decontrol. 

Here we have a chart on the rise in labor, during that same period 
of time according to the Bureau of Labor Statistics, and here is where 
your rents are, so if there were some increases, sir, I do not think 
they are too much out of line, considering the rest of the economy. 

Senator Benton. How much are decontrolled—roughly, what pro- 
portion of rents today fall in controlled areas as against decontrolled / 

Mr. Summer. On the subject of decontrol, it represents geograph- 
ically 90 percent of the areas, but we have 231 major cities, some con- 
trolled. The following States are completely decontrolled: Alabama, 
Arizona, Nevada, New York—some of them of course have local con- 
trol, but I am talking about Federal control—Texas, Utah, Virginia, 
and Wisconsin. 

Senator Moopy. That is how many States, sir? 

Mr. Summer. Eight. 

Senator Moopy. And how many cities? 

Mr. Summer. Ninety- -five out of 231 of the larger cities. We have 
had more decontrolled areas 
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As to States, with the exception of one or two small counties or 
cities, the following States are also completely decontrolled, none 
hav ing more than two exceptions: Arkansas, Idaho, Kansas, Mis- 
sissippi, Nebraska, Oklahoma, and Oregon, which adds seven more 
States. 

Senator Benton. Do you have a breakdown of how it has worked 
as decontrol has come into these areas, what has then happened to 
rents ¢ 

Mr. Summer. I have all that, which I will testify to. I will lead 
up to it, if Imay. 

Mr. Snyder tells me that two-thirds of all tenant-occupied units in 
the United States are today decontrolled. 

Forty percent of the 231 largest cities 

Senator Bricker. Are those two-thirds of those which were at one 
time controlled, or two-thirds of the total units? Lots of them were 
never controlled. 

Mr. Snyper. In the hearings before this committee in 1947 Mr. 
Woods testified there were over 17,000,000 units that were under con- 
trol at the peak of control. There are presently about 6,000,000 units 
that are under control. 

Senator Bricker. You mean of all the units that at any time were 
under control, two-thirds have been decontrolled ¢ 

Mr. Snyper. That is correct, sir. 

Senator Benton. I was just going to point out, because I think it 
is of interest, the Bureau of Labor Statistics surv ey which shows, in 
connection with this chart we have just looked at, that the rents w ent 
up in the decontrolled areas by 19.8 percent for all dwelling units. 
This includes those that had rent increases and those that did not 
have either because maybe they had long-term leases, or just because 
they had no increase at all. But averaging in of even those that did 
not go up gives a total increase of 19.8 percent in contrast to the con- 
trolled city rents with an increase of only 3.5 percent, and is not that 

3.5 percent included in your red line which helps to hold it down? 

Mr. Snyper. But there is no proof that the low-income families are 
pay ing the $30 rents. That is the point. 

Senator Benton. Who are paying these rents under $30 a month 
if not low-income families ? 

Mr. Snyper. When rent control was imposed, it was not imposed 
on the basis of the family’s income, it was imposed across the board. 

Senator Benton. There must be a lot of irregularities. 

Mr. Snyper. That is correct. It is not fair to draw the assumption 
that because people are paying $30 a month or less, that they are 
really low-income families. 

Senator Benton. I make the assumption that people paying $30 a 
month have lower incomes than those paying $50 or more a month. 

Mr. Snyper. I think we could prove t that that is not so. With your 
permission I should like to file with you the report of Dr. Johnson of 
the University of Chicago before the Economic Association in Decem- 
ber of 1950, which was published in the May issue of their magazine 
which goes ‘into that great detail, and indicates that that is not so. 

Senator Bricker. Do you have a copy of that ! 

Mr. Snyper. I have, sir, and I would be glad to submit it for the 
record. I do not have a copy with me. 
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Senator Benton. I think that is an interesting assertion. 

Mr. Snyper. It is, because he has spent a great deal of time and 
effort to develop that particular point, the relative income of tenants 
und owners. 

If they were paying $30 a month in 1942 or 1941, when the rents 
were frozen, and they have had no increases im their rents, there is 
no reason for them to move out, unless they are forced out. 

Senator Moopy. How many high-income families were paying less 
than $30 a month in 1942? i 

Mr. Snyper. My point is that Dr. Jolnson’s article does refer to 
that. We also have an article on rent control by Dr. Knight of 
Michigan State College at Lansing. 

The Cuarrman. Without objection, they will be placed in the 
record, 

(The articles referred to follow :) 


[From papers and proceedings of the sixty-third annual meeting of the American 
Economic Association, Chicago, 1l., December 27-30, 1950) 


RENT CONTROL AND THE DISTRIBUTION OF INCOME 
(By ID. Gale Johnson, University of Chicago) 


In mid-1950 it appeared that rent control in the United States was on its way 
to temporary oblivion. We were to avoid the silly nonsense of the French, who 
had retained rent control over more than three decades and permitted many 
tenants to obtain housing of a kind for 2 or 3 percent of their income during 
recent years. The French were not alone in perpetuating inequities and in- 
efficiencies on so vast a scale: other Europeau countries, including England, had 
controlled rents since World War I. But France, Italy, and certain other 
countries had had such a strong shot of inflation that controlled rents had not 
the slight revelvants of existing realities. Among the more enlightening pos- 
sibilities that can occur under rent control is the following statement of what 
could happen in England today: “If a house was last let in 1815, then the rent 
paid at the time of the Battle of Waterloo is the standard [ceiling] rent today.” ' 

But it now appears that we may be faced with further rent controls, their exact 
nature and duration not yet certain. If true, it is certainly time that as econo 
mists and citizens we evaluate more carefully than we have the longer-run 
implications of rent control. If rent control is only a temporary phenomenon 
(is S years temporary?) many of its inequities and imposed inefficiencies can 
be ignored, or so we have believed. But if it is to be with us for as long as two 
decades, Wwe must consider its important implications in a more serious light. 
And if rent control is with us for two decades, can we ever rid ourselves of it? 
The vested interests of several million tenants will be so great, assuming con- 
tinued inflation, that political pressures for it may be irresistible. 

My assignment is to deal with the income effects of rent control. Some of 
the effects cannot be ascertained from available data and any of the effects can 
be ascertained only imperfectly. This paper started from a very simple propo 
sition: If rent control has been effective in reducing rents, there has been a 
transfer of real income from landlords to tenants where rents have been con- 
trolled. This transfer has been an indiscriminate one, made without regard to 
the income position of individual tenants and landlords nor without much atten- 
tion to the relative economic status of tenants and landlords as a group. It 
seems to be an acceptable assumption that most people—and especially those 
who advocate rent control—look with some favor upon the transfer of income 
from the relatively rich to the relatively poor and look with strong disfavor 
upon the transfer from the relatively poor to the relatively rich. The question 
which I have attempted to answer is this: Is there any important difference in 
the income position of tenants and landlords? (The term “income position” is 
a loose one, but useful refinement seems out of the question due to the data 
available to us.) In general, it is believed that if the median or mean incomes 
of the two groups are roughly the same aud if. the income distributions (as 





1F. W. Paish, The Economics of Rent Restriction, Lloyds Bank Review, April 1950, p. 4 
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measured by Lorenz curves) are not very different, it can be said that the income 
positions are approximately the same. 

Before turning to the above question there are certain other categories of in- 
come inequities that have grown out of rent control that should be noted. One 
relates to the relative changes in the asset and income positions of various 
categories of holders of real property. During the last decade holders of farm 
real estate have made substantial capital gains as have holders of nonresidential 
nonfarm properties. Owners of nonrented residential property have also been 
permitted to realize much greater capital gains than owners of rent controlled 
residential property. On the basis of equity, if housing rents were to be con- 
trolled, why not the prices of all residential property? A second relates to 
inequities among tenants. The less mobile elements of the renting population 
who have stayed in the same controlled units have fared very well indeed. 
New families and families disrupted by the war, both groups including many 
veterans, have suffered real hardships by being forced to double up, to rent un- 
controlled units at rents higher than would have otherwise existed, or to purchase 
housing at prices increased because of impacts of rent controls. 


I. INCOME OF TENANT FAMILIES 


Tenants apparently have somewhat lower incomes than do home owners. At 
least this appears to be true from inspection of incomes data comparing the 
mean or median incomes of the two groups. In 1945, owner families in urban 
areas had a median income of $3,338 and primary tenant families $2,782. In 
1946 the medians were $3,416 and $2,909. These estimates exclude secondary 
families and individuals not in families. In 1946 individuals not in families 
constituted 30 percent of the total number of tenant units, while individuals not 
in families were roughly 8 percent of all owners. The median incomes of in- 
dividuals not in families, due in general to their youth or relative old age, is 
much below that of primary families. In 1946 the median incomes of tenants 
who were individuals not in families was $1,510 and for owners in the same 
status the median was $830." If all owners and all renter incomes are compared 
for 1945 in urban areas the medians were $3,165 and $2,476. 

Surveys covering 1947 and 1948 incomes of homeowners and tenant nonfarm 
families (defined to include single-member families) by the 
Board indicate roughly the same differences." 

Available data indicate that tenant families tend to be younger than owner 
families. However, the relative youth of tenant families is offset by the high 
proportion of older families in the owner group. Rough calculations indicate 
that the age distributions of heads of tenant and owner families would generate 
about the same level of income. Thus it appears that median income of tenant 
families after adjustment for age differences has been about 15 percent below 
that of owner families in recent year; or, put another way, about 8 percent 
below the national median for all families. 

However, our interest is in the relative income status of tenants and landlords. 
The United States does not have a landlord class—any important segment of its 
population dependent largely upon income from real properly. Thus it is not 
possible to find any significant numbers of persons or families whose principal 
source of income is from real property. The income distribution of such a 
group would be pertinent in the present instance, but apparently it would include 
a rather small fraction of total rental income. 

In what follows we have tried to determine one of two things: Is rental income 
divided among the various income groups in roughly the same way as total 
income? (2) Does rental income go to and do rent payments come from each 
of the income groups in roughly equal proportions? These two are not equiv- 
alent. Rent paid by tenants in the lower-income groups is generally a larger 
proportion of income received than is true in the higher-income groups. Esti- 
mates for 1948 indicate that nonfarm rent-paying families with incomes less 
than $2,000 received 10 percent of the total income received by all renters and 
paid 17 percent of the rent. The families with incomes over $5,000 received 36 
percent of the income and paid 26 percent of the rent... Thus if the second 
proposition is supported by the evidence, it implies that rent receipts are rela- 


Federal Reserve 





? Bureau of the Census, Series P—60, No. 2, table 9. 


Owner families refer to families 


living in the dwelling they own and not to landlords alone. 
* Thid., No. 3, table 6. 
* Federal Reserve Bulletin, September 1949, p. 1040. 
® Federal Reserve Bulletin, September 1949, p. 1050. 
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tively more important in low-income groups than in high. If the first were 
supported, it could imply that persons having rental income from housing and 
an income distribution similar to the economy as a whole. This implication is 
valid (if anyone receiving any rent is called a landlord) only if about equa! 
proportions of the members of every income group are landlords. 


Il. INCOMES OF LANDLORDS 


We know relatively little about the owners of tenant-occupied nonfarm resi- 
dential property. So far as I know, there is not even a reasonably accurate esti 
mate of their number. An estimate from the 1950 Survey of Consumer Finances 
indicates that about 9 percent of all families had income from rent other than 
roomers and boarders in 1949.6 But some of these received all or part of their 
rent from nonresidential property. Yntema has estimated from 1944 that onl) 
a little more than half of the individual income from rents is from residential! 
property, about a sixth from farms, and about a third from other, presumably 
commercial, property. The same source indicates that about 77 percent of all 
residential rents accrue to individuals. However, this proportion probably 
varies a great deal from area to area, with corporate holdings being a much larger 
proportion of the total in Manhattan or the North Shore than in Peoria. 

In the data presented here it has not been possible to separate residential from 
nonresidential rents. Where the data refer to urban areas, it seems reasonable 
to assume that farm rents are unimportant. Of necessity it has been assumed 
that residential and nonresidential incomes are distributed in a similar way, 
though I would hazard the guess that nonresidential rents accrue in greater 
proportions to the higher-income groups than is the case of residential rates. 
Data on the distribution of spending units owning real estate other than homes 
for early 1949 seems to bear this out. Of the spending units owning such real 
estate about one-quarter in the $7,500-or-over income group owned commercial or 
rental property, while for all income groups only one-eighth held such property.’ 
However, there were no data on the proportion of this property that was rented.* 
In tables 1 through 5 the sources indicated that rental incomes exclude income 
from roomers and boarders. The original source for table 6 does not reveal 
how income from roomers and boarders was classified. In some cases, adjust- 
ments have been made to include an estimate of residential rent paid to corpora- 
tions and received by individuals as dividends or interest. This has been dis- 
tributed in the same way as interests and dividends were distributed by al! 
corporations and as estimated in the particular study in question. 

A national study of rural nonfarm families’ incomes in 1941 indicates that 
13 percent of the families in the lowest money income group ($40 to $449) had 
an average rental income of $115, while in the next lowest group ($500 to $999) 
15 percent of the families had an average rental income of $200. In the lowest 
money income class, which contained 24 percent of the sample, over 5 percent of 
the money income was income from rent. This percentage was not exceeded 
except in the highest income group (over $3,000) which included 5 percent of 
the sample. In this group less than 8 percent of the money income was from 
rent. (See table 1.) 

The 1935-36 Consumer Purchases Study collected data on money income by 
sources, Some of the published data have been tabulated and brought together 
in table 2. These data indicate that in the lowest-income groups rent income 
was a more important source of income than in the middle-income groups and 
usually more important than in the highest-income groups. In the North Cen- 
tral small cities no income group received a larger proportion of its income from 
rent than does the lowest-income group. The same was true of Pacific smal! 
cities. Among Chicago white families only the $1,000 to $1,249 income group 
received more from rent than the lowest two income groups. It should be noted 
that the mean income was $1,892. In New England small cities (not shown 
in the table) the lowest income group ($0 to $249) included only 4 out of 1,000 
families, none receiving any rental income, but rent was a more important source 
of income in the $250 to $499 income group than in any other income group.’ 


* Ibid., August 1950, p. 958. 


* Dwight B. Yntema, Rents in the United States, 1929-44, Survey of Current Business, 
March 1946, p. 19. 

®1949 Survey of Consumer Finances, Federal Reserve Bulletin, October 1949, p. 1190. 

® Consumer Purchases Study, Family Income and Expenditure, Middle Atlantic, North 


Central and New England regions, pt. One, Family Income, Urban and Village Series 
(USDA Misc. Pub. No. 370), p. 362. 
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TaBLE 1—Rental income by income class, with percentage of families with 
rental income, rental income per family, and percentage of income in each 
income class from rental income, rural nonfarm families, United States, 1941 





| | 
| Income from rent as 
| Percentage} Average | Percentage} Average percentage of— 
Money income class distribution} money with rental rental ——————— 
‘ ilies ing ine >» ine si 
of families income income income Money Total 
income | income 


$0 to $499 

$500 to $999 

$1,000 to $1,499 

$1,500 to $1,999. 

$2,000 to $2,999 

$3,000 to $4,999 2. --------------| 





$291 
740 
1, 238 | 
1, 708 
2, 363 
3, 685 | 
Total or average - - | 1,311 | 


at 
cro cr We 


- nO OD 


| ento ton 


ft ht et et 
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! Based on all families in income class. 
2? Includes a few families with incomes of $5,000 or over, not shown separately. 


Source: Rural Family Spending and Saving in Wartime (USDA Misc. Pub. No. 520), tables 4, 5. 


TaBLE 2.—Rent income as a percent of money and total income, north-central 
small cities, Pacific small cities, and Chicago, 1935-86 


Average rent as 
percent of 


-: 

| 

| Average rent as 
A ver- | Awer: | percent of 
age net oe) ee | Income class and city | age net|— — 

» 1 | Pe re 1 
rent | Money! Total rent 

income | income 


| 
: } 
Income class and city 


| vas 
| Money! Total 
| income |income 


| 
| 


NORTH CENTRAL SMALL | | | PACIFIC SMALL CITIES ? 
CITIES 2 | } 

98 Se ak <n -sn0~ 
$250 to $499. _____- 
$500 to $749_..- 
$750 to $999__- 
$1,000 to $1,249 
$1,250 to $1,499 
$1,500 to $1,749 
$1,750 to $1,999 
$2,000 to $2,249 

2,250 to $2,499 
$2,500 to $2,999_- 
$3,000 to $3,499. _ 
$3,500 to $3,999 
$4,000 or over 


$0 to $249__ _- 
$250 to $499__ 
$500 to $749... 
| $750 to $999 
$1,000 to $1,249 
$1,250 to $1,499 
} $1,500 to $1,749 


Copp 


2,499 

10 to $2,999 

$3,000 to $3,499 

$3,500 to $3,999 
$4,000 or over... 


| eee PR DN NI oor 


CAD ee et et tt et bt et et 


All incomes... ..-. | 35 | 4 | y All incomes 


Average Average 
- } j rent as i | rer 3 
Money income classand | Average | Tenhas - Money income class and \ verag rent ’ 
city net rent | Pereent ol city net rent 1 | Percent of 
; income 7 = income 
(money) (money) 


CHICAGO 2 CHICAGO 2*~—continued 
Under $250... ‘ $: 2. $2,500 to $2,999 
$250 to $499 

$500 to $799 
$750 to $999 
$1,000 to $1,249 
$1,250 to $1,499 
$1,500 to $1,749 
$1,750 to $1,999 
$2,000 to $2,249 
$2,250 to $2,499 


$3,000 to $3,499 
$3,500 to $3,999 
$4,000 to $4,499 
$4,500 to $4,999 
$5,000 to $7,499 
$7,500 to $9,909... 
$10,000 or over 


! Based on all families, whether or not they received income from re 
? White, nonrelief families that include a husband and wile, both nat 


Source: Consumer Purchase Study, Family Income and Expenditures, Middle Atlantic and North 
Central and New England region, pt. I, Urban and Village Series (USDA Mise. Pub. No. 370), p. : 
Family Incomes and Expenditures, Pacific region, pt. I, Urban and Village 5 ISDA, Mise. Pub 
No. 339), p. 214, and Family Income in Chicago, 1935-36, Study of Consumer Purct 3, Urban Series (BLS 
Bulletin No. 642), vol. I, pp. 72 and 149. 
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In the plains and mountain small cities the general pattern in the other areas 
discussed was repeated. In the lowest-income range about 13 percent of the 
income came from rent, while in the second lowest group ($250 to $499) more 
than 7 percent did. In the highest income group ($4,000 or over) slightly more 
than 6 percent of the income was derived from rent. In the next to the high- 
est group 3 percent was so earned.” 

As was the case of New England small cities, it is necessary to estimate average 
total incomes within each income class in the Southeast small cities as these 
data are not given in the source. For both whites and Negroes the situation 
seems to be somewhat different than in the other regions noted above. In the 
highest white income class rent probably consituted about 7 percent of the 
total income, while in the next two highest groups ($3,000 to $3,499 and $3,500 
to $3,999) about 3 percent.” Rent was not an important source of income at 
any income level below the median. Negro families had very little income 
from rent—about $3,200 in total for 798 families. Of this $150 was received 
by one of the two families with over $3,000 income included in the sample. 
Almost half of the rental income was received in the $1,000 to $1,499 income 
group. (Median income was a little less than $500.) * 

The data for New York City for 1935-36 are not very revealing. Less than 
half as large a proportion of the families received any rent from property 
as in Chicago, which is probably indicative of the greater importance 0! 
corporate-owned rental property. For native white complete families in the 
native area rent was most important as a source of income in the next to 
the lowest income group $250 to $499) and generally more important in the 
four lowest groups than in any higher group.” Rent income was of little 
signficance to Negro families in New York. Only 14 of 710 families received 
any rent and the total was about $2,000.” 

The Wisconsin income tax returns for 1936 and their subsequent analysis 
and extension to include all income receivers in the State by the National 
Bureau of Economic Research provide data useful for present purposes. In 
table 3 the cumulative distribution of net rents is compared with the distribu- 
tion of total money income. In addition, an attempt has been made to dis- 
tribute to individuals the rents received on corporate-owned residential 
properties. 

Considering only the rents received directly by individuals, about 64 percent 
of the total net rents were received by persons in the group with incomes under 
$2,000. This group received 70 percent of the total income. The income groups 
with less than $5,000 income received 88 percent of total income and 86 per- 
cent of net rents. 

The adjustment of the data to include rents received via corporations changes 
the results somewhat, but not radically. About 53 percent of the adjusted 
net rents go to groups with incomes less than $2,000 and 73 percent to groups 
with less than $5,000. The cumulative distribution of dividends may be indi- 
cated—only 16 percent to groups with incomes less than $2,000 and 30 percent 
to groups with incomes less than $5,000. 


Consumer Purchases Study, Family Income and Expenditures, Plains and Mountain 
aie ty One, Family Income, “Urban and Village Series’ (USDA Mise. Pub. No 

5), p. 

1 Consumer Purchases Study, Family Income and Expenditures, Southeast ae Part 
1, Family Income, “Urban and Village Series” (USDA, Misc. Pub. No. 375), 

12 Thid., p. 288-289. 

8 Study of Consumer Purchases, Family Income and pee in New York City, 
1935-36 (Bureau of Labor Statistics Bulletin No. 643), Vol. 1, p. 87. 
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Taste 3.—Cumulative distributions of total income, income from rents and 
dividends, Wisconsin, 1936 


bec he bath To Net rents ivi 
Income group Recipients Income Net rents adjusted Dividends 


Percent Percent Percent Percent Percent 
91. 99 69. 87 63. 69 15. 91 
81. 43 77.08 5 22.06 
85. 82. 86 3 26. 45 
87. 86. 22 3. 1 30.04 
89. 46 88. 55 . 33.15 
91. 48 91. 57 
92. 69 93. 54 
94. 58 96. 19 
95. 63 97. 36 | 
96. 28 97.71 | 
97.89 99.05 
98. 85 99. 41 
100.00 | 100.00 | 
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Source: Analysis of Wisconsin Income (NBER). 
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A special report on Kentucky income-tax returns indicates the distribution 
of income from net rents and royalties—a figure assumed to by synonymous 
with net rents for our purposes. Since the data reflect only the position of per- 
sons filing income-tax returns, the results are presented in terms of the per- 
centages of income from rents, adjusted rents, and dividends (table 4). The 
lowest income group included in the table ($1,000 to $2,000) received 3.4 percent 
of its income from rents, while the highest income group (over $100,000) received 
only six-tenths of 1 percent. Adjusting the rents to include corporate property 
did not change the relative positions. The lowest income group received about 
4.5 percent of its income from dividends, while the highest received 14 percent. 
It is, of course, not impossible that the selective process in filing income-tax re- 
turns included in the lowest income groups a disproportionate share of the low- 
income individuals in the State with any rental income. 

Table 6 indicates the results obtained from an analysis of Federal income-tax 
returns for 1946—the year for which the Federal income tax probably included 
the largest proportion of the total population. The income range of $10,000 to 
$19,999 had the largest proportion of income from net rents and royalties. Two 
other income ranges had a higher proportion than did the lowest-income group. 
These data reveal another limitation of the available data on rental income; 
namely, the large element of underreporting. The Department of Commerce es- 
timated that rental income of persons (excluding imputed rent on owner-occupied 
houses) was about 3.96 billion dollars in 1946.* This is more than twice the 
rental income reported to the Interna] Revenue Bureau. Thus the true distribu- 
tion of rental income could be quite different than that revealed by income tax 
data or, for that matter, by survey data. 


144 National Income, Supplement to Survey of Current Business, July 1947, pp. 14 and 19. 
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TABLE 4.—Percentage of total income, by income classes, derived from net rents, 
adjusted net rents, and dividends, Kentucky, 1942 


| Percentage of income Percentage of income 
rom— 


, : Mean 
Income class Income class income Net 


rents | Divi- Net | rents | Divi- 
ad- | dends rents | ad- | dends 


justed 


justed 


” | 


BYRLRLS 
2332228 
SESSSSS 
LESRELS 


; oe “$12,000 to $17,000_-| 15,374 
‘ $17,000 to $25,000__| 21, 970 
$25,000 to $35,000__| 31,319 
$35,000 to $50,000__| 43, 580 
$50,000 to $70,000_._| 61,075 
$70,000 to $100, 000_} 89, 104 


Over $100,000... “4 197, 512 


Source: Kentucky Incomes (Department of Revenue, Commonwealth of Kentucky, Special Report 
No. 5), table A-1,. 


Note.—Income group of less than $1,000 was deleted because returns can hardly be representative of the 
population in any sense. The exemptions established by law were $1,000 for a single individual and $2,500 
for aman and wife. The $1,000 to $2,000 class must include mostly single-member families, 


= 


000 
000 
,000- . .. 
000 
000 
000 


,000...; 10,542 


-..-| 7.4864 3. i | 





TaBLe 5.—Cumulative distribution of total income, rents received, and rents paid, 
Minnesota, for State and for cities over 100,000, 1938-39 


| Cumulative | | Cumulative 
percentages | | percentages 

|Cumu-|Cumu- of — Cumu-|Cumu- of— 
lative | lative 


Income class and ! lative | | lative 


Income class and ; 
area total | eco- total | eco- 


in- |nomic; Net oTep in- |nomic| Net 

come | units | rents : i come | units | rents ments 
re- i re- 

ceived! 


STATE Per- y Per- | Per- 
cent cent cent 
Negative : 0.75 | 1.41 f iv 2) Oe 0.16 : 
$0 to $249 é 4.96 . 46 . : .07 2. 24 3. 92 
$250 to $499_......._- .29 | 16.02 | 11.93 ; 1.65 | 9.33 | 4.73 
$500 to $749___-.__.-- ; 31.07 | 26. 57 9.3 | $e  deeeewet “Bay IY ee 
$750 to $ < | 43.88 | 38.34 } 11.50 | 30.74 | 30.11 
$1,000 to $1,249 ____- ' 56.05 | 48. 46 i 19.75 | 42.95 | 38.59 | 
$1,250 to $1'499 38. 66.11 | 60.96 5.05 | 28.85 | 53.97 | 50.44 
$1,500 to $1,749 b 74. 54 | 67.34 5. { ---.-| 38.77 | 64.24 | 57.18 
$1,750 to $1,999_____- . 81.76 | 73. 67 s $1,7 : 49.28 | 73.59 | 64.80 
6 86.87 | 81.09 ; $2,000 to $2,249 57.89 | 80.38 | 74.52 
$2, 250 to $2, Sc anaset eee | 90.38 | 84. 08 ; $2,250 to $2,499 65.06 | 85.42 | 76.26 
$2,500 to $2'749- etdan a 92.87 | 88.75 ‘ $2,500 to $2,749 70.29 | 88.74 | 80.28 
$2,750 to $2,999. .__._| "39 94.43 | 93.43 92. i $2,750 to $2,999....__| 74.42 91.15.) 85.64 
$3,000 to $3,499 3.12 | 96. 64 95.25 | 96. o || $3,000 to $3,499. ._...] 81.38 | 94.77 | 87.92 
$3,500 to $3,990 89. 54 | 97.89 | 99.47 | 97.72 || $3,500 to $3,999 | 85.07 | 96.42 | 95.03 
$4,000 to $4,499._____| 91.68 | 98.59 |101.07 | 98.41 $4,000 to $4,499_____- | 87.51 | ¢ 97.39 | 97.60 
93.03 | 98.97 |101. 54 | 98.70 || $4,500 to $4,999. _._._| 89.64 | 98.14 99. 16 | 
100.00 |100.00 |100.00 | 100.00 || $5,000 and over r |100. 00 |100.00 | 
| | | | i] 








1 Rents received minus rent losses. 
2 For one income class for State and for three for cities over 100,000 it was necessary to estimate rent paid. 
Number of economic units for which estimates were made was less than 1 percent of total in either case. 


Source: Minnesota Incomes, 1938-39 (Minnesota Resources Commission), vol. I, p. 13, vol. II, pp. 203, 
209, 255, 256. 
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Taste 6.—Individual income-tar returns for 1946 by adjusted gross income 
class, adjusted gross income, and net receipts and royalties as percent of 
adjusted gross income 


[Money figures in thousands of dollars] 





| j 
| iNet rents and 


Adjusted gross income class | Adjusted gross | Net — and Ban neve - 
income royalties | justed gross 


income 





—583 
130, 484 | 
228, 661 | 
235, 655 | 
189, 623 | 
132, 517 | 
83, 677 | 
212, 797 | 
221, 916 | 
229, 326 | 
36, 792 | 


Sn sg onc tac secnec teens 
See MeBSdesss iss li 


NOAA LS VPA, 


pe eepaperr., . 


134, 082, 800 


1, 693, 529 | 1. 26 


Source: Statistics of Income for 1946, pt. 1. Preliminary Report of Individual Income Tax Returns and 
Taxable Fiduciary Income Tax Returns Filed during 1947 (U. S. Bureau of Internal Revenue), pp. 16-20, 
table 2. 


Thus far our data have shown the significance of rent receipts at each of 
several levels of income. The estimates have indicated that rental income is not 
distributed, in some rough sense, more unequally than total income. To the 
extent that it is distributed differently than total income, more seems to go to 
lower-income groups, less to middle-income groups, and in some but not all 
instances, more to higher-income groups. 

From the study of Minnesota incomes for 1938-39, it is possible to estimate the 
cumulative distributions of rents paid and net rents received. This has been 
done for the State as a whole and for cities of 100,000 or more. Net rent includes 
royalties from mining as well as rents from nonresidential property. 

The data for cities over 100,000 are most significant for our purposes. The cu- 
mulative percentages of rent receipts and rent payments cross at some point 
between $1,500 and $1,749. At any point in the cumulative distribution below the 
point of crossing, the accumulated rent receipts exceed rent payments; in other 
words the lower-income groups received more as rent payments than they paid 
out as rent on housing. The inclusion of negative incomes distorts the presenta- 
tion somewhat, as can be seen by inspection. 

The data available have not made it possible to reflect the declining relative 
significance of rental incomes in the national income since the early thirties. 
Sample studies and income tax data underestimate rental income more than 
total income and the underestimation varies from study to study. Our conclu- 
sions require only the assumption that the degree of underestimation in each 
study of rental income is about the same for every income group. 

Data are available indicating the distribution of rental units by size of the 
structure. Though these data do not tell us anything directly about incomes of 
landlords, certain inferences can be made, It seems unlikely that many indi- 
viduals in the lower third of the income distribution would own structures con- 
taining 10 or more apartments; it also seems unlikely that the highest income 
groups would generally invest in small structures of 2 to 6 units. Our data 
have indicated that the middle-income groups do not hold a very large fraction 
of rental income. In all urban areas in the United States, about 75 percent of all 
rented housing units were in structures with 4 or less units and only 15 
percent were in structures with 10 or more units in 1940." Even in the New York- 
New Jersey metropolitan area, only 40 percent of the rental units were in struc- 
tures with 10 or more units. In the Chicago metropolitan area, roughly a quarter 
of the rental units were in such buildings.” These data indicate to the writer that 


ee 


eee Census of the United States: 1940, Housing, vol. II, table 4 of the relevant 
parts. 





1624 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


rental housing is not the type of investment that is likely to attract the funds of 
the higher-income groups to the same degree as stocks, bonds, or direct invest- 
ment in enterprise providing for greater ease of control and management. 
Obviously exceptions exist in the development by one firm of communities of 
small structures most or all rented, but these developments do not as yet consti- 
tute more than a minor fraction of total rental units. 


III. RENT DECONTROL AND LOW INCOME TENANTS “ 


Some of my friends who are no economists have not been swayed in their favor- 
able attitude toward rent control by the evidenee presented above on the income 
distribution effects of rent control. They have resisted because they believe, even 
if what these figures reveal is true, that it would be the lowest-income tenant 
families that would be harmed most by removal of rent control. This viewpoint 
has been strengthened by revelations of BLS studies of rent increases after de- 
control. These surveys have indicated that the largest relative rent increases 
have occurred in the low-rent group. Out of 14 cities surveyed in early 1950, this 
was true in 12. But does this mean that the rents paid by low-income families 
have risen much more than rents paid by higher-income families? Not neces- 
sarily. Because of choice or the inability of tenants to find a new rental unit, 
many fairly high-income tenants now live in low-rent units. As a result, in only 
2 of 10 cities in which the BLS classified rent increases by income groups was the 
lowest-income group (under $2,000) subjected to significantly greater rent in- 
creases than other income groups. Dallas was the most extreme case. Tenants 
with incomes less than $2,000 and living in units free to rise had an average rent 
increase of 32 percent. The highest-income group (over $5,000) has a rent in- 
crease of 10 percent. Spokane was the other city in which rent increase (11 
percent) for the lowest-income groups (under $2,000) was considerably above 
that of the highest-income group (5 percent for incomes over $4,000). Salt Lake 
City occupied an intermediate position—8.7 percent increase in lowest group, 
4.2 percent in the highest group, but with increases in the middle income groups 
being roughly the same as in the lowest. In the remaining seven cities, the con- 
sistency of the relative increase by income groups is remarkable.” 


IV. SUMMARY 


Our analysis of the relative income positions of tenants and landlords is 
subject to numerous qualifications, largely due to the nature of the available 
data. Most of these limitations have been noted earlier and need not be re- 
peated. A further one should be noted. The data relate to income received in 
a given year. This may not be an adequate measure of consumption (welfare) 
if income fluctuations from year to year are important or if the age distribution 
of the contrasted groups differs significantly. 

This paper has not attempted to deal with the general desirability of rent 
control as a device for redistributing income. But it should be noted that if the 
relative income position of landlords was superior to that of tenants in each 
and every instance, there are valid objections to rent control as a means of 
transferring income. 

I do not want to argue that the evidence presented indicates that landlords 
are poorer than tenants. But the data certainly do not indicate the contrary— 
that landlords have significantly higher incomes than tenants. Thus if one of 
the objectives of rent control is to aid low-income people—and I can find no 
other important objective that rent control does achieve—it does not achieve 
that objective. Undoubtedly there are relatively poor tenants renting from 
relatively rich landlords, but the converse must also exist. The income transfer 
that is involved in rent control is not one that can be jusified on the usual! 
grounds used for supperting progressive income taxes or free public education. 
It has, in my opinion, at least, no justification except the political one that 
there are more tenants than landlords. 


% As an aside, it may be noted that home-owning families with incomes below $2,000 in 
1948 paid out 21 percent of their income as housing expenditures while renters in the 
same income range spent 23 percent of their incomes for rent. Federal Reserve Bulletin, 
September 1949, pp. 1049—50. 

17 All data from BLS reports reprinted in Extension of Rent Control, Hearings, Com 
mittee on Banking and Currency, House of Representatives, 8lst Cong., 2d sess., pp 
483-98. The other cities for which comparable data were obtained were Topeka, Beverly 
Hills, Eugene, Madison, Milwaukee, Omaha, and Wichita. 
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{Excerpts from Rent Control] 
FOLKLORE VERSUS ECONOMIC REALITY 
(W. R. Knient, department of agricultural economics, Michigan State College) 


For one thing, holding the incomes of one group of investors at an arbitrarily 
low level amounts to a confiscation of their wealth; this does not jibe with our 
standards of justice. 

Because the repercussion on supply comes slowly there is an inclination to 
face the problem of rent control with only a short-term perspective. Experience 
here and abroad reveals, however, that rent controls—presumably temporary— 
frequently become permanent by default. Hence it is important now, when 
another “temporary” program must be devised, to think seriously of the long-run 
implications—one of which is a shrinkage of the supply of rental housing. 

Keep in mind that about 70 percent of the urban population of this country 
is found in cities of less than 500,000 population. 

In Lansing the total number of rental units declined 37 percent between 1941 
and 1949. Between 1945 and 1949, a period in which nearly everyone talked of 
the acute rental-housing shortage, the number shrank 15 percent. (See table 1.) 


TABLE 1.—Rental housing units in Lansing, 1941, 1945, and 1949 * 





Rental units in— 1941 1945 1949 
Single-family dwellings. ........_... seat f ‘ 5, 586 5, 023 2, 950 
Two-family dwellings................. “a 4,008 2, 955 3, 031 
Multiple-unit dwellings._.............-- ts ; 3, 371 1, 827 | 2, 036 
CEE Ba bi Bish de bed cares a <piwicne hei . 582 264 515 
ee od a ctayescocccs seid 13, 547 10, 069 8, 532 


| A unit is defined as any residence of a householder but does not include trailers. Also excluded are units 
in the suburb of East Lansing and on streets lying wholly outside the city limits. 


Source: Lansing City Directory, 1941, 1945, and 1949. 


This type of housing is better suited for families with children than any 
other type and has been in great demand; the wholesale disappearance of these 
units since 1945 has been a matter of special social concern. 

Actually most of the people who bought second-hand homes since 1945 ap- 
peared reluctant to do so.* The complaints about the high price tags on houses 
were almost universal. Many people who bought said, “We paid too much but 
were forced to do it. We just could not find anything to rent.’ In general, 
people who rented units under control held on to them as long as possible; 
though some had enough liquid assets to make down payments on homes of 
their own. In short, we cannot explain the shift to owner occupancy on any 
mass urge to own; if there Was any mass urge it was to find homes which could 
be rented for controlled prices. Nor was this shift due to the upward trend 
of wages. 

Pertinent in this connection is the actual level of rent allowed landlords under 
rent control since 1946. In Lansing the most common ceiling price (established 
in March 1942) for a typical single-family home was $35 per month.’ 

Although this figure appears low, it is not proof of inadequacy. Did not the 
law provide for increases? The amendments to the Rent Control Act made in 
1946 allowed for a 15-percent increase if the tenant gave his consent, and 
eventually such increases affected about 20 percent of the units under control 
in the United States. In addition to this type of increase there was provision 
for “hardship cases.” This meant little or nothing to landlords, however, be- 
cause of the way hardship was defined. Until the amendments of 1949 were 
put into effect, with few exceptions, a landlord was entitled to no increase as 
long as his out-of-pocket costs were being met. 

How have property owners fared since 1949? The amendments made in that 
year (more liberal than any’others) provided that a landlord was to be allowed 
rentals sufficient to yield him a “fair net operating income.” The Housing Ex- 
pediter determined that a net operating income was fair when, in the case of 


* This information was supplied the writer by the Lansing rent control office. No in- 
formation was given for apartment rents because, it was said, such a wide variation 
existed that no typical figure could be given. 
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a small structure, it did not fall below 25 percent, and for a large structure 20 
percent, of the annual income. To many people this seemed most generous. 
Upon further examination, however, one finds that a net operating income is 
something quite different from a net profit; a property may show a substantial 
net operating income yet yield no net profit at all. Furthermore the rent contro! 
agency had a unique way of its own of computing expenses. In effect, it cal- 
culated some of them on a prewar price level basis which, of course, meant 
lower figures. In many (if not all) instances, the expenses of operation as 
figured by the rent control agency’s methods come out less than when caleulated 
by ordinary accepted methods, accepted, for example, by the Bureau of Internal] 
Revenue. Hence the law was not as generous as some might think. 

In practice, what increases were allowed under the 1949 amendments? On 
the average the increases granted lifted the ceiling figure 18 percent over the 
1942 level both in Lansing and in the Nation as a whole Landlords considered 
an 18-percent increase far from adequate in view of the fact that between 1942 
and 1950 real estate taxes had risen 35 percent (in Lansing) and building sup- 
plies and labor for repairs had risen from 75 to 100 percent. Many units never 
received any increases at all because their owners did not apply for them. 

In any event they do not indicate that 10 percent was a normal prewar rate, 
the average fo rthe period 1935-39 being 214 percent. Vacancies have been 
somewhat less than this in the past 5 years, but the additional income there- 
from would not have caused landlords’ revenues to rise by more than 2 percent. 

Furthermore, delaying repairs has meant living off capital to some extent. 

Occasionally one hears it said that because of the ways to get around rent 
eeilings landlords fared well enough, and no relaxation of the law itself was 
needed. Policy based on this attitude is questionable for it penalizes those 
who are honest and want to respect the law. When people are forced to violate 
the law in order to survive financially they cease to regard law as the expression 
of justice, and governments love their ability to govern—a serious matter. 

Is not the crucial question this—were the returns adequate to attract capital, 
or was capital repelled from the industry? Ultimately, the only way to have 
good rental housing available to all who want it at rentals considered reasonable 
is to increase vastly the supply of it; that is, to attract a huge volume of invest- 
ment to this field. Any policy that results in a shrinkage of the supply really 
aggravates the basic problem. It makes little difference whether some Govern- 
ment agency or economist or landlord says earnings are sufficient if the judgment 
of investors is otherwise. 

Though the overwhelming tide of capital was going out, some for building 
and alteration was flowing into the rental housing figld after the war, lured by 
the provision that new units were exempt from control. The evidence for 
Lansing indicates that about 20 percent of the rental units fell in this category 
by 1949. This should not be interpreted as indicating a large volume of new 
construction, for of that there was hardly any at all. Most of the additional 
units arose from the alteration of older homes. 

In summary, the flight of private capital from rental housing in Lansing sug- 
gests an eventual crisis in its supply. Although one cannot prove it from earn- 
ings’ statistics it seems apparent that the basic cause of this exodus of capital 
was rent control (and the fear of it in the future). 

In this Nation since the last war, the construction (public and private) of 
duplexes has run only about 25 percent, and of multifamily units about 50 per- 
cent, of the level achieved in the 1920’s. On the other hand the rate of building 
of single-family homes in recent years has been 50 percent above that of the 
1920's. 

Of the recent construction of rental units private risk capital accounts for 
much less than it appears. About 60 percent of that built since 1945 (more re- 
cently 80 percent) has been covered by FHA mortgage insurance under whose 
terms the value is insured up to the on-site construction cost; in other words 
the Government has assumed nearly all the risk. This program is only one short 
step from a clear-cut Government housing venture. It reveals to what length 
policy must now go in order to get any considerable volume of new rental 
building. 

It can be said in favor of the present program that it has encouraged the 
creation of many new units at little cost to the Government. 


2This is figured on the basis of the number of units which have receievd increases, 
not on the total number under control. It does not mean 18 percent in addition to the 
voluntary 15 percent increase mentioned earlier. 
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In particular, the construction of two-family buildings has been disappointing. 
For example, in Detroit in the middle 1920's, duplexes were built at the rate of 
about 3,000 per year, whereas in 1949 less than 10 percent of that number were 
erected. 

All of the private construction of new rental units in the Lansing area since 
the end of the war has amounted to less than 3 percent of the total number of 
rental units in use. In other words the volume has been very low and probably 
has not kept up with the rate of physical depreciation. 

Why did the construction of rental units under private enterprise without any 
guaranty in the 1920’s exceed by so much the volume achieved today? Capital 
by the billions has been invested in other industries since the end of World 
War II; why has it not gone into rental housing? The answer to this question 
must be related to the level of expected return since there is no reason to believe 
that capital would shun the field if it were lucrative. 

However this argument oversimplifies the matter. Those who believe that 
rent control has deterred new investment (of whom this writer is one) argue 
along this line. Investors must look ahead many years when weighing the 
feasibility of putting their money into new rental housing because a long time 
is required in which to get it back. The reason why little private risk capital 
has gone into this field is simply because prospective investors could not expect 
the real incomes from such ventures to remain favorable over the next generation. 
They reached this conclusion in view of these considerations: The possibility of 
another national emergency which would bring price ceilings for the new units; 
the low degree of liquidity for this type of investment; the treatment given 
landlords under the last period of control; and the strength of the political 
appeal for rent control once established. 

If it has held back investment it serves to illustrate Schumpeter’s thesis that 
capitalism will stagnate, not because the economy is “mature” but because of 
anticapitalist public policies. 

The influence of rent control was apparent in several respects. It has been 
a major cause of the rise in home ownership; of the increase in the number of 
units occupied by owners in essentially rental-type structures; and in the rise 
in the number held by one and two people. Its influence was also obvious in 
the low rents prevailing in the cities of America. The census showed that about 
13 percent of the urban rental units had gross monthly rents between $20 and 

29; 20 percent between $30 and $39; and 22 percent between $40 and $49. Gross 
monthly rent includes the cost of heat and all utilities as well as the payment 
to the landlord. 

At present small units arising from the subdivision of old homes in lower value 
neighborhoods appear to be the only type of permanent rental unit which can 
be brought on the market at low investment cost. This source of supply will dry 
up some day since the homes built during the past 30 years have been relatively 
small and will never offer the possibilities for subdivision that the older ones did. 

In the Midwest, at least, few people will pay the price required to supply the 
quality of rental housing they desire. As owners they will pay as much or more 
(without realizing it) to get what they want. 

Another thing in favor of home ownership is its stimulus to personal saving. 
A home out of debt is a source of great comfort to older people especially. Buying 
a home is a system of forced saving; it also causes an extension of the workweek 
of the owner. The fact that so few tenants are able to accumulate wealth means 
that they have time and money for activities outside their homes; also that 
they are unable to save on a voluntary basis. 


The “vicious real estate lobby” and rent control 


Many people assume that because real-estate brokers (a part of the so-called 
vicious real estate lobby consistently foucht rent control since 1946 that their 
financial interests were hurt by the extension of rent ceilings. In reality they 
prospered wonderfully from this program because it resulted in a mass selling 
of homes. It takes only a short exercise in arithmetic to show that the addi- 
tional brokerage fees which arose from the high volume of sales offset manyfold 
whatever losses realtors may have suffered on their possession of rental housing 
structures. The official position of the real-estate brokerage firms has been, of 
course, to leave housing to the operation of the free market, and their resolutions 
indicate opposition to rent control. Their fear has been that in the long run 
Government will assume the ownership and/or control of housing which will 
mean the end of the brokerage business. In the short run, however, their finan- 
cial interests were served by rent control, and this was clearly understood and 
stated by Lansing realtors. 
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Il, INCOME REDISTRIBUTION 


One of the common beliefs concerning the effect of rent control is that it has 
redistributed income from the rich to the poor. A survey of family incomes in 
Lansing for the year 1949 has thrown light on this interesting question.’ Since 
a much larger proportion of landlords were found in the lowest income brackets, 
and in view of the fact that the median income of tenants exceeded that of 
landlords, it is difficult to believe that rent control has diverted income from 
the rich to the poor.* Table 4 shows the relative income positions of landlords, 
tenants, and home owners not landlords. eo 


TaB_e 4.—F amily disposable incomes of landlords, tenants, and home owners 
not landlords, Lansing, 1949 
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How does it happen that so many landlords were in the lowest income brackets? 
This matter hinges on whether they were employed or not. Employed landlords 
(55 percent of the total) had adequate incomes, but those without jobs con- 
stituted one of the poorest groups in Lansing. (See table 5). On the average, 


rental payments comprised about 70 percent of the total incomes of landlords 
without employment. 


TABLE 5.—Comparison of employed and not employed landlords’ disposable 
incomes, Lansing, 1949 


Not em- || ith j | Em- | Not em- 
ployed ployed | Total income | ployed | ployed 


Total income 
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$4,500 to $4,999._.......-____- . 0 |} $999 and under 


$4,000 to $4,499._____ 3.5 | 7.0 || Didn’t know or refusal. - 
Gece wa eae... tl 5 0 | 


$3,000 to $3,499 Can 2. 3.5 | Total 


The clue to the poor situation of many landlords is their age. As may be seen 
from table 6 nearly 60 percent of them fell in the two oldest age groups ; obviously 
many were too old to have regular employment. Tenants, on the other hand, 
were younger people. 


® The income figures were secured by means of personal interviews from a scientifically 
drawn sample of the total population. There is little reason to believe that landlords 
purposes underreported their incomes since no mention was made of the rent control 
issue, nor was it on the minds of the people who did the interviewing. 

In this study a landlord is defined as anyone who had met rental income in 1949. It 
includes not only owners of rental housing but also owners of business rental property 
(though the number of the latter in this sample is believed to be small). Corporations as 
landlords are not included, but this omission is not serious since they probably account 
for less than 5 percent of private units in Lansing. 

4D. Gale Johnson, on the basis of aggregate income data, could find no evidence that 
landlords had higher incomes, on the average, than did tenants. See his paper, Rent 
Control and the Distribution of Income, delivered at the American Economic Association 
meeting in December 1950. 
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TABLE 6.—Age of homemaker in families of landlords, tenants, and home owners 
not landlords, Lansing, March 1950 
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Judging by the occupation of many landlords one suspects they are the “handy- 
man” type—that is, men who can install plumbing, do repairing and painting. 
Supposing they should become discouraged with the rental housing field, could 
they shift their time and money readily into other types of investment? There 
is reason to believe that the rental type of investment is better suited to many 
of them than would be any other kind of program. 

The largest single group of tenants was in the semiskilled group (most of whom 
belong to unions) and this explains in part why the CIO has pressed so hard for 
rent control extension. 

Landlords were found to control an average of four units each, and their rental 
incomes were typically small. Twenty-five percent of them reported net rental 
incomes for 1949 under $300; 36 percent between $301 and $600; 16 percent be- 
tween $601 and $900. Only 7 percent reported over $2,100, indicating that few 
landlords could live comfortably on their rental incomes alone. Undoubtedly 
in many cases these income figures represent riot only returns on investments 
but also indirect payments for the owners’ services applied to the upkeep of the 
properties. 

In summary, the rent control issue is not a struggle between the rich and the 
poor but rather between the young and the old. Landlords without employment 
constitute one of the poorest groups in Lansing, and few of them could live 
comfortably on rental income alone. 


Ill. POLICY BY FOLKLORE 


The treatment given the landlord under our public policy has been remarkable, 
It has placed a drastic ceiling on his earnings, given him no protection such as 
parity price or unemployment insurance in case his income fails, denied him the 
right to strike, and has subjected him to Government competition which is heavily 
subsidized. How do we account for such treatment? Is the landlord a monopo- 
list? Actually the rental housing business is highly competitive. Do landlords 
receive excessive incomes? There is no evidence that they do; they present more 
of a social problem as a low income group rather than as a high one. Are returis 
on Capital large in rental housing? There is no reason to believe they are; in 
recent years capital has been fleeing this field, and new capital will hardly enter 
without a Government guaranty. Surely economic facts or analysis do not 
explain the treatment given landlords. 

Following the First World War rent control was continued in France and 
other European countries. In Paris a generation of this control, amidst other- 
wise general inflation, resulted in virtually no rental payments at all; private 
investment dried up and the housing structures fell into a state of critical 
dilapidation. Recently French policy has been redirected allowing for sub- 
stantial rent increases in the hope that private efforts may be attracted to pro- 
vide more and better housing. In England the results of continued rent con- 
tro] have not been happy either. Speaking before the members of the American 
Economie Association at their annual meeting in December 1949, Sir Henry Clay 
of Oxford University said that “a generation of rent control and subsidies in 
housing” in England had resulted in a situation wherein “no one expects or is 
expected to pay in rent more than half the cost (interest and amortization) of 
the house he occupies.” His fear was that England might slip into a position over 
food analagous to that of rent as a result of long continued food subsidies. 
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If a period of deflation should occur after the war, offsetting the earlier 
inflation, the controls could be abolished easily. Actually, however, in Europe 
and now in America little (if any) deflation occurs after the shooting stops, 
and the arrival of peace does not lessen the public demand to keep rents down. 
As later inflation carries prices to new heights the public feels it more urgent 
than ever to hold the line on rents. The subsequent collapse of private enter- 
prise in this field makes it necessary for Government to build rental structures 
if any are built at all. If the rents on the Government units are to be kept low 
there must be provision for heavy subsidies. s 

By no means is the popular demand for continued rent control limited to 
periods of actual economic crisis. Even™when enjoying unprecedented pros- 
perity, as in America since 1946, workers insist sincerely that they cannot pay 
rent at the free market level. What does economic policy have to cope with 
regarding this problem? Is it fact or fiction? What underlies the popular 
demand that rents be held low? Perhaps at the basis of it all lies this belief: 
No matter how little a landlord is paid it is enough. Books, movies, and comic 
strips have all pictured the landlord as a well-to-do, greedy, and generally dis- 
tasteful person. 


The “shortage” 


The confusion over the matter of the rental housing “shortage” is evidence 
of the public’s ignorance of the function of prices. It does not grasp the idea 
that all economic goods are short in supply relative to consumers’ wants and 
that some sort of rationing system must be devised.’ Public leaders seem 
baffled as to why after several years of vast housing construction the demand 
for rental housing units under price control continues to exceed the supply. 
Just as baffling is the fact that after the removal of price control there suddenly 
appears to be a housing “surplus.” For example, see what happened to the 
“wanted to rent” and “for rent” columns in Lansing after the removal of rent 
control as compared with the situation during the two preceding years. 


FIGURE 1.—Average number of houses and apartments for-rent and wanted-to- 
rent. Lansing area, November 1948 to March 1951 
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Source: Sunday issues of the Lansing State Journal 


5 The 1950 Census of Housing in the United States revealed that Americans were better 
housed than ever before in history. The quality of housing as a whole had risen and 
there was less crowding in both owner and tenant-occupied units. Yet in the popular 
mind quite a different concept seems prevalent, namely that there exists a desperate 
shortage (as compared to prewar conditions). 
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If the 1942 level of rent is assumed there is no point in holding hearings 
because demand doubtless exceeds supply in all cities and will continue to do so 
indefinitely. Secondly, the proposition suggests that, if a “shortage” does 
exist, rent control is needed and will somehow alleviate the situation; actually 
it will aggravate it. When rents are held at an arbitrarily low level, a wasteful 
use of units arises (illustrated by the rise in the number occupied by one person). 

The confusion exhibited by Government officials and by the public over the 
scarcity of vacant housing units is further evidence of their ignorance con- 
cerning the function of prices. Much is made over the fact that there is so 
little vacant housing, yet the census reveals that the vacancy rate in America 
in 1950 was almost the same as in 1940. The record in Lansing indicates that 
the only times vacancy rates have increased noticeably have been during periods 
of rapidly falling employment. (See table 3.) In other words a low level of 
vacancies is normal because prices adjust so as to equate supply and demand. 
This is exactly what prices are supposed to do. 


The CIO and rent control 


The position of the CIO relative to rent control is deserving of much coh- 
sideration from economists, social psychologists, and others. This union has 
been one of the main lobbies for rent-control extension, yet it was the group 
which first broke the line of general price control in 1946 when it demanded an 
end to ceilings on wages. Subsequently the CIO and the rest of organized labor 
took this position: “Price control is a wonderful thing for everyone but us.” 
We should not impute dishonesty to labor because of this contradictory position 
for there is no doubt that it has been sincere. 

The explanation to the thinking of the CIO member on this problem seems 
to lie in an “underdog” psychosis (an important segment of union folklore), 
a feeling of being poor and somewhat exploited by landlords and others in 
society. At the rent-control hearing in Lansing late in 1950 sincere CIO mem- 
bers expressed the idea that the poor struggling factory work could hardly 
make ends meet as it was and surely could pay no more rent. Labor represent- 
atives implied that the shop workers needed financial assistance which well- 
to-do landlords could easily afford to give them. 

The feeling of inferiority (considered very important by some students of the 
labor movement) has had solid basis in the past and still has today in some 
respects. It is basically a good thing that working people have been unwilling 
to accept a position of inferiority. In regard to earnings, however, times 
have changed; shop workers have risen both absolutely and relatively—for 
which we should rejoice. In Michigan’s 18 leading industrial counties in the 
second 6 months of 1950, production-line factory-workers’ earnings were about 
$70 per week (41 hours) ; in addition, they received important fringe benefits. 
Such incomes compared very favorably with those of other groups. The really 
poor city people are the old people, not the members of the CIO. Of course 
union members have had low incomes during periods of prolonged unemploy- 
ment, but these have not constituted a serious problem for many years. 

In another way (besides price control) the union man seems to have a double 
standard. He insists on an adequate wage for his own service and will go on 
strike, even when the social consequences are serious, to get what he con- 
siders for himself a fair deal. When it comes to rent, however, he feels that 
it should be based on what he is willing to pay—a low figure indeed. Sup- 
posing landlords through concerted action should refuse to let people occupy 
their properties at the low rentals allowed under control: that is, supposing 
they should go on strike. Would organized labor defend their right to strike? 
Judging by the comment in the labor press in January 1949, when there was 
talk of such a strike, unions would demand strike-breaking action. 


* Because they considered the conditions of operation imposed on them by rent control 
very unjust, Tulsa landlords threatened to go on strike (withdraw their properties en 


masse from use by evicting tenants) early in 1949. The CIO through its national hous- 
ing committee protested vehemently and needled the Housing Expediter to do everything 
in his power to stop this strike. The CIO demanded that injunctive relief be secured 
from the courts to prevent such action and said the announced plans of the Tulsa land- 
lords constituted a conspiracy against the law of the land. Ironically, at this same time 
the union was conducting an all-out campaign against the Taft-Hartley Act (the “slave 
labor” bill) whose provisions were mild indeed compared with the CIO's program for land- 
lords. (See the CIO News, January 31, 1949, p.9.) Regarding the Tulsa threat the Hous- 
ing Expediter announced he would take action to prevent mass evictions if landlords were 
not withdrawing their units in “good faith.” To withdraw a unit in “good faith” w: 
interpreted by the Housing Expediter to mean withdrawing it permanently. 
landlords could strike if they would remain on strike ever afterwards. , 


That is, 
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Council of Economic Advisers on rent control 


Irom its birth until the present, the Council of Economie Advisers has advo- 
eated the extension of rent control. Its attitude may be found in the annual 
Economic Reports of the President and in the accompanying Reports on the 
Economic Situation. On studying these documents the economist finds much 
wanting since there is little evidence that the Council has weighed the economic 
problems posed by rent-control extension. The key to the Council's attitude since 
January 1948 has been its continual preoccupation with the problem of pacifying 
organized labor. Year after year it has expressed concern that labor should 
exercise moderation in wage demands. Presumably rent increases would render 
moderation impossible; therefore property owners must be sacrified. The Coun- 
cil appears to regard landlords as comfortably fixed people to whom extra income 
would simply mean more saving. It seems unaware that continued control 
causes a Shrinkage of the supply of rental units; it expresses no concern for the 
future of truly private investment in this field (and what this means to the 
employment problem) ; and it seems to exaggerate the importance of rent in the 
cést of living.’ One wonders if the Council’s position on this issue represents 
a victory for folklore and political pressure over economic science. 


IV. CONCLUSIONS 


Research results have never been presented to support the contentions which 
have been used to justify rent control since 1946. These contentions are: that 
tenants have been particularly the victims of inflation; that rent control will 
ease the housing “shortage”; that rent control redistributes income from high to 
low income groups. Such research results as are now available refute all of 
these contentions. Therefore it is difficult to escape the conclusion that folk- 
lore ideas about landlords (that they are greedy, disagreeable people who collect 
more than they need) provide the key to explain the policies which have been 
adopted. 

Experience here and abroad suggests that unless rent ceilings are allowed to 
follow the trend of other prices private capital will be driven out of the field, 
finally precipitating a supply crisis. The curtailment of private investment in this 
industry would be unfortunate not only because of its implications for living 
conditions ; it would also complicate the matter of maintaining full employment 
during normal times. Another unfortunate result of artificially depressed rents 
is the hardship this brings to many old people who rely on small rental incomes 
for their livelihood. 

Current policy recommendations.—It will be hard to construct an equitable and 
economically justifiable rental policy for the current period of national emer- 
gency engendered by the Korean War. As a general principle it is clear that 
when other prices are controlled rents should also be regulated. Property 
owners should be subject to the same regulations as any other group in society, 
and they ought to have the same opportunities as others for price adjustments. 
Specifically, a rent ceiling should be adjusted periodically to keep pace with the 
general trend of prices. In the administration of this principle an inspection 
of a property should be made to see if it is kept in good condition before an in- 
crease is granted. 

Particularly difficult will be the task of arriving at the basic ceiling figures 
from which to build a rent control program. It would not be fair to adopt the 
existing rent structure because it is a source of confusion and inequity with some 
prices high and others artificially depressed. For a unit that has never been 
under control the matter is not so difficult ; its rental as of June 1950 may be used 
as the basic ceiling figure. For an older unit which has been under continuous 
control since 1942 the problem is harder. One approach which merits considera- 
tion is to allow the ceilings on these units to rise enough to offset the decline in 
the value of money which occurred between March 1942 and June 1950. 


Senator Benton. That is certainly a very interesting observation. 

Senator Bricker. I would like to get a copy of it, if you have an 
extra copy. 

Mr. Snyper. I will be glad to have extra copies of it made for you. 


7If all rents under control in March 1951 were to go up 50 percent, it would cause an 
increase in the cost-of-living index of about 3 percent. 


83762—51—pt. 2 36 
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Mr. Summer. Continuing, gentlemen, we switched to the subject 
of decontrol. More than 40 percent of the 231 larger cities in the 
country have freed themselves from rent control through local option 
in spite of the Housing Expediter, and certainly we will not point 
our finger at 95 cities and say to those governments, “You are work- 
ing against the best interests of our Nation.” 

I repeat again, if rents were reduced to zero, it would not solve the 
problem. 

Senator Bricker. The Secretary of Labor testified before this com- 
mittee that they do not know what is good for them, that this is a 
national interest. 

Mr. Summer. We have 1,400 communities that have freed them- 
selves of rent control, and in spite of the predictions of horrible things 
by the Housing Expediter, who said there would be mass evictions 
and riots, there has been no evidence of mass evictions, there have 
— no riots to our knowledge, at least the press has not published 
them. 

Senator Bricker. They certainly would if there had been any. 

Mr. Summer. I think we would have read about it. 

Here is something very interesting, gentlemen. According to the 
United States census, the population between 1940 and 1950 increased 
141% percent, which is the second smallest increase percentagewise in 
our Nation’s history. During that same period of time, the housing 
supply of the Nation, including sale and rental housing, increased 
23 percent, which is the greatest increase in the history of our Nation. 

enator Bricker. I think there has been testimony before this 
committee in these hearings to the effect that there is now more square 
footage, more home units, and more rooms available per unit of popu- 
lation than ever before in the history of the country. Is that true? 

Mr. Summer. That is true. When you realize that there were 
8,555,000 new home units credited in that period, again using the 
census figures of an average of three to a family, that would house 
25,000,000 people. 

Senator Bricker. One more question : 

You testified a moment ago, Mr. Snyder, that the number of con- 
trolled units had decreased from the top of 17,000,000 down to about 
one-third of that number. 

Mr. Snyper. That is right. 

Senator Bricker. Does the remaining one-third take into considera- 
tion those rental units which have gone out of rental use, or have you 
just taken the one-third by taking the total and taking off those that 
had been released from rent control ? 

Mr. Snyper. The one-third remaining are those that remain under 
rent control. 

Senator Bricker. Should there not be deducted from that the num- 
ber which have gone out of rental use? 

Mr. Snyper. The number of units that have gone out of use, of 
course, would be computed over that 10-year period, but at the same 
time—do I misunderstand your question ? 

Senator Bricker. You take the top of 17 million and say that a 
third of the 17 million are now under rent control. You arrive at that 
figure by taking the 17 million and deducting from that those units 
which have been decontrolled? 

Mr. Snyper. That is correct. 
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Senator Bricker. Now, are there not a lot of units in that remainin 
one-third which have gone out of rental use in the last 8 or 9 years 

Mr. Snyper. They would not be included in that figure. The figure 
I believe, Senator, would be those units that actually still are rental 
cere not units that have gone out. That is the Housing Expediter’s 

ure. 

Seiai Bricker. That is the reason I am asking you. I think his 
figures are wrong, because I do not think he included the number of 
units which have gone out of rentaFuse. 

Mr. Snyper. I have challenged that figure in testimony before this 
committee last year, and pointed to the fact that there were 3 million 
new rental units added by reason of conversions, and new construction. 

Senator Bricker. Those ought to be deducted. 

Mr. Snyper. Which should be deducted ? 

The Cuamman. New construction was exempt. 

Mr. Snyper. We are talking about the total supply to the number 
of rental units. 

Senator Bricker. I am trying to get the total number of units now 
under control, not an estimate, because I think the Expediter’s figures 
are wrong, because he has not taken into consideraiton the loss of rental 
units in those controlled areas that yet remain. 

Mr. Snyper. I think that is a fact. 

Senator Bricker. Have you any way of determining that? 

Mr. Snyper. We have tried to get an estimate through a housing 
economist in Washington, and the estimate is that there are between 
214 and 3 million such units removed from the market by reason of 
conversions, fire loss, and others, which were, I believe, between 
3 million and 4 million units under control. 

Senator Scnorrre,. Mr. Snyder, do you have the percentage of 
individual housing units owned by those who live in them? 

_Mr. Snyper. Yes, sir; it is 53 percent, according to the 1950 census, 
sir. 

The Cuarrman. We had testimony here yesterday that was rather 
remarkable to me, because it was the first time I had heard about it, 
and maybe you might know something about it. 

It was testified here yesterday that the number of people who lived 
in rental units, who lived in their own private homes, the 53 percent 
you speak of in certain communities, had to bear the brunt of addi- 
tional taxation and other expenses due to the fact that the 47 percent 
of the units in communities were frozen under rent ceilings, and 
therefore the assessments would not be changed. 

Mr. Snyper. That is correct. 

The Cuarrman. Does that generally exist throughout the country ? 

Mr. Snyper. Yes. 

The Cuarrman. The gentleman testifying told us about the situa- 
tion in Boston, and I wondered how it was generally over the country ? 

Mr. Snyper. Because of the tremendous increase in taxes through- 
out the country, that, just generally, exists throughout the country. 

The Cuamman. In other words, throughout most of the country, 
do you know, or is it your opinion that most rental units that are 
frozen are also frozen for increased assessments, which in the end 
is taxation ? 

Mr. Snyper. No, sir, I only express that opinion on the basis of 
rather a cursory spot check. 
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The Cuarrman. Is there any way we can find out in how many 
cities that would exist? 

Mr. Snyper. We shall be glad to find that out for you. 

Mr. Summer. It would A a survey to find it, sir. We can get 
that in that survey. 

The Cuarrman. Whatever we do we have got to do by June 8, as 
we are going to be in session every day until June 8. 


Mr. Summer. It is an important point, and we will try to find it 
out for you. 


Mr. Snyper. I think that we could by telegraph get from a good 
cross section of the country an answer to that, sir. 

Senator Benron. That is all you need, a sample. 

The Cuarmman. Thank you. 

(The information referred to follows :) 


JUNE 4, 1951. 
TELEGRAPHIC SURVEY ON ASSESSED VALUATIONS OF Property UNpER RENT CONTROL 


At the request of Senator Burnet R. Maybank, chairman of the Senate Banking 
and Currency Committee, a telegraphic survey of 34 cities was conducted by 
the department of research and surveys of the National Association of Real 
istate Boards, to determine whether assessed valuations of rental properties 
under rent control were frozen. The findings are summarized below: 

Chicago, Ill—‘Census reports show about 730,000 tenant-occupied dwelling 
units in Chicago at $38 monthly median rent with assessed valuation computed 
at $2,150,000,000. Most of these apartment properties are assessed on basis of 
income, whereas homes are assessed on basis of value. In this sense assess- 
ments on rent-control properties are frozen because assessor realizes futility of 
increasing valuations. Reliable sources estimate assessed valuations on rent- 
controlled properties to be understated by an amount exceeding $785,000,000, 
which would produce an additional $26,000,000 in taxes. Not only are control- 
free properties bearing unequal tax load but city of Chicago faces current 
financial crisis which would not exist if assessments on all rental properties were 
made on a basis of value.” 

South Bend, Ind.—‘Assessed valuation placed on real estate by State law in 
1934 remained until 1950. State reassessment on much the same basis. Low- 
rent income has made assessed valuations of rent-controlled property dispro- 
portionately low, and has entirely discouraged additional rental housing which 
would tend to carry its fair share of increased Government cost. Frozen rents 
have tended to force owners to neglect necessary repairs resulting in deprecia- 
tion of property values. This resulting loss of value has been reflected by 
smaller assessed valuations. Thus rental property does not carry its fair share 
of increased cost of local government.” 

Minneapolis, Minn.—‘Assessed valuation in Minneapolis of controlled rental 
properties is not frozen. However, income is taken into account in making 
valuations so some freezing is evident on that basis.” 

Kansas City, Mo—‘City and county assessors have not frozen assessed valua- 
tion on properties under rent control. Gross income does have some effect as 
well as type of construction, location, physical condition, obsolescence, etc.” 

St. Louis, Mo.——*‘The assessor has not frozen the assessed valuation of this 
character of property (rent controlled). In order to have some idea of the over- 
all picture my office telephoned a number of our active members known to us to 
have a substantial management of property under rent control for a sampling 
of 1945 and 1950 assessed valuations on a number of parcels. A composite 
thereof discloses that the increase in the assessed valuation approximates 15 
percent. For the same period of time, our over-all tax rate has not been changed. 
Sixty-five parcels of property were involved in this cursory survey.” 

Philadelphia, Pa.— ‘Assessed valuation of residential property under rent con- 
trol is not frozen. As a matter of fact assessed valuations have been increased 
twice within less than 2 years.” 

Scranton, Pa.—‘Assessed values in Lackawanna County are set up by an 
obsolete scale which has been in operation a good many years, and the theory 
is that every 3 years a new assessment will be made which will revise the figures 
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in accordance with cost trends. Actually, the books are copied from year to 
year and new properties coming on the market are penalized by being put on 
the higher assessed rates. Rent control has no bearing on assessed values. 
Since the income from local government is secured by increasing millage, there- 
fore, the taxpayer has an increased cost each year which cannot be passed on to 
the tenant. There is very little building of rental units of this area.’ 
Baltimore, Md.—‘No freeze on tax assessments in Baltimore area. Thousands 
of assessments have been boosted 20 to 50 percent in past few years.” 
Cleveland, Ohio—*Assessed valuation of controlled rental property is not 
frozen. Some assessed values have been incréased. Tax rates have also been 


increased.” = 
Other cities reporting no freeze on assessed valuation of residential properties 
under rent control were: 


San Francisco, Calif. Portland, Maine Portland, Oreg. 
Stockton, Calif. Detroit, Mich. Pittsburgh, Pa. 
Denver, Colo. Springfield, Mo. York, Pa. 
Atlanta, Ga. Helena, Mont. Memphis, Tenn. 
Macon, Ga. Summit, N. J. Seattle, Wash. 
Indianapolis, Ind. Buffalo, N. Y. 

New Orleans, La. New York City, N. Y. 


Nore.—Reporting cities recently freed from Federal rent control reported on 
their experience under Federal rent control. 

Mr. Summer. I might point out that the government which is 
closest to the problem, we think, is most competent to deal with rent 
control, that Washington is not as competent, and our Housing 
Expediter is not as competent as your local community governments. 

Now, the largest State in the Union in population gets along. with- 
out Federal rent control, as does the largest city in population. The 
third largest city, Los Angeles, decontrolled in spite of long-delaying 
action by the Housing Expediter. 

Senator Bricker. Did they have a referendum? 

Mr. Summer. No, that was act by the council, and there were dire 
threats made that the 10 members who voted for decontrol would 
never go back in office. They went up for reelection, and 9 of the 10 
went back with comfortable majorities. The tenth was defeated re- 
portedly because he did not spend enough time in city hall. This 
fable about political expediency apparently has been blasted in Los 
Angeles, very decidedly. Rents have risen only 9 percent in that city. 

Senator Benton. Is there any case where you have had decontrol 
and controls have been put back in again ? 

Mr. Summer. Yes; there have been cases like that. 

Mr. Snyper. Where the Housing Expediter has decontrolled. 

Senator Benton. On any basis. First they were decontrolled, and 
then the situation developed so they had to put the controls back in 
again. 

“Mr. Summer. I believe there have been cases where the Expediter 
did control. 

Mr. Snyper. In about five areas that I know of. 

Senator Benton. I think those might be interesting. Where was 
that, any large cities? 

Mr. Snyper. No, Americus, Ga., was one of them; a small town 
of about 5,000 population in Kentucky was another. 

Senator Benton. Mostly small towns? 

Mr. Snyper. Not all small towns. I believe Sharon, Pa., was one 
of them, which I imagine is around 30,000. 

Senator Bricker. How were those decontrolled and recontrolled ? 
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Mr. Snyper. They were decontrolled by the Housing Expediter, 
because under the recontrol provisions of the present law he would not 
be able to recontrol if it was decontrolled by lieal option. They were 
recontrolled-on recommendation of the local advisory board or by the 
Housing Expediter’s own initiative. 

Senator Bricker. He decontrolled and then recontrolled also? 

Mr. Snyper. I believe one or two were on the basis of the local rent 
advisory board’s recommendation, and then they subsequently rec- 
ommended that it be recontrolled. 

Senator Benton. Do you have an illustration where you fellows in 
the business would concede that decontrol came too soon and did not 
work satisfactorily ? 

Mr. Summer. Here are five illustrations, apparently. 

Senator Benton. But they are small ones. 

I have here, and I think this may be an appropriate place to bring 
it in for illustration a letter from the mayor of Omaha, a Republican 
mayor. He uses this because, of course, the danger is trying to arrive 
at sound policy in these areas is that will pay too much attention to 
some over-all national averages, statistical average. 

I pointed that out when we were discussing the 12 percent of a fam- 
ily income that goes for rent ; how it changes when you break it down 
on the low rental items. 

This Republican mayor of Omaha writes that the Legislature of the 
State of Nebraska passed legislation to remove rent controls from the 
State, the measure was vetoed by Governor Peterson, his veto was 
overridden, and the bill became effective. 

He goes on to tell how his appeal was of no avail, there were hun- 
dreds of complaints, and ends up— 
the 1949 rent control was a tragic mistake for Omaha—the rent decontrol was 


a tragedy to the State. 
Personally, I do not favor control as a matter of principle. 


Well, that of course is true of this whole committee, and the question 
is when you do it under what circumstances. I suggest this be inserted 
in the record. 


The Cuamman. Without objection, the letter will be placed in the 
record. 


(The letter referred to follows :) 


CITY OF OMAHA, 
EXECUTIVE OFFICE, 
March 29, 1951. 
Mr. T1aHEeE Woops, 
Housing Expediter, Washington, D. C. 


Dear Mr. Woops: The Legislature of the State of Nebraska passed legislation 
to remove rent controls from the State as of November 1, 1949. The measure 
was vetoed by Governor Petersen, but the legislature overrode his veto, and 
the bill became effective on the above date. 

During the hearing on this decontrol bill, I appeared before the committee 
which was considering the measure, urging that the bill be killed and that rent 
controls be allowed to remain. I insisted that the State legislature was in no 
position to understand or comprehend the housing problem in Omaha, and that 
the question of rent control should be decided by the Omaha City Council. 

My appeal was to no avail. And the fancy promises that rent increases would 
be “normal” and that landlords “would hold the line” were never kept. 

The first impact of decontrol was felt in November of 1949, although some of 
the larger landlords knew that the spotlight was on them and therefore either 
did not raise rents or made only modest increases. But in the months that 
followed, when the spotlight was beginning to dim, they raised and raised, and 
continued to raise. 
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I have had literally hundreds of complaints about the exorbitant increases, 
and am still receiving them. Many records in my files will prove this. There was 
even a noticeable increase in rents at the time Congress increased the social- 
security benefits. No doubt, there are many landlords who are charging whatever 
they think the traffic will bear. 

The 1949 rent decontrol was a tragic mistake for Omaha, because the severe 
housing shortage which existed then is still with us today. 

Personally, I do not favor controls as a matter of principle, but with a housing 
shortage such as we have, there is no alternative which will allow the people an 
economie survival. ae 


Today, with wages frozen, rents continue to rise. 
Sincerely yours, 
GLENN CUNNINGHAM, Mayor, 

The Cuamman., I think at hearings in the past a representative from 
Omaha appeared. 

Senator Benon. I have two other items that bear on this. 

Mr. Summer. May I answer that one, first ? 

Senator Ben'ron. Let me give you the other two items and you 
might answer them as a group because they make the same point. 

Here is an editorial in the Topeka Daily Capital, of which former 
Senator Capper is the publisher, which, Mr. Chairman, I think would 
appropriately go in the record at this point. The editorial talks about 
the Topeka rent-hike scandals and the greedy persons who seized this 
opportunity to prey upon the incoming families. 

These are just samples and I wonder how general this might be 
throughout the country. 

The third illustration, Mr. Chairman, that I would like to put in the 
record is from the housing expediter of Milwaukee, and it is a memo- 
randum to the mayor, in which he points out how many a veteran and 
wife are crowded into unsuitable places at rentals from 175 to over 
300 percent above that normally charged previously. Families with 
two or more children in the average-income bracket with a salary of 
$65 a week can’t find housing in Milwaukee at rent they can afford. 

Mr. Chairman, I think these three things in the record will serve 
to show that your national averages do illuminate special problems 
that are very acute in special areas, and if the witness will comment 
on how general this may be, how many such spots there may be like 
this throughout the country, I think it would help clarify his testimony. 

The Cuatrman. Those may be placed in the record at this point. 

(The information referred to follows :) 


[From the Topeka Daily Capital, Saturday, March 8, 1951) 
RENT PRCFITEERS GIVING TOPEKA REPUTATION IT DOES NOT DESERVE 


An inherent human frailty is being demonstrated by disclosures in Topeka’s 
rent-hike scandal. The avariciousness displayed by a few landlords, taking 
advantage of the urgent need for homes to line their pockets with ill-gotten gains, 
amazes those who have the best interests of Topeka at heart. In some instances 
rents have been doubled. In others unreasonable increases discourage and dis- 
cust the citizens trying to meet the city’s obligation, imposed by the reactivation 
of Forbes Air Base. 

Admitted that there is a housing shortage, and that wages and prices of mate- 
rials have soared upward, this still does not excuse the greedy persons who seized 
the opportunity to prey upon the incoming families. For the most part the mili- 
tary personnel has only moderate incomes and limited allowances for off-base 
housing. When the landlords demand exorbitant rentals they are robbing the 
women and children of men who are serving their country. They also are speed- 
ing the day when rigid rent controls will be imposed for the protection of soldiers’ 
families. In some instances this will work an injustice upon morally responsible 


} 


property owners who are holding the line on rentals. 
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Wages and prices are not much higher now than before the Forbes Air Base 
was reopened. Owners of rental properties were getting along fairly well then, 
meeting competition by keeping their rentals within bounds. When the emer- 
gency was created by prospects of 2,500 new families coming to Topeka, certain 
individuals became profiteers almost overnight. Now they are putting a dark 
stain upon their city’s reputation for being a hospitable community. 

This kind of gouging does not promote a friendly feeling on the part of the 
victims. While relatively few of the landlords are taking unfair advantage 
of an unfortunate situation to prey upon Topeka’s new residents, their covetous- 
ness reflects unfavorably upon the city asa whole. Fora few paltry dollars these 
rent-hikers work uncalled-for hardships upon newcomers who must have shelter 
for their loved ones. 

The city administration, chamber of commerce, and other agencies are des- 
perately trying to find homes for the newcomers. They are grateful for the 
cooperation of the honest property owners. These patriotic citizens are the 
salt of the earth, with no desire to prey upon soldiers and their families. Many 
families with extra rooms in their homes are responding graciously to the 
chamber of commerce appeal for help in housing the families of servicemen. 
To meet the emergency, still more of this idle space in the larger homes should 
be made available at reasonable rentals. 

For its future welfare, Topeka cannot afford to gain the reputation of taking 
unfair advantage of military personnel. To avoid this every citizen has a sacred 
obligation. Pressure must be brought to bear upon the profiteers until they see 
the error of their ways. 


MILWAUKEE, April 1951. 
To: Mayor’s Office. 
Attention of : Hon. Frank P. Zeidler. 
Subject : The Defense Effort and Rent Control. 

I feel it my duty to call attention to the plight of many people in Milwaukee 
and the cause of their troubles is the shortage of housing units and excessive 
rents being charged. I cannot understand why the Federal Government doesn’t 
clamp down on profiteers when it has to do with housing. There is a desperate 
need of rental units in Milwaukee today—units that the average family can afford 
and where children will be accepted. People are not asking for charity but a 
home for their families at a rental they can afford. 

Why should many of our veterans be subjected to such housing problems after 
serving their country in time of war, and the sad thing is that in many cases 
the profiteers or those in charge of the destiny of these veterans have in some 
way managed to avoid military service themselves. It is not my intention to 
criticize the small landlord or the average landlord, but the group of pot hunters 
who are taking advantage of the needy. I believe a landlord is entitled to a 
substantial rental and I believe controls are wrong in principle, but I also believe 
some kind of regulation is necessary today if we are to stop the greedy from 
taking advantage of the needy. Tenants in general are afraid to complain. 
They must have a roof over their heads and the penalty for complaining is a 
30-day notice to vacate. 

The rooming house business in Milwaukee has become quite a profitable one for 
many operators in Milwaukee today and many a veteran and his wife are crowded 
in these places at rentals from 175 percent to over 300 percent above the normal 
charged several years ago. A considerable number of these rooming house 
operators have not only one building but two and three of them and, in many 
eases, the buildings have no supervision at night. The fires are tended to, the 
halls cleaned, and the rent collected. It is not my intention to mention names 
or to give addresses, but the following instances will give you an idea of what I 
mean. Many others are charging higher rents. This operator has two rooming 
houses which are about a mile apart. All these are located on the west side. 

Purchased in January 1951. Purchase price $20,000. Seventeen rooms in build- 
ing plus six garages. Equity (cash involved) $8,000 down payment; mortgage 
$12,000 at 4144 percent for 7 years; assessed valuation in 1950, $11,100; taxes 
about $494.34; first water-meter installation in 1902; built about 1890. Rents 
have been or are in the process of being raised about 200 percent over 2 years ago. 
The gross income from this property each year equals about the $8,000 down 
payment. This property should be cleared in a little over 3 years and the owner 
should have his down payment back and own the property besides. These are 
light housekeeping rooms. 
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The other rooming house operated by this same party contains 32 rooms and is 
also used for light housekeeping. Purchased in December 1949—W. D.—36 
rooms. Purchase price, $18,000; cash or down payment, about $8,500; mortgage, 
$9,500; 1950 assessed valuation, $9,700; taxes, about $441.27 per year. This 
building contains 23 living units and one sleeping room. The annual rent, 
figuring $12 average per week per apartment and $4 per week for the sleeping 
room, amounts to about $14,560. This property should be free of all encum- 
brances and the original $8,500 down payment safe in the pocket of the owner 
in about a year and 9 months or so. 

Another operator in the same area as the first two mentioned has a number of 
rooming houses, one of them with an assessed valuation of $11,600 and con- 
taining 12 light housekeeping units has a gross income of at least the assessed 
valuation each year. The first water meter was installed in this building in 
April of 1898, which means the building is about 60 years old. Another house 
operated by this same party has even a greater income. 

A woman operates a few rooming houses close to the ones mentioned above. 
One of these places is assessed at $9,300 and contains six light housekeeping 
units, three sleeping rooms, and a number of garages. The rents are extremely 
high in this place and the gross annual income is close to the assessed valuation. 
Of course, these places are all paid for. (The building is over 50 years old.) 

Another place nearby is assessed at $12,400 and contains 18 rooms (12 light 
housekeeping units). This property is paid for, as it was acquired some time 
ago. It would take about 3 years to pay for this property at the present rents. 

Last year the health department had 2,901 licensed rooming houses in Mil- 
waukee but there were many more than that of the unlicensed ones were counted. 

A considerable number of real-estate men are in the rooming-house business 
today. They employ housekeepers to run the places for them. The turn-over 
or sale of rooming-house properties in the last few years has been very active. 
(Build up the income at the expense of married veterans of World War II and 
others who cannot help themselves, and get rich quick. ) 

Many tenants in these rooming houses were forced out after living in the same 
place for years and the sad part of it is a number of them are old and on fixed 
incomes, pensions, etc. They cannot pay the high rents. Young couples having 
an addition to the family are forced out. 

Families with two or more children in the average income bracket cannot 
find housing in Milwaukee today at a rental they can afford and the average sal- 
ary is about $65 per week; many families’ income is considerably less than the 
average. 

It must be remembered that very few families with execessive rental increases 
complain at the city hall. They know we have nothing to offer them. They are 
very fearful the landlord will hear about their complaint and the result might 
mean a 30-day notice to move. Unlawful detainer actions would be much more 
numerous today if it were not for the fact that the tenant is usually given a 
double purpose notice. That is, the tenant receives a notice to vacate in 30 
days but in the second paragraph of the notice is generally a statement reading 
to the effect that in the event the tenant elects to remain a new month-to-month 
tenancy will start at a much higher rent. Of course, the tenant, especially if he 
has children, cannot find another home and is forced to pay high rent. 

There is no question in my mind that we need many more new rental units 
in Milwaukee and these units must contain two or three bedrooms (not units with 
one bedroom or no bedroom as generally is offered on the rental market at from 
$85 per month to over $100 and no place to raise children). 

Controls are as necessary today as they were during World War II. They 
should be liberal enough to allow a liberal return on property, but strict enough 
to prevent the greedy from taking advantage of the needy. 

I have had numerous calls from members of the families of veterans in the 
Armed Forces, recently inducted, and, believe me, they are entitled to a better 
housing deal than many of them are getting. While they were in civilian life, 
their income was sufficient to take care of the family but with the service income, 
they cannot pay the high rents asked. Public housing units are filled and 
there are very few move-outs. Only those veterans and their families can be 
taken care of who are in extreme need. Families separated or the sheriff ready 
to evict them, and then a unit must be vacant before it can be offered to them. 

Anyone who claims a housing shortage does not exist in Milwaukee is either 
dishonest, ignorant of the facts, selfish, or misled. The sad part of this housing 
situation is that the poor and the lower middle classes are suffering most and 
heaven help the children. 
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The State or the Federal Government should regulate this housing problem in 
Milwaukee and offer some relief to the needy. Controls of some nature are 
needed and needed soon. 

Ray J. SHEEHAN, 
Housing Exrpediter. 

Mr. Summer. I am not in a position to testify technically as to how 
many there are, but with reference to your present statement just 
completed, Omaha was decontrolled as a result of State action. This 
is exactly what we are advocating, and I intend to advocate here. 

I just said the closer you get to the property, the more effective your 
control. We have advocated local option, or local control of rents. 

Senator Benron. You think the mayor should have put in his own 
control in Milwaukee ? 

Mr. Summer. I think if the Federal Government had stayed out 
of the business, or had gotten out of the rent-control business, which 
is big business, that many of these cities would have decontrolled and 
wouldn’t have required State action. That was merely the vehicle 
provided by the Federal Government where either States or local 
communities may decontrol. 

Senator Benton. Of course, in 1949 the Housing Expediter had the 
power to recontrol. That power was taken away from him. 

Mr. Summer. But there is nothing to prevent the State from adopt- 
ing its own rent-control laws, or the city. 

Senator Benton. In Nebraska you had the Governor vetoing the 
act. It was his judgment they ought to keep controls, and the legis- 
lature overrode him. 

Mr. Summer. I guess the legislature has something to say about it, 
too. 

Senator Bricker. In this editorial it is stated “For the most part, 
the military personnel have only moderate incomes and limited allow- 
ance for off-base housing.” 

Do you know what the allowance is for off-base housing for mili- 
tary personnel ? 

Mr. Summer. We have a chart on that. 

Senator Bricker. I think it starts at $67, and goes up to $110. 

Mr. Summer. Yes; we have those figures. 

Senator Bricker. I wonder if you know what the rental averages 
were in Omaha ? 

Mr. Summer. Our averages show only the country over, and don’t 
localize it. It depends on range. 

Senator Benton. Your thesis would be that there are certain areas 
where rent control is required, or where rent control has been taken 
off precipitously, perhaps too soon, which should be handled locally 
by the State, or the local city, and no Federal action should be re- 
quired. 

Mr. Summer. Senator, until we know the income of the tenants, 
when rent control went into effect, and the income when it was taken 
off, and the rents before, and the rents afterward, I think it is pretty 
difficult to form an opinion, because I have attended local hearings 
where those who yelled the loudest are those whose incomes have more 
than doubled, and the rents have gone up 20 percent. 

Senator Benton. Well, I can imagine that. 

Mr. Summer. I would like to have that in the record, because I think 
that is very important, and this chart clearly indicates that the 
country over 
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Senator Benton. Do I assume from that that you are against con- 
trol of any kind under any circumstances in all places? 

Mr. Summer. No; the policy of our association is that rent is a 
local matter. We do not testify that there is never, and will not be, 
cases where controls are necessary. That would be an unrealistic 
viewpoint, but we do not feel that Federal rent control is the proper 
answer, and I will try to show why in a few minutes. 

Senator Benton. Would you think in these certain critical areas 
where the Federal Government is responsible for the critical shortages, 
this might be an exception where Federal action is justified ? 

Mr. Summer. In my experience with the OPA, and how the Hous- 
ing Expediter’s office operates, both of which have tried to perpetuate 
themselves in office, my answer to that would be definitely not. I 
think when you have local rent control, you more quickly remove it 
when the need for it is gone, and it is more quickly imposed when the 
need is there, and it is more realistically imposed with relation to that 
problem. 

Senator Benton. Let me make the illustration. I hadn’t thought 
of this before, but I think Senator Bricker’s point about the editorial 
helps bring it out. 

Here is a town of 25,000 people; let us assume a big Army camp is 
beginning to operate nearby, with thousands of people coming in. 
That town of 25,000 may find a profitable opportunity, a very remark- 
able chance, for a big step up in the community income. Don’t you 
think these thousands of people that are going in there at the respon- 
sibility of the Federal Government may require the assistance of the 
Federal Government, and should not be left at the mercy of the deci- 
sions of the local community ? 

Mr. Summer. May I answer that? 

I think the Federal Government—I will answer by saying in the 
first place, if I may finish this statement, if you reduced your rent 
to zero, you wouldnt create one additional unit. The reason for that 
trouble is the Federal Government itself is refusing stubbornly to lift 
these credit controls, and refusing to provide a vehicle to provide 
rental housing for these people coming in, and we have testified how 
it can be done right down to the last dollar. . 

I don’t think that rent control is the answer, sir. Production is 
the answer. 

Senator Benton. Senator Capehart last year sponsored a bill to that 
end and I agree with you the answer is production, but often that 
does take time, and sometimes you don’t get that answer. In that 
dilemma, would you accept rent control ? 

Mr. Summer. We have tried since October—this is May—to have 
that policy adopted. Private builders can get in there and do that 
job quickly. I admit if Government did it, it may take a couple 
of years. Private builders could get in and produce housing long 
before this in every one of those areas, and I place the blame squarely 
on the United States Government for that condition, and no one else. 

If you reduced the rents to zero, it wouldn’t solve it. 

I admit this, where there is gouging, as we call it, then your local 
community is the first one to step in, believe me, with some excep- 
tions, of course. 

With reference to your statement about Omaha and Topeka, and 
so on, down through the years when I appeared before OPA, and 
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also before the Congress, and we produced evidence, case after case 
where big segments of owners were hurt, we were told that on a 
national law you can’t have equity, you can’t protect all people, that 
there must be casualties, and similarly with decontrol; if you do 
it on a national basis there will be casualties, and that is just the 
reason we say it should be a local situation, locally handled and locally 
administered, and the moment you make it a national situation, 
Senator, we will have problems one way or the other that will never 
cease, 

I think you should take it out of Federal politics, and you are almost 
there. 

Senator Bricker. I would like to refer to some statistics from 
Omaha, Nebr., which show that in the period from 1940 to 1950 
their percentage of population increase has been 10.5. ‘The percentage 
of increase in dwellings in the same area has been 12.5, which is 
a 2 percent increase in the number of dwellings available over the 
increase in the population. 

Now, I think we ought to have this in the record. As I under- 
stand it, Senator Benton last night excluded it from the record, the 
Rent Control in War and Peace article by John and Richard Usher. 
I think this ought to be included in the record, because it does give 
some very interesting statistics from the United States Bureau of the 
Census. 

Senator Benron. I don’t recall the exclusion from the record. 

Senator Bricker. Is it in the record, then? 

Senator Benton. I don’t know. 

Senator Bricker. If it is not, I want to introduce it as part of the 
record at this time. 

Senator Benton. I certainly don’t object. 

Senator Bricker. It was an article submitted by Mr. Schmidt last 
night as a part of his testimony. I think that ought to be in. It is 
pertinent to the issue. 

Senator Benton. I think it should go along with the testimony of 
yesterday. 

(The article referred to will be found on p. 1574.) 

Senator Carrnarr. I want to say this, Senator: I have spent some 
time investigating the Military Establishment, and here is what I 
find: I think it is realistic, and I think we ought to realize it, and 
our legislation and our remarks ought to be directed to that one 
problem. 

Here is the problem: Here is a small town of 15,000 people. They 
had an Army camp during World War II. 2 

Senator Benton. I am glad you are at it. 

Senator Carenart. It was abandoned, and now overnight the Gov- 
ernment ships in 10,000 or 15,000 or 20,000, maybe 50,000 soldiers. 

Now, there are just so many houses in that town, the nearest town 
to that camp, and the other small towns around it, and overnight 
there becomes a demand for twice, three times, four times, five times 
as many living units as there was before the Government sent the 
soldiers. 

The problem is not particularly rent control. The problem is 
places for these people to live. I discovered, in talking to many of 
them, and talking to the officers, that while they found some gouging 
that the gouging in many instances came about because many of these 
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soldiers were Reserve officers and reservists, who came from busi- 
nesses where they had been making money, and they wanted to bring 
their wives. They didn’t care what it cost them, and they would bid 
the prices up. In other words, these Reserve officers, and these re- 
servists and men drafted—they draft the rich as well as the poor— 
they went there with a lot of money in their pockets. They bid the 
yrices up, and they offered money under the table to get a place to 
fies, and they were going to be there only maybe 90 days, and they 
found in many instances they woukd rent a house. 

An officer, enlisted man, commissioned officer, noncommissioned 
officer, then would be sent some place else, but the family would stay 
there. Then when the next group came in there were no houses for 
them. 

Senator Benron. You describe it well; this is the problem. 

Senator Carenart. Many of them still live there because it is just 
as easy as to go back to the home town, or some place else. 

The problem is for the Government to establish housing units where 
needed within these military camps or nearby, and then under rules 
and regulations permit private iadsiatery to build that amount. After 
they do that, they have got this problem which the officers don’t know 
how to handle, and that is, how are they going to get rid of the fami- 
lies of these soldiers that moved in, the first group and second group, 
who have been sent overseas, or some place else, and whose families 
won't get out. They can’t throw them out, they leased the property, 
they are living in it, and the first thing you know you are filled up 
with families of the first group of soldiers, the second group comes in 
with no facilities, and the third group comes in with no facilities. 

Now, we might as well be realistic about all this business, and not 
start condemning everybody, because the Army itself has a terrific 
problem. They don’t know what to do. 

Senator Bricker. That fact is further emphasized by the allow- 
ance of the Army and the Navy for rental purposes. I have here the 
figures on the naval allowances for rental purposes. They run from 
$120 for an admiral down to a commander at the same figure, lieu- 
tenant commander, $105; lieutenant, $90; lieutenant, junior grade, 
$75; ensign, $60. Those dollar figures are comparable, I suppose, to 
the Army figures. 

Mr. Summer. The Army is higher. 

Senator Carenart. Which brings me back to this point: Why 
should we impose rent control upon every city in Kansas, when pos- 
sibly there are only four or five cities out there where great numbers 
of either workers in factories, or military people, have moved in? 
That ought to be a local problem. Why impose rent control upon the 
whole of the State if they don’t need it, and by virtue of the same 
thing, I think any community that really needs it that doesn’t adopt 
rent control ought to be as severely criticized as we might be for im- 
posing rent control upon some that didn’t need it. 

The Cuarmman. Let me ask one question of the committee, here. 

Senator Carenart. It has to be tailored to the situation. 

The Cuatrman. Let me make one inquiry: It is 12 o’clock, and we 
have the Institute of American Poultry Industries, and also the Asso- 
ciation of Poultry and Egg Industries represented here, waiting to 
testify. I wondered how long Mr. Summer thought he might need, 
and how long the committee thought they might need. 


‘~~ _— A oe h6UF CU 
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If we run to 12:30 with Mr. Summer, we will excuse the other gen- 
tlemen to come back this afternoon. 

Mr. Summer. Mr. Chairman, I can probably conclude in 15 minutes, 
depending on the questions. 

The Cuairman. I am not rushing it; I just want to work it out for 
the convenience of the committee. 

Senator Ben‘ron. I would just like to comment on what Senator 
Capehart just said, Mr. Chairman. 

The Cuarrman. Let me suggest that the gentlemen from the poul- 
try and egg industries may go if they desire to. It is all right. We 
will meet at 2:30 this afternoon. 

Senator Benton. Senator Capehart has put more clearly what I 
was driving at a little earlier. ‘Take these four or five towns in Kan- 
sas, or however many there happen to be, to which Senator Capehart 
has just referred. 

Would you agree in those emergency areas, those crisis areas, de- 
veloping out of the national os out of our mobilization pro- 
gram, you do face the need for Federal rent control ? 

Mr. Summer. No, sir; I wouldn’t agree to that at all. 

Senator Benton. You have had long experience dealing with the 
Government / 

Mr. Summer. Yes. 

Senator Benron. You don’t always get the legislation you think is 
rational and sound ? 

Mr. Summer. That is correct. 

Senator Benton. Senator Capehart and I failed last year—and 
Senator Bricker was interested in the bill, too—we failed on getting 
this bill through to get this mobile, demountable housing going at 
Camp Pickett and other camps for the Connecticut National Guards- 
men when they were in the predicament Senator Capehart has just 
described. So I don’t think your answer is a satisfactory one, because 
you are assuming an action that may not be forthcoming. 

If you do not get that action to develop the supply and meet this 
demand and take care of this problem Senator Capehart has just de- 
scribed, and we haven’t had that action, what do you then do? 

There is an evil choice, and would you in that evil choice accept 
the need for Federal rent control? 

Mr. Summer. I will answer you, sir, if I may. In the first place, 
each situation has local peculiarities. For instance, in certain camps— 
and this is no reflection on the men in the service; I do the same 
thing—they are there for 3 or 4 months, and they may go overseas, 
and they entertain, and normally the destruction of the property is 
abnormal. In that community where formerly they could get a 
laborer-carpenter for $10 because of the camp being there and the 
demand on the time, they pay two or three times that. Until you 
know the local situation, you can’t properly administer rent control, 
and we insist there can and will be situations where rent control is 
desirable and necessary, but we do not see any situation where Fed- 
eral rent control is either desirable or advisable. 

Senator Benton. Even if you have the situation where you admit it 
is desirable, where the community won’t act, you still wouldn’t permit 
the Federal Government 

Mr. Summer. That is right. 
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Senator Benron. You would take the occasional inequality and 
injustice, as you put it earlier, for what you think is the greater pur- 
pose of keeping the Federal Government out of itentirely? 

Mr. Summer. It is the community responsibility, and I think you 
will find, Senator, there will be very few exceptions where the majority 
of a community countenance any extreme cases like that for very 
long. I think you have as many sincere people in local government 
as you have at top levels of government, and I think you won't find 
that a problem. * 

Senator Bricker. Closer to the problem and know more about it. 

Mr. Summer. That is right; they are much more familiar with it. 

Senator Scnorpret. Mr. Chairman, I understand that in my ab- 
sence there was offered for the record here by the Senator from Con- 
necticut a newspaper editorial from a Topeka paper. I want to state 
for the record, once and for all time, right now, with reference to that 
Topeka situation, of which I know something—I want to state now 
unequivocally it can be shown that requests have gone to the proper 
Government agencies and to the top departments here to have the 
Topeka area determined a critical defense area by reason of the reopen- 
ing of the Topeka Air Base, which has been the factor contributing 
to these increased rents, if they have increased in that area, and some 
of them have. 

But every Government agency responsible has repeatedly, in the 
face of requests, refused to determine that to be a critical defense area, 
has refused applications to builders out there, to the chamber of com- 
merce of the city of Topeka, and to the State chamber of commerce 
to permit the designation of that area wherein they could have started 
the improvements of new developments, some of them, to the extent 
of 450 units, and I want this specifically for the record. 

They have agreed unequivocally that the military, and the military 
personnel, if those projects would be approved, would be given first 
consideration. 

I want that for the record. 

Senator Benton. I think it is very good in the record because it 
helps illuminate the problem where there are these local situations 
created by the Federal Government, where there may be a conflict of 
interest. occasionally between the local people and the great numbers 
of soldiers or others going into the community who don’t have any 
voice in the local government, who don’t have any voice whatsoever 
about the actions of the city council, as in Los Angeles, for instance. 

Senator Scuorpre.. The city out in that particular area has coop- 
erated and has attempted to get the various governmental agency units 
to move, and I wili say this: My information is that the commander 
in charge of that particular installation has cooperated. 

Senator Benton. Do you have local rent controls in Topeka—be- 
cause this editorial will indicate that the local city government has not 
put in local rent controls? 

Senator Scnorrrer. I think the city, by official act, through the 
machinery that was provided, decontrolled that area, and the State 
legislature as late as in March of this year, passed a law approved 
by both houises, signed by the governor, decontrolling with the ex- 
ception of two or three counties that were adjacent to military in- 
stallations. 
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Senator Benton. Senator Capper’s paper editorializes on what 
happened then from the standpoint of the gouging, and so forth, on 
the part of certain groups in Topeka. 

Senator Scuorrret. But much of that was contributed to by rea- 
son of the fact that they were bottlenecked and prevented from build- 
ing new additional units that probably would have had a deterrent 
effect. 

Senator Bricker. Yet, in spite of all that, your average increase 
in dwellings in Topeka from 1940 to 1950 was 22.2 percent, and 
the increase in your population was 14.7 percent. 

Senator Carenart. Mr. Chairman, I suggest we have somebody 
telephone the military who are handling this and ask them if they 
have declared Topeka to be a critical area, and if they certified it for 
so-called Wherry housing facilities. 

The Cuarman. I don’t know that it is declared critical for the 
Wherry housing facilities. If it is a critical area it will benefit in 
more ways than that. 

Iam going to ask that it be done, because I have a letter from Ralph 
R. Kaul, who is apparently the final determinator of these matters 
in Mr. Wilson’s office. We will call and ask. I don’t think it has 
been done. 

(Mr. Kaul’s letter of May 31, 1951, printed on p. 775, indicates 
that Topeka, Kans., was then under consideration as a critical defense 
area. ) 

Senator Carruartr. The problem is not rent control, it is more 
housing units, because overnight they threw upon the town in Topeka 
I dont’ know how many thousands of soldiers, many of them with 
families, and there is no space for them to live. 

Senator Benton. This editorial would indicate to me that it is 
both. 

Senator Carenarr. I suspect it was. 

Senator Benton. Both rent control and new housing. 

Senator Capenart. You can’t throw twice as many American peo- 
ple in a town on top of those who are living there, and hundreds of 
them want a place to live, as I said a moment ago; it was explained 
to me by the officers in these camps that these men come in with 
money, really civilians, not soldiers, they are reservists who have 
been drafted, accustomed to nice homes back home, many of them 
pay a couple of hundred dollars a month rent. 

Senator Benron. After you left the room, Senator, I commented 
that I thought you described the problem very accurately. I think 
you have put it better than I have ever heard it put before, and the 
problem is: Does the Federal Government take action or have the 
the power to take action on this if the local government does not 
act? 

The Cuamman. You haven't got this thing alone in Kansas; 
you have it everywhere; you have it in South Carolina with the 
Marine Corps there, raising the population from 2,000 to 20,000. 

The sooner they declare these defense areas, the sooner these houses 
will get started. 

With that I agree. 

Mr. Summer. Mr. Chairman, I have two or three more points, and 
I will try to finish so you won’t have to call me after lunch. 
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Again for the record, in answer to Senator Benton, I want to point 
out that the statements filed were merely statements, and I don’t think 
were backed by statistics. 

With your permission, I would like to file for the record the allow- 
ances and the pay of the military. 

The CramrMan. Without objection, that will be placed in the 
record. 


(The following was later submitted for the record in response to 
the above :) 


COMMENTS ON RENT REPoRTS FRoM DEPARTMENT OF DEFENSE 
I. GENERAL COMMENT 


Existence and nature of reports indicate high-level order to Department of 
Defense to build case for rent control. 


II, EXPLANATION OF REPORTS 


(a) Many cases listed show little or no rent increase. 

(b) Percentage rent increases shown misleading when based on isolated 
cases, and when not accompanied by dollar figures. 

(c) Most dollar rates of increase are moderate, mostly $10 to $15 when based 
on averages of fair samples. 


Ill. EXPLANATION OF CHANGED LOCAL SITUATIONS 


Main point is that establishment of a military base near a small town in a 
rural area completely disrupts the economic life of the community. Slow tempo 
of a farm area shifts to the life of a city. 

Such a sudden change justifies shift to new scale of values based on new 
eonditions. For example: 

On rents—Before the military moved in many houses were rented on the 
following bases: 

(a) To farm hands below value as part of their pay. 

(b) To relatives below value. In some small towns many residents related 
by blood or marriage. 

(c) Establishment of military base in a rural area often causes many costs 
other than rent to rise. Local labor sometimes costs double or triple since 
base pays higher wages to attract labor. Material prices go up, too. So owners 
need more rent to cover higher costs. 

(d) If Federal coercion is used in such areas to slap rents back to unrealistic 
levels it is bound to cause withdrawal of rental units from the market and dis- 
courage building of new units. Military people would find more difficulty in 
being housed. 

(e) Higher rents needed to compensate for increased wear and tear on rental 
property resulting from use by military personnel: 

Greater turn-over. 

To offset routine of base life military tend to entertain more. 

Because occupancy is temporary, military tenants are less careful with 
property. 

(f) Rents, even after increases, are not above urban rents to which many 
military personnel are accustomed. 

Other prices in the community—When a military base is established in a 
rural area prices of many things go up much more than rents. For example: 

(a) Farmers who formerly sold things like eggs, fruits, and vegetables at 
farm price level find they can get the higher retail prices: 


United States|United States 
farm price, | retail price, 
February February 

1951 1951 


Te eda’. ae adc manaaes Pockets ted de abuts sated sulbenieal % $0. 41 
Milk___.. .09 


Strawberries. - ; Gt ; ag . 56 
Snap beans......___- a = . 08 
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(b) Labor in area usually reaps big benefits. Typically many formerly work- 
ing on farms at low rates shift to much higher paying jobs. Following figures 
illustrate: 


{Per hour] 


: | Farm wage, | Factory wage, 
Place | January 1951 | January 1951 





ah el alll le della hiesaksinion E $0. 59 $1.2 
North Carolina..__._.- igtehdaeh eh ee ane wbeqeser ns “ ee ae . 53 3 
Georgia EE OS . 49 | 1 
California ; . 95 | 7 
Washington eeerecenee| 1.66 | 8 





To permit prices of everything except rents to go up in an area when a military 
base is established is a little like the experience of a woman who lived in Florida : 

This woman had four daughters, of whom three were her own and the other 
was a stepchild. Last January she moved north to Michigan. She bought warm 
coats, socks, and mittens for her own three girls. For her stepdaughter she 
bought nothing. The stepdaughter had always gotten along without the extra 
clothes, so Why give them to her now? 


IV. ABILITY OF MILITARY TO PAY RENT 


Cash quarters allowances, members of armed services entitled to quarters 


With dependents Without depend- 
ents 








Officers: 
Brigadier general and above aehhatiena ae $150. 00 | $120. 00 
Colonel... - oie ithe aa 120. 00 | 105. 00 
Lieutenant colonel raleeay 120.00 | 90. 00 
Major -- 105. 00 | 82. 50 
Captain 90. 00 75. 00 
First lieutenant 82. 50 67. 50 
Second lieutenant 3 7 ‘ ; 75.00 60. 00 
wrerreme Geeems. ... 3... sense ane | $75.00 to $105. 00 $60. 00 to $82. 50 


| 
| I ‘er 2 denend.- 
| Over 2 dependents Not over 2 de pend 
| ents 





Enlisted men: 
Seventh grade. -_.........-- 


: ; $85.00 | $67. 50 
Sixth grade____._-- 


| 

| 8&5. 00 67. 50 
Fifth grade eel | 85. 00 67.50 
I NN kc dumecnn 5 a Sal 85. 00 67. 50 
Third grade !___-. ; : : &5. 00 67. 50 
Second grade ! ae 85.00 | 67. 50 
First grade !_......- | 85. 00 67. 50 

| 


1 Lowest 3 grades receive $45 where only 1 dependent. Enlisted men without dependents entitled to 
basic allowance of $45 per month. 
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Mrs. Bowman at the Department of the Army (L156700 Branch 74992) reported 
on February 16, 1951 that data on current pay and allowances of some grades 
are as follows: 


Monthly hous- | 

| ing allowance | Monthly base | Monthly sub- 

(with depend- | pay | sistence 
ents) | 


Colonel, 1 to 16 years’ servi i $120. 00 | $570. 00 
Captain: | 
6 years’ service___--_- estates ctasdattaaiaanabigeed 90.00 | 342.00 | § 
8 years’ service__- ad initial andnemiainibabdeed 90. 00 | 356. 25 | | 
10 years’ service... ‘ ‘ ; fice 90. 00 | 420. 00 | 
First lieutenant: | 

6 years’ service.....__-. cities) = 82. 50 292. 1: 

8 years’ service... ented ate 32. 50 306. 35 

10 years’ service___ . D SLE 32. 50 320. 6% 
Second lieutenant: 

6 years’ service... ‘abuts seée eee me 5. 00 256, 

8 years’ service___._. ae P oat eae 5. 00 270. 75 

10 years’ service__.....-- oath akedh . 00 | 285. 
Master sergeant: 

Under 4 years’ service - - -- a cad 7. 50 | 198.45 | Food on post. 

Over 4 years’ service .. ; ; = | 57. 50 205. 80 | Do. 

6 years’ service oa wiiemaenion jebewede 57. 50 | 213. 15 | Do. 

8 years’ service...__- ibibo ced = 57. 50 | 220. £ Do. 

10 years’ service... - a ieaaeni Seiaiinal 67. 50 | 227. 85 | Do. 
First class sergeant: 

Under 4 years’ service... __-- : es 57. 50 169. 05 | Do. 

Over 4 years’ service ‘ iobnbeidl 57. 50 | 176. 40 | Do. 

Over 6 years’ service_- ee : ad 57. 50 | 183. 72 Do. 

Over 8 years’ service. _.._..- d 57. 50 191. Do. 

Over 10 years’ service__- ‘ sti ee tel 57. 50 | 198. 45 | Do. 
Staff sergeant: | | 

Over 2 years’ service (ied ie eee . 50 147. 00 | Do. 

Over 4 years’ service _- ae a5 sod .| 57. 5O | 154. 32 Do. 

Over 6 years’ service rasa ; - 57. 50 161.7 Do. 

Over 8 years’ service _-_--_-- bees ; x 57. 169. 05 Do. 








In addition to the above medical and dental services are furnished to servicemen and dependents, To 
a certain extent transportation of dependents and household goods is also provided. 


Statements have been made that some owners charge as much rent as fuil 
quarters allowance. At the same time the quarters allowances are set by 
the Government at presumably fair rates. 


V. CONCLUSIONS 


A. Rents generally have not been shown to be out of line with in-lieu-of-quarters 
allowances of military personnel. 

B. Unrealistic rents will make it more difficult for our service people to find 
housing they need. 

C, Freezing rents or cutting them to zero will not provide more shelter. 

D. Perhaps a few high rentals can be found in such a Nation-wide survey. 
Any resulting injustice is small, however, compared to injustice inflicted on 
nillions of property owners by rent control. 

Senator Benron. Do you have any general judgment on what has 
happened to rents in areas that might be judged to be critical? I 
or : would be interesting to ask ‘the Housing Expediter, or who- 
ever in the Government would be most likely to have that material, 
to give us any evidence on what has happened to rents in Topeka, 
and this town we mentioned in South Carolina. 

What has happened to rents in these cr itic none areas, in such areas that 
have been decontrolled in contrast to areas that have been controlled ? 

Che Cuatmrman. I think you would have to get a general statement 
as to the whole United States, all the way from the State of W ashington 
to California these Army camps have opened. 
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Senator Benton. Just a half dozen camps would interest me. 

The Cuairman. The Army will send that down here for the record. 
We have asked them to supply it for the record when the military 
testify. 

Mr. Summer. Mr. Chairman, I have the answer to a lot of these 
questions, if I may proceed. 

If I may continue, I think I will answer most of the questions, if 
they may be reserved until I get through. 

The CuHairman. Go ahead, because we have to get out of here by 
12 :30. 

Mr. Summer. When I am through, you may ask all the questions 
you want, and I will attempt to answer them. 

Rent control has defeated itself. According to the United States 
census, in 1950 we had 523,000 fewer rental units than we had in 1940, 
in spite of the fact that during that 10-year period 8 million units were 
constructed, which indicates that 3.5 million rental units were taken 
off the market, and we all know what happened. 

People who normally would have rented their homes, because of 
the unrealistic rent freeze and oc cupancy freeze, decided to sell, and 
people who wanted to rent were forced to buy. 

I think we real-estate brokers are very foolish to oppose rent con- 
trol, because we made a lot of commissions out of rent control, but we 
do oppose it because of what we have seen happen in France and other 
countries. It eventually wiped out the commodity we handle, private 
ownership of real estate. 

I think Senator Ellender, of Louisiana, who was a great advocate 
of rent control, upon his return from France published articles in the 
papers that he is against further extension of rent control. He saw 
what happened in Europe, where rent control was carried too long 
and he has issued statements, of which I have clippings, opposing 
further extensions. 

Now, rent control will not prevent another round of wage increases, 
no matter what spokesmen for labor say. That has been proven dur- 
ing the last 10 years when rents were frozen, and nine rounds of wage 
increases took place while rents were frozen, or increased only slightly, 
as can be evidenced by the chart. 

Dr. Griffin of the University of Michigan says 

It is my impression that organized labor is likely to carry the demand as far 
as possible, with or without this stimulus, and therefore that the actual effect can 
easily be exaggerated. 

Senator Benton. Mr. Summer, I am sorry to leave the hearing, but 
I will read your answers in the record. You are a very eloquent 
witness, I might say. 

I ask to be excused. 

Mr. Summer. Rent control is the one-two punch with public hous- 
ing. If you have rent control long enough, as proven in every country 
in “Europe, you then get a demand for public housing. In the one 
country in Europe w here there has been free movement of real estate, 
Belgium, the housing supply has exceeded the prewar figures. 

Now, the census reports that we have the best housing in our history, 
and thank God for the United States census, for this reason. Dr. 
Griffin says, talking about decontrol : 

Any moment for making such a change is always thought to be the wrong one, 
and we may expect it will be so at the moment, now or in the future. 

83762—51—pt. 237 
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In other words, we never reach a point where we can say this is the 
moment to lift rents, but the charts have shown where rents have been 
decontrolled—they go up for a short time, and then level off. The 
Housing Expediter himself testified that where they were decontrolled 
the over-all average was 19 percent. 

Business is good; the prospects of business are better; the prospect 
of wages staying up are good. When will we ever have decontrol— 
when there is a Jeonuneis and people aré out of jobs? You will never 
have it then. If we don’t get decontrol now, we will have control 
forever, and when you get it “forever, individual freedom in this coun- 
try is lost. 

I will say again that reducing rents to zero won’t add one housing 
unit. The cally way you add to housing units is to decontrol. It ulti- 
mately benefits the economy, and ultimately reduces rents. The OPA 
and Housing Expediter’s office have cried wolf once too often. 

The Bureau of Labor Statistics, in nine major cities which were 
decontrolled, said that instead of riots and mass evictions, there was 
an increase of 19.8 percent. 

Now, let’s remember this. This Congress, in 1948, in spite of the 
terrific and strenuous opposition of the OPA and the administration, 
lifted rent control on new construction. As of 1947, our families were 
doubled and trebled, and this country was in a critical situation on 
rental housing. 

From the day that controls were lifted on new construction, the 
greatest production in the history of this country took place. 

Senator CapeHart. Would you yield for a moment ? 

What is the total amount of money spent each year for rent, do 
you know? 

Mr. Summer. I don’t know the average, I don’t know the total, but 
I know it is less than is spent for alcoholic beverages. 

Mr. Snyper. Seven billion dollars is the figure the Federal Reserve 
Board reports. 

Senator CareHart. And how much for alcoholic beverages ? 

Mr. Snyper. About nine billion. 

The CHatrMan. Does that include the tax on it? 

Mr. Snyper. I do not know, sir. That is expenditures. 

The CuamMan. Then it probably includes the tax. 

Senator CaprHart. We spend more on alcoholic beverages than we 
do on rent, yet we control rent, and have not been controlling alcoholic 
beverages, at least not until the last few months. 

The Cuatrman. Of course, there is a little higher tax on alcohol 
than there is on housing. 

Mr. Summer. Between 1947, when controls were lifted, and 1950, 
4.2 million dwellings were added. for rent and for sale. and with an 
average of 3 persons per family, that provides for 12. 6 million people. 

I want to read very quickly a statement by the Economic Coopera- 
tion Administration, a branch of the Government, in announcing its 
findings in Europe—Only a free real estate economy can produce 
enough housing. 

Private capital has been discouraged from entering the rental housing field 
in countries like France, Italy, and Austria, because returns have been so low 
that they often fail to cover the bare cost of maintenance. This is due chiefly 
to the fact that stringent rent controls have been in force for many years, while 
prices of most other goods and services have risen sharply. * * * 
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Through new construction and reconstruction, Belgium had, by the 
end of 1949, replaced the dwellings completely destroyed by war. 
Belgium is the only country in Europe which has followed the free 
enterprise system completely. 

Rent control, we contend, is immoral because it takes from some to 
give to others. Our organization recommended and favored rent 
control from 1942 through the war. All we asked during that period 
was a reasonable administration of it. 

We feel very strongly that the power of the Federal Government 
should not be used to abrogate a private contract in connection with 
rents at any time except in the case of a national disaster or destruction 
due to enemy attack. 

As I said earlier, many wealthy tenants are living in homes of many 
poor landlords. 

Local rent control has been entirely successful in Flint, Mich., which 
never had Federal rent control. There has been no case which has 
reached the press nationally of any situation that was at all unfair 
or unreasonable. If so, it certainly wasn’t important to get any head- 
lines. 

Our industry, under rent control, is necessarily local in nature. It 
isn’t a national industry like steel or oil. It doesn’t cross State lines. 
Both parties know their fellow townsmen, and any grievances can 
best be handled within the city council. 

Ordinarily, private owners just won’t rent under controls if they 
have to move, and under Federal control, with the occupancy freeze— 
and this is as bad as the rent freeze—people who would normally rent 
their homes won’t do so. 

If you want a greater supply of rental housing, remove Federal 
rent controls. 

In closing, we want to make this summary of recommendations. 
One we made earlier is, specifically, recommending the change in sec- 
tion 202 of the Defense Production Act. 

We recommend that bs existing Federal rent-control law be al- 
lowed to expire June 30, 1951, and that no new Federal controls be 
imposed on either aesdenth il or commercial property. 

We respectfully recommend that the matter of rents be left to the 
diseretion of local and State governments. 

We recommend that Regulation X, and FHA and VA credit con- 
trols, be removed if there threatens or is a housing shortage in areas 
where any military installations are reactivated, or where the Federal 
Government is anticipating a defense plant, or where private indus- 
try has been or will be assigned defense contracts. 

Tntelligent and expeditious action by the various Government 
agencies “involved can insure speedy and economic construction by 
private enterprise of the housing that may be needed, and I want to 
recommend further that a vehicle be provided for insurance of 90- 
percent loans through FHA for builders building rental housing for 
defense workers, or the military, provided there is priority for the 
lowest rent in processing. 

Gentlemen, that completes my testimony. If you have any ques- 
tions, I will be glad to try to answer them. 

Senator Carenartr. I made the statement earlier that there had 
only been 10 installations certified under the W herry Act. Someone 
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had given me that information here at the table, but I now find that 
it may well be wrong. 

We do not have the exact number, but it looks as though it is some- 
thing more than 10, and we will try to get the exact number for the 
record. I want to correct the record to show that 10 is too few. We 
do know it is not nearly enough. They ought all be certified. 

The CuarrMan. It is important to certify the critical area without 
any particular act, because then the real-estate people can do several 
types of things. 

Are there any further questions ¢ 

Mr. Summer. I neglected to bring with me a statement with regard 
to commercial rents, which I would like to file later for the record. 

The Cuarmman. Without objection, that may be filed as a part of 
the record. 

Senator Bricker. As I understand it, Mr. Chairman, and Senator 
Capehart, when a defense area is declared to be a critical area, it is 
declared such for all purposes. 

The Cuatrman. That is correct, and there are only 10 of those, 
Senator. 

Senator Carenartr. And under the Wherry Act, the standard of 
course is that it is a permanent installation. 

The CuarrMan. But at the same time, if they are going to build 
houses, there would only be 6 places declared critical. The defense 
plant installations number something like 30 or more, but those have 
to be on Government property, which is not as urgent as the general 
housing for the public. 


Mr. Snyper. So the record does not show an inaccuracy, I was 
advised in response to a telephone call that there were 10 such areas, 
although 3 were in 1 State within a comparatively small area. 

The Cuatrrman. Thank you, Mr. Summer. 

Mr. Summer. Thank you, very much, Mr. Chairman. 

(Mr. Summer’s prepared statement and other material follow :) 


STATEMENT OF ALEXANDER SUMMER, PRESIDENT, NATIONAL ASSOCIATION OF 
REAL Estate Boarps 


Mr. Chairman and members of the committee, I am Alexander Summer, Presi 
dent of the National Association of Real Estate Boards. Our offices are located 
at 1737 K Street NW., Washington, D. C., and 22 West Monroe Street, Chicago, 
Ill. Our membership consists of 1,124 local real-estate boards and 44,655 in 
dividuals and firms of realtors. We represent every phase of the real-estate 
and construction industry. 

I am president of the Alexander Summer Co., of Teaneck, N. J., and several 
subsidiary corporations. I have been active in the real-estate profession since 
1922. My business operations are conducted from six offices located in the 
metropolitan New York and northern New Jersey area. We cover every phase 
of the real-estate business-—appraisal, industrial, management, investment, resi- 
dential, insurance, mortgage, chain stores, land, commercial, and lake subdivi- 
sion. We are the developers and managers of the Bergen County industrial 
terminal at Teterboro and South Hackensack, N. J. This industrial terminal 
houses 26 industries employing 8,000 persons in 2,250,000 square feet of space. 

I am submitting this statement on behalf of the National Association of Keal 
Estate Boards in conformance with your written request. We understand it 
will be incorporated in full in the record. 
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We deeply appreciate this opportunity to appear before your committee. 

The National Association of Real Estate Boards endorses and supports the 
national defense program against communism at home and abroad. We also 
recognize the need to maintain a sound national economy if we are to achieve a 
lasting peace. 

We offer the services of the Nation’s realtors in all matters in which they can 
be helpful using their special knowledge and skill in the field of real property, 


102 (B) (C)-—-AUTHORITY TO REQUISITION AND CONDEMN 


Our industry opposes sections 102 (b) and (¢c) which amend title II of the 
Defense Production Act by adding a new section, 202. 

These sections grant the President in his discretion the right to acquire by 
purchase, donation, or condemnation, any real property, including its facilities, 
together with any personal property located thereon or used therewith, which he 
may deem necessary for the national defense. He can also improve any prop- 
erty as he deems best in the national defense. This is a wide-open grant of 
power which should be challenged by this committee and the Congress. It is a 
grant of power which is certainly unconstitutional and far beyond anything 
which the present situation could possibly require. 

The Congress has already established certain criteria before the President can 
exercise the authority to requisition under the Defense Production Act of 1959, 
as amended. This authority is to be extended. 

In title II of this act, section 201 (a) and (b), safeguards are established to 
prevent unlimited or uncontrolled seizure of real and other property. A method 
of disposition also is provided for disposal of such property. 

However, section 102 (b) of S. 1897 eliminates these safeguards by striking 
the word “title” and inserting in lieu thereof “section” in title II, section 201 (b), 
of the Defense Production Act of 1950. Thus, the safeguards apply only to 
section 201 of the existing law and not to the new section 202 which, as we 
have stated, gives unlimited authority to condemn and improve property with 
no criteria or procedure for disposal. 

We respectfully recommend that instead of a new section 202, section 201 (a) 
of the Defense Production Act of 1950 be amended to read: 

“Whenever the President determines in the interest of national defense 
(1) that the use of any equipment, supplies, or component parts thereof, or 
materials or facilities or real property necessary for the manufacture, servicing, 
or operation of such equipment, supplies, or component parts is needed * * *,” 
And pick up remainder of this section starting with (2). 


103 (E) EXPANSION OF PRODUCTIVE CAPACITY AND SUPPLY 


We also wish to enter our objection to section 108 (e) which permits the 
President, if he believes that it will help national defense, to acquire not only 
real property but industrial facilities for the purpose of manufacturing, pro- 
ducing, and processing materials necessary in the national defense, and engage 
in the marketing, transportation, and storage of such materials. 

This language would authorize the President to take over the entire steel 
industry if he thought best, or any other industry, or all of them. We believe 
this language should be modified so as to include only those things which are for 
a highly specialized use. 

We recommend that this section be amended to limit the Federal Government’s 
authority to construct and operate only those types of plants with such special 
and unusual characteristics that financing by private or existing Government 
credit sources is not available. 


SECTION 105-——RESIDENTIAL RENT CONTROI 


The real-estate industry believes that no Federal controls over rents should 
be enacted when the present controls expire as of June 30, 1951. 

We believe this for the following reasons: 

(1) Federal rent control is not essential in the defense economy which the 
administration seeks to create. 
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(a) In spite of the fact that the majority of rents are not federally con- 
trolled, rents are a smaller factor in the family budget than they were 10 years 
ago. Here are the figures to prove it: 


Consumers’ price index (1935-89=100) 





| 

| Fuel, elec- 

| % House : 

Appar- tricity, 0 Misvel- 

Food el Rent refrigera- furnish- laneous 
-« tion gs 


All 
items 
| 





| — 


96.6 | 101.7] 104.6 99.7 100. 5 
204. 1 188. 0 124.1 141.1 190. 8 
This represents an advance, 
over the 10-year span, of the 
following number of points 
in each category._......-..... 71.0 107.5 86. 3 19.5 


Source: Bureau of Labor Statistics, Department of Labor. 


The following is an excerpt from Miles L. Colean’s The Postwar Rental Hous- 
ing Situation: “Rents paid by various income groups: Nonfarm tenant families 
paid, on the average, only 12 percent of their cash income for rent in early 1948, 
according to the Federal Reserve Board survey of consumer finances. This 
average ratio of rent to income in 1948 for all nonfarm tenant families may be 
compared with results of other comprehensive governmental surveys which 
reported average rent-incomes ratios of 17.6 percent in 1935-36, 15.8 percent in 
1941, and 13.2 percent in 1944.” This represents a substantial reduction in the 
family’s budget for rent. 

(b) Local decontrol of rents authorized by Congress has proven most suc- 
cessful. Decontrol has been accomplished by local option through the action of 
local government, without upsetting the local economy, creating hardship, or 
any publie disturbance. Here are the facts: 

More than 40 percent of the 231 largest cities in the country have freed them- 
selves from rent control under local option in spite of the wishes of the Federal 
Housing Expediter. 

The States of Alabama, Arizona, Nebraska, New York, Texas, Utah, Virginia, 
and Wisconsin are completely emancipated from Federal rent control. Ar- 
kansas is decontrolled except for Pine Bluff and Stuttgart; Idaho except for 
Latah County; Kansas except for Finney and Pratt Counties; Mississippi ex- 
cept Biloxi; Nevada except Elko; Oklahoma except Garvin and Carter Counties ; 
Oregon except Umatilla and Columbia Counties. 

While these decontrol actions are continuing to take place, mayors of decon- 
trolled communities testify that decontrol was a healthy and desirable action. 
Mayor Burton W. Chace, of Long Beach, Calif., says: “Most certainly there has 
been no upset of any kind in the economic stability of our city. Our office has 
had very few complaints on abusive increases of rents and those we have had 
have been of a minor nature and quickly adjustable.” 

Mayor Allen Street, of Oklahoma City, Okla., reports: “May I say that to my 
knowledge there has never been a complaint registered since decontrol became 
effective.” 

Former Mayor Wallace Savage, of Dallas, Tex., says: “The rent condition in 
Dallas has tremendously improved since the removal of rent control.” 

Mayor Arthur Meehan, of Spokane, Wash., reports: “Would absolutely not 
advise return to control. There are no complaints and there is no reason for 
rent control here.” 

City Manager Randall M. Dorton, of Santa Monica, Calif., makes this state- 
ment: “To my knowledge there have been no cases involving hardships.” 

Mayor Potter P. Howard, of Boise, Idaho, says: “No case of an excessive rise 
in rents has been reported to us.” 

The Housing Expediter has stated publicly that the stage is set for “sky- 
rocketing” rents of 100 percent or more. This is the type of propaganda that 
has confused and frightened the public. Mr. Woods was forced to admit when 
testifying before this committee that the average increase in nine decontrolled 
cities that have been studied by the Government was only 19.8 percent. This 
increase is not out of line when it is remembered that the general rent lével 
was frozen as of 1942 and that the average rise in other living cost items was 
58 percent, and the wage rise 75 percent, since 1942. 
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The Bureau of Labor Statistics has a new basis for the rent index. It now 
considers rents of existing housing as well as new construction. This new 
basis became effective early in 1951. Since all of the rents in a community are 
the basis for computation for the average rent increase within that community, 
the same yardstick must be applied when considering a decontrolled community. 

The rent increases reported by the Housing Expediter in his statement cover 
only those units within a decontrolled community that have had increases. The 
BLS reports that the increase for all units, and I quote, “including those dwell- 
ings which had no rent changes range from 4 percent in Mobile to 23 percent in 
Birmingham.” 

What is sauce for the goose must be sauce for the gander. If BLS uses one 
formula for reporting the increases in rents, which, incidentally, is presently 
being used by the President’s Council of Economic Advisers, the same formula 
must be used in making reports to Congress. 

Of course, Mr. Chairman, I do not need to point out to you that even these 
percentages mean nothing standing in midair. It is a standard practice through 
all the Government agencies lobbying against freedom for rental owners to 
deal only in percentages. But the percentages must be percentages of something. 
We must have the from-what-to-what in dollars to get rents into true perspective. 

The following figures for three of the cities listed in the BLS report will 
help to bring us into focus on the size of the rent increases reported: 


| Rent | | BLS reported 

average | average increase | Probable 
| under | Date decon- since decontro] | average 
| contro] | trolled = 48D __} rentat 

| December |} | present 

Percent) Amount 


Birmingham $25.05 | May 25 
el te es ‘ 39. 10 | June 25, 1950 4. 6 3. 79 
Sth seh acidic hirndneadasie enaptern nancies 35.45 | Mar. 23, 1950 37.93 


1950 23 $5. 76 | $30. 81 


The projected probable averages are not out of line with the figure of $39 which 


is reported as the average urban and rural nonfarm monthly rent in the 1950 
Census Preliminary Report on Housing. 

New York State, the State of largest population in the Union, is handling its 
own rent-control problem. New York City, the largest city in the world, is also 
handling its rent-control problem. Los Angeles, the third largest city in the 
United States, has been decontrolled and is successfully operating without any 
type of rent control. The State of Wisconsin removed Federal control by 
action of its legislature and substituted State control. Upon expiration of that 
law, the State legislature decided that no further controls were necessary in Wis- 
consin. We are quite sure that if the legislators in Wisconsin felt that to ter- 
minate rent control would jeopardize the economic position of their citizens, they 
would have taken adequate action to protect them. 

The great industrial city of Flint, Mich., has never been under Federal rent 
control. Flint had its own local rent ordinance. Labor, industry, and business 
cooperated with the result that Federal controls never were imposed in Flint. 
What these cities and States have done can be done anywhere in the United 
States. 

The local-option features of the present law have been successful even when 
action under them has been vigorously opposed by the Housing Expediter. 
Renting of residential accommodations is not a national industry like steel or 
coal, or oil production. It is necessarily a local industry. Rental property is 
not shipped across States lines or city limits. Seller and buyer are fellow towns- 
men. Any grievance or controversy has all the parties concerned in range of 
one’s local courts or city council. The government closest to the situation is the 
government that is most competent to deal with any problems that may arise. 
The Federal Government has no obligation or responsibility in this picture. 

The nature of the national emergency does not call for junking our local 
governments and local responsibilities. When every decision has to be made in 
Washington, then our government will be weaker, not stronger. We can expect 
more justice closer to home than we can at the hands of far-away political 
manipulators. Our cities and States can take care of any future rent problems 
just as they have in the past without generating a national rental housing 
shortage as happened under Federal rent controls. 
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(c) Local government is finding it wise to continue decontrol of rents under 
the 1949 law ever since we entered the Korean War. Here are the facts: 

From July 1, 1950, through May 11, 1951, during the Korean War, the OHE 
reports that there have been 279 decontrol actions. Certainly we cannot point a 
finger at any community in the United States and charge that even though we 
have a national emergency that city is legislating against the best interests of its 
own citizens. 

(2) We know that rent control restricts and reduces the supply of rental 
housing. Here are facts to prove this point: i 

The reports from the 1950 census indicate that the total number of tenant- 
occupied units in 1940 was 19,659,000. “The total number of tenant-occupied 
units in 1950 was 19,136,000—a net loss of 523,000 rental housing units since 
1940. However, the net loss of 523,000 units does not reflect the true picture of 
the number of rental housing units that were actually forced from the market by 
rent control. Estimates using BLS data, NAREB surveys, and computations by 
Miles L. Colean, housing economist, show that a total of 3 million rental units 
were added to the market through new construction and conversions. Thus, the 
actual gross loss of rental units from the market is 314 million. 

According to census reports we have increased our total housing supply by 23 
percent since 1940. This means that we have added a total of 8,550,000 units to 
the total supply. The result is that we now have more housing, more in volume 
and more per capita, than we ever had before. 

This is true because in the last decade the increase in the number of houses 
exceeded the increase in new families by 2 million. 

The population increase was only 14.5 percent, the second smallest 10-year per- 
centage gain in the Nation’s history. The number of vacant dwellings increased 
from 2,500,000 to 3,400,000. The number of dwellings occupied by owners in- 
creased 8,200,000 until today 53 percent of all families own the homes they 
occupy. 

Further proof that rent control restricts and reduces the supply of housing is 
found in the fact that in the period of 1947 through 1950 we added 4,200,800 
dwellings to our supply through new construction. Federal controls over rents 
on new construction were removed in June 1947. 

The vacancy ratio in 1950 has increased to 6.8 percent. In 1940 before controls 
it was 6.2 percent. 

These census reports indicate that Americans are better housed than ever be- 
fore in history. The quality of housing as a whole has risen and there is less 
crowding in both tenant- and owner-occupied units. There is an abundance of 
housing in the United States and an adequate supply of rental space. 

(3) The removal of rent control will not contribute to inflation and would have 
only a negligible effect on living costs. 

The index of living cost or consumer prices as compiled by the United States 
Department of Labor now stands at a level equal to 185 percent of its 1935-39 
average level which equals 100. Most of this rise of 85 points in living costs, 
since before the war, has resulted from higher prices for things like food, cloth- 
ing, automobiles, ete. Rents have accounted for only 4 points out of this rise of 
85 points in living costs. 

If rent controls should be removed, the index of living costs would rise barely 
two more points from its present level of 184.5 to 186.1, so it is evident that 
those who claim that removal of rent controls would lead to a big rise in living 
costs either are misinformed or have not taken the time actually to consult 
the figures as to what would happen. 

In terms of figures, removal of rent control would affect the living cost index 
in the following ways: 

(a) The index of living costs or consumer prices is based on 34 cities. 

(b) In 24 of these cities, which have rent controls, the index of rents averages 
131.7 percent of the period 1935-39 equaling 100. 

(c) In the other 10 of these cities, which are free of rent control, the index 
of rents is 151.9 percent based on 1935-39 equaling 100. 

(d) In other words, removal of rent controls in the 24 cities would cause the 
rent index for these to rise by about 20.2 points. 

(e) These 20.2 points may be translated into their effect on the cost-of-living 
index by first multiplying them by 71 percent, because they are to be applied 
to 71 percent of the cities in the index. This means the over-all rent index for 
the 34 cities would rise by 20.2 points times 71 percent, which equals 14.3 points. 

(f) However, in the index of total living costs, rents have a weight of only 
11.6 percent, so the total index of living costs would rise by only 1.6 points (14.3 
times 11.6 percent). 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1659 


A paper written by professor of business economics at the University of Michi- 
gan, Dr. Clare Griffin, appears in the January 1951 Michigan Business Review, 
which is published bimonthly by the university’s school of business administra- 
tion. Dr. Griffin has this to say on the subject of rent control and inflation: 

“Inflation is not to be checked by the control of individual prices. The people 
of this country at any moment have a certain amount of money to spend for 
the goods and services available at that moment, and if we artificially reduce the 
amount which they need to spend on housing that means that more dollars 
are left to bid for other products in the market. In prewar days we consid- 
ered that the normal expenditure for housing was approximately 20 percent of 
income for the mass of the people in the United States. 

“If now you create a situation in which it is necessary for them to spend 
only 10 to 15 percent of their incomes, larger amounts are obviously available 
for all of the other things, and the inflationary effect in these other lines will 
be enhanced. The relation is suggested by the analogy of a number of tin cans 
floating in a tub of water. If we tried to depress the level of any one of 
these cans, especially if it is one of the larger ones, there will be a noticeable 
effect of raising the level. of all of the others.” 

4. Rent control will not prevent another round of wage increases no matter 
what spokesmen for labor may say concerning the effects of decontrol of rents. 

This has been proven over the last 10 years. During that period we have 
had at least nine rounds of wage increases, while rents in the larger industrial 
centers have been frozen or have been increased only slightly in proportion to 
the wage increases granted. There is to our industry no discernible relation- 
ship between wage increases and rent control. 

Dr. Griffin, whom we previously quoted, has this to say on the subject of the 
relationship of rent control to wage increases: “It is possible that any increase in 
rentals which might follow such abandonment of control [meaning rent con- 
trol] might inspire new wage demands which in turn would increase costs. It 
is my impression, however, that organized labor is likely to carry the demand 
as far as possible with or without this stimulus and therefore that the actual 
effect can be easily exaggerated.” 

5. Rent control creates permanent shortage because it promises tenants that 
they may count on having housing at less than it costs. 

6. Rent control cannot provide defense housing where needed. This can 
only be provided by construction of housing, and for this normal incentives 
are needed. 

7. Rent control weakens our national defense. We have seen in France how 
it weakened the whole national economy by stopping all building of rental prop- 
erty for many years. The nation became dipalidated and not only did the 
economy suffer but the morale of the citizens suflered more deeply. 

8. Rent control is a vicious form of class legislation. For this reason it 
is a cause of disunity among our people at a time when we need unity. It 
arbitrarily takes from one group in order to give to another. Administrators 
of rent control have in the past boasted over the radio and otherwise that they 
have saved tenants many millions of dollars at the expense of the owners of the 
rental property. 

9. We believe that rent control is immoral because it unjustly takes from 
some in order to give to others. We assented to temporary wartime control of 
rents in World War II. We feel strongly, however, that the power of the Fed- 
eral Government should not be used to abrogate the right of private contract 
in the entire field of rents at this time, nor at any other time, except one of 
national disaster and destruction due to enemy attack. 

We respectfully recommend that— 

(a) The existing Federal rent control law be permitted to expire June 
30, 1951; and 

(b) No new Federal rent controls on either residential or commercial 
property be imposed. 

We suggest that the matter of rents be left to local and State decisions. 


PARTIAL LISTING OF “For Rent” Aps From Fioripa TIMES-UN1on, MARCH 11, 1951, 
JACKSONVILLE, FLA. 


Apartments furnished number 98: Running from efficiencies to six rooms. 
Price range from $30 per month to $150 per month. A number of ads did not in- 
clude the number of apartments for rent, so were not counted. 
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Apartments unfurnished number 135: Running from two rooms to six rooms. 
Price range from $20 per month to $105 per month. A number of ads did not 
include the number of apartments for rent so were not counted. 

Houses furnished number 23: Running from three rooms to six rooms. Price 
range from $40 per month to $110 per month. 


(The tear sheet upon which the above information was based was placed in 
the files for the information of the committee. ) 


SecTion 105—CoMMERCIAL “Rent ConTROL 


Witnesses who have appeared before the committee advocating imposition of 
Federal rent control on business accommodations have offered absolutely no 
factual information to support the demands for commercial-rent control. 

As a matter of fact, the report of the Senate Small Business Committee on a 
survey they made indicates that the increase of commercial rents is not out of 
line with the cost-of-living index. The Senate Banking and Currency Commit- 
tee has unanimously agreed to hear no oral testimony on the subject of com- 
mercial-rent control because, as the chairman stated, there has been insufficient 
time to make a study of the situation and obviously no evidence to support the 
need. 

Witnesses have claimed that commercial-rent control will assist in the over- 
all problem of preventing spiraling inflation. The statement is farthest from 
the truth. In all instances where percentage leases are used, the ratio of the 
rents paid to the total cost of doing business (and therefore the effect of rents on 
the prices of goods and services) is automatically adjusted by the lease contract. 
Whether the volume of business increases or declines, the prices of commodities 
are not influenced by changes in the rentals. The ratio of rent to the total cost 
of production or the total cost of goods is an extremely low percentage in 
almost all lines of business. 

Administration of commercial-rent control would be next to impossible be- 
cause commercial properties are of every imaginable type and description and 
exhibit individual differences far greater than are evident in residential or any 
other kind of real estate. An attempt to establish a rent-appraisal process would 
be immeasurably difficult. It would involve the establishment of criteria for 
determining which of the innumerable services rendered to tenants are con- 
sidered to be “rents” subject to regulations. 

It is difficult to imagine how the Federal Government could establish fair and 
adequate machinery to handle hardship cases, existing inequalities between ten- 
ants, and other standardizations which would be proper and fair to all the busi- 
ness interests involved in transactions. These difficulties are intensified by the 
fact that the nezotiation or renewal of commercial rental contracts cannot be 
unduly prolonged without great hardship to both tenants and owners. 

Rent freezing could scarcely, with any equity, be applied only to leases which 
provide for fixed rentals. And if an attempt were made to freeze rents or rental 
rates under percentage leases, there would obviously be unfair discrimination in 
the treatment accorded the tenants and landlords operating under the two differ- 
ent kinds of leasing practice. 

A survey conducted by the National Association of Real Estate Boards, cover- 
ing 152 cities, reveals that in cities with population of more than 100,000 a 
median of 20 percent of retail-business space is under percentage leases. In 
cities of 50,000 to 100,000 percentage leases represent a median of more than 10 
percent of the total. In cities of 10,000 to 50,000 the median is about the same, 
10 percent. 

There is no way to establish a satisfactory device for removing any regulation 
of commercial rents once it is imposed. The very process of regulation would 
prevent the building of new space required to bring the market into equilibrium. 

The whole point is that the use of commercial property constantly changes, and 
there are hundreds of factors changing from month to month that enter into 
the determination of rent for such properties. Residential property is put to one 
constant and single use, that of occupancy by a family or families. Commercial 
property is subject to any one of a hundred different uses. For example, right 
here in Washington, D. C., on Fifteenth Street, there is a bank building which 
was used later as a brokerage firm, still later as a night club, and is presently a 
motion-picture theater. It was remodeled each time to meet the need of the 
tenant. 

ith the change of type of business in commercial property comes the demand 
for change of interior, and frequently exterior, to suit the property to the type 
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of business. Few fronts may be added, improved lighting fixtures, entirely differ- 
ent type of store fixtures. Obviously the fixtures for a meat market are entirely 
different from the fixtures needed for a haberdashery shop. One type of com- 
mercial enterprise may use a basement, another type may not want the basement. 
With these changes falling upon the property owner, an increased rental is the 
only way to compensate the owner of the property. The tenant wants the changes 
to enable him to do business. Such changes are written off over the period of 
the lease. 

Municipalities depend to a great degree upon ad valorem taxes for local govern- 
ment operation: 91 percent of the cities reporting in our survey indicate an in- 
crease in taxes over 1940, with a median increase of 25 percent. The assessed 
valuation of commercial property has increased by 30 percent over 1940 in 98 
percent of the cities. 

The following table represents the increased costs of operation reported by the 
152 cities, based on the estimate of the change since 1940 in cost per year to the 
lessors of commercial property : 


ercent- ane Danie 

——e Median rs ae , ee 
cities re- | *™ount of i cities re- 
porting ee porting 
Z a (percent) a 
increase ‘OS » decrease 
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Electricity - _. 
Partitioning... : 
Repairs and maintenance - - 
Maintenance labor---.--..-- 
Construction labor- 
Remodeling 


In conclusion there is one general observation I would like to make in behalf 
of our industry, prompted by the far-reaching powers requested in this bill, to 
only some of which we have taken exception. 

The Congress faces a situation which may last for many years, when the 
resources and the manpower of the Nation are not committed to war, but the per- 
sonal and property rights of individuals are so committed. 

The Congress may be legislating into existence a pattern of control that might 
very well become part of our social fabric for our lifetime. Bit by bit economie 
controls, although servicing temporary exigencies, do so at the expense of 
fundamental law. Rent control is almost a perfect case in point, serving at 
intervals since its inception different “temporary” exigencies, thereby breeding 
a Constitution-ignoring spirit which is a serious menace to our future. 

I ask the committee to recall and give fresh thought to the considered judg- 
ment in the 1949 case on the constitutionality of rent control (Woods v. W. 
Miller Co., 333 U. S. 138). Mr. Justice Jackson in a concurring opinion merely 
underscored the reasoning of the majority opinion when he said: 

“No one will question that [the war] power is the most dangerous one to free 
government in the whole catalog of powers. It is usually invoked in haste and 
excitement when calm legislative consideration of constitutional limitation is 
difficult. It is executed in a time of patriotic fervor that makes moderation 
unpopular. And worst of all it is interpreted by judges under the influence of 
the same passions and pressures. Always, as in this case, the Government 
urges hasty decision to forestall some emergency or serve some purpose and 
pleads that paralysis will result if its claims to power are denied or their con- 
firmation delayed.” 

As Mr. Justice Douglas said in the same case, any power is subject to abuse 
but the Supreme Court could not assume that the Congress is not alert to its 
constitutional responsibility of invoking the war power only for purposes rea- 
sonably and directly related to the war effort. 


SECTION 106 (A)—-CREDIT CONTROLS 


Our industry also wishes to protest against the extension of credit controls 
to embrace all real-estate credit. 

There is no need of such legislation, and similar proposals have been rejected 
by the Congress in the past as recently as last summer when the Defense Pro- 
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duction Act of 1950 was approved. The need for such control is no greater today 
than it was last summer when the Congress decided it was unnecessary. The 
prices of existing housing have not increased as alarmist proponents of more 
rigid credit controls would have had us believe. 

Present controls on real estate cover FHA-insured and VA-guaranteed loans 
on new as well as existing houses and conventional credit on new construction 
loans. The only segment not under control is conventional loans on existing 
houses. Such loans are, in the majority of the cases, already limited to 66 per- 
cent of the purchase price by law, custom, or -supervisory practice. We submit 
that a cause has not been made for the changing of the present law on existing 
houses and all real property, but, on the other hand, the evidence is overwheln- 
ingly against it. 

During a period of great economic change our people must be free to move 
about where change of employment and necessity may compel moving. To freeze 
the real-estate economy by controlling all home sales or all real-estate sales 
will retard and not increase production and will weaken and not strengthen 
our economy. 

Under present credit controls great stimulus could be given to defense housing 
in critical areas if the various Government agencies involved will act intelli- 
gently and expeditiously in the matter. 

Senator Maybank recently had inserted in the record a list of areas designated 
by the Army in which housing might become critical. Only a few of these have 
so far been designated as critical areas. 

We sent this list to Mr. Ralph R. Kaul, chairman of the Critical Areas Commit- 
tee, Defense Production Administration, suggesting that similar lists for the Navy 
and Air Force must be available. We urged that such areas be declared defense 
areas and that Regulation X be removed to stimulate production. 

We were quite surprised to learn that the Department of Defense apparently 
had not initiated action to have some of these areas declared defense areas for 
the purpose of housing. Mr. Kaul indicated that some action was being con- 
sidered by the Critical Areas Committee on some of the communities included 
in the list. He commented, however, that he had sent the list to the Defense 
Department with the request that the Department initiate “action on any ad- 
ditional areas where defense activity is being seriously delayed or threatened 
to be delayed due to a shortage of permanent housing in the area.” 

We recommend, Mr. Chairman, that Regulation X and FHA and VA credit 
controls be removed if there is or threatens to be a housing shortage in areas 
which any of the armed services have reactivated as military installations, where 
the Federal Government is or anticipates operating a defense plant, or where 
private industry has been or will be assigned defense contracts. 


SUMMARY OF RECOMMENDATIONS 


1. We respectfully recommend that instead of a new section 202, section 201 (a) 
of the Defense Production Act be amended to read: 

“Whenever the President determines in the interest of national defense (1) 
that the use of any equipment, supplies, or component parts thereof, or materials, 
or facilities, or real property necessary for the manufacture, servicing or opera- 
tion of such equipment, supplies or component parts is needed * * *” and the 
remainder of this subsection be picked up as presently written. 

2. We recommend that section 103 (e) be amended limiting the Federal 
Government's authority to construct and operate to only those types of plants 
with such special and unusual characteristics that financing by private or existing 
Government credit sources is not available. 

3. We recommend that the existing Federal rent-control law be allowed to 
expire June 30, 1951, and that no new Federal rent controls be imposed on either 
residential or commercial property. We respectfully recommend that the matter 
of rents be left to the discretion of local and State governments. 

4. We recommend that Regulation X and FHA and VA credit controls be re- 
moved if there is or threatens to be a housing shortage in areas which any of 
the armed services have reactivated as military installations, where the Federal 
Government is or anticipates operating a defense plant, or where private industry 
has been or will be assigned defense contracts. Intelligent and expeditious action 
by the various Government agencies involved can insure speedy and economic 
construction by private enterprise of the housing that may be needed. 
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{From As I See It, vol. 20, No. 21, April 30, 1951] 
RENT ContTROLS SHOULD BE ABOLISHED 


In March 1942, more than 9 years ago, rent levels on residential dwelling units 
were frozen at the levels which then prevailed to “help the war effort.’ During 
the ensuing period the bureaucrats in Washington have constantly insisted that 
rent control must be continued to protect the worker against “rent gouging.” 
The Housing Expediter and the President are now calling for a rent-control law 
more stringent than the one we already have, and are also asking for the right to 
control commercial rents. 

In a speech on April 25 in Michigan, Tighe E. Woods, the Housing Expediter, 
said that the stage was set for skyrocketing rents unless this new legislation was 
passed. In this speech he stated: “I have repeatedly pointed out that the 
American way to end rent control was to produce housing for the American people 
at prices they could afford.” Mr. Woods is wrong. The American way to solve any 
supply-and-demand problem is to allow prices (or rents) to rise until they reach 
the point where new articles (or houses for rent) can be produced at a profit. I 
have constantly insisted that the best cure for high prices is high prices, as 
high prices increase the rate of production, and that the best cure for high rents 
is high rents, because high rents result in a large increase in the number of 
rental units thrown on the market, both new units and units in existing buildings 
whieh at frozen rentals will be offered for sale but not for rent. 

In the years 1927, 1928, and 1929 residential rents were high in relationship to 
construction costs and in those years 42 percent of all nonfarm dwelling units 
built were built for rent, and this was done without the benefit of Government 
incentives of any kind. At that time the Government did not guarantee sound 
or unsound mortgages and a construction loan was made only if the lender was 
willing to assume the risk. During the last 3 years under rent control only 19 
percent of all nonfarm dwelling units built have been built for rent and these 
units have been built in practically all cases by the Federal Government assuming 
practically the entire risk by guaranteeing mortgages for a very large percentage 
of the cost, in many cases practically 100 percent. 

In the same Michigan speech Tighe Woods, the Housing Expediter, said that 


although rent control does not build housing, control is the housing policeman 
that keeps rents in check until there is some reasonable balance between supply 
and demand. I think we could reemphasize the first part of this statement, as 
rent control has definitely prevented the building of rental units in quantity. 
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Washington officials are finding some difficulty in explaining the figures from 
the 1950 census showing that in all nonfarm areas of the United States in 1940, 
6.5 percent of the dwelling units were vacant, but that in April 1950, 7.05 percent 
were unoccupied. Of course, it is true that relatively few of the vacant houses in 
controlled areas are for rent, but they would be were rent allowed to find their 
natural level. 

Tighe E. Woods says that the stage is “set for skyrocketing rents.” The fact 
that removal of controls will cause tremendous increases in rents has been used 
constantly in the fight to retain controls in each city which has done away 
with them. 

How high would rents go were rent control to be abolished? I think that we 
have very definite indications in what has happened in cities which have thrown 
out rent control. The Bureau of Labor Statistics has prepared for many years 
in its cost-of-living figures rent indexes for 34 cities in the United States. Of these 
84 cities, 6 are now free of rent control, and the chart and table below show 
what has happened to rent levels in these 6 cities. 

On this chart each dot surrounded by a circle shows the most recent rent level 
according to the Bureau of Labor Statistics figures for a city as a percentage 
above the rent level at the time of decontrol. The scale along the bottom of the 
chart shows the number of months which have elapsed from decontrol to this most 
recent figure. For instance, the point for Los Angeles would indicate that after 
2 months of decontrol the Bureau of Labor Statistics index of rents for Los 
Angeles had advanced by approximately 6 percent. The position of the dot for 
Jacksonville would show that after 16 months of decontrol rents in Jacksonville 
had advanced by slightly more than 13 percent. The largest increase was in the 
rapidly growing city of Houston, Tex., where after 15 months rents had increased 
by slightly more than 14 percent. 
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The heavy red line on this chart shows the typical experience based on five of 
the six cities. This curve would indicate that in the period immediately follow- 
ing decontrol rents rise faster than they do in subsequent months, and that the 
rise after the first year of decontrol is relatively slight. This is quite logical 
and what we would normally expect. 

The chart would also indicate that the average increase after 16 months was 
less than 14 percent in spite of the fact that rentals had been frozen at an 
unusually low level. We have studied the fluctuations in rent levels in the 28 
cities still under rent control for which the Bureau of Labor Statistics reports 
rent levels. During this same period, in spite of rent control, rent levels advanced 
by about 3% percent in these cities. 

The rise in the rent level in Norfolk, Va., does not seem to be typical of decon- 
trolled cities. In Norfolk after 1 year of decontrol, rents had risen by approxi- 
mately 7% percent. This is only slightly more than half of the increase which 
we would expect from the experience of the other communities. 

The city of Los Angeles, after a long and bitter fight with the rent control 
administrator, achieved decontrol of rents by court decision on December 20, 
1950. ‘This is the largest city to throw off rent control. 

Since rents have been decontrolled, the average rent in Los Angeles has 
increased by 6 percent (see chart above), bringing the present level to a point 
approximately 1.5 percent below the 1921-38 average, which was a period of 
nine good and nine bad years for real estate. However, if the changes in the 
value of the dollar are taken into consiedration, the rent level from the standpoint 
of purchasing power in Los Angeles at the present time is only 58 percent of the 
1921-38 level. A short time ago the Los Angeles Real Estate Board stated that 
fewer than 50 eviction suits had taken place in Los Angeles since decontrol. 

The fallacy in many of the index numbers and articles on residential rents is 
that the period from 1935 to 1939 is considered a period of normal rents. This 
period is shown on this chart by a box, and it can readily be seen that at no time 
during this period did residential rents in Los Angeles approach the average of the 
1921-38 period, and during the entire period averaged only 69.3 percent of this 
level. Construction costs at the present time are 146 percent above the 1921-38 
level in contrast with decontrolled rents 1.5 percent below. 


The chart below shows a comparison of the trend of the cost of building an 
apartment with the trend of residential rents as computed by the Bureau of 
Labor Statistics. It will be noticed immediately that prior to 1933 a rather 
definite relationship existed between the two, but with changes in the rent level 


lagging about 1 year after changes in construction costs. Subsequent to 1933, 
however, because of the very heavy residential vacancy together with the amount 
of distress property thrown on the market due to the very many foreclosures, 
residential rents fell considerably behind construction costs. In the latter part 
of 1941, rents started a gradual upward movement, but this was halted suddenly 
by rent control in March 1942, and for 4 years residential rent levels showed 
practically no change. The increase since 1946 has been quite gradual. 


83762—51—pt. 2 38 





— 
pte] 
ma 
_ 
ty 
3 
a 
a 
A 
3 
= 
o 
< 
Z 
3 
— 
= 
Q 
5 
a 
9 
= 
mu 
2 
Z 
x 
- 
a 
a 


1668 


3293 azenbs ogg ‘eI 
399} J1GN2 SBE ‘BOI “WwWeWOD 
(MOTUS.LNI ANVU4) 
LNZWLUVdY NOU AUN VA-81 


————————————— XSONI 1S09 
NOILSINYLSNOS 


X30NI IN3Y TIVILN3SGISSY HLIM GQ3YVWdWOD 
(IN3WLYVdY ATINWS 81) 
X3QNI LSOD NOILONYLSNOD IVILN3GIS3Y 


126i 


ooli= sEecéi —- 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1669 


This relationship between the trends of residential rents and the trends of 
construction costs has been charted by our organization back to 1851, and 
apparently in a free market the incentive for the building of new apartment units 
is the fact that rent levels are apparently high enough to pay a return on the 
current cost of construction. After the rise in rents from 1917 to 1926 it became 
possible to build dwelling units for rent as rents had increased by as large a 
percentage as construction costs. 

Had interest rates remained the same, we would expect after studying the 
records of the past that if rent levels today were roughly equal to the levels of 
construction costs, new building of dwelling units for rent during the past few 
years would have gone forward as a rapid rate without Government guarantees. 

Since interest rates are considerably lower now than they were in the twenties, 
it would not be necessary that rent levels be nearly so high as the levels of con- 
struction costs in order to present a real incentive to build rental units without 
Government guaranties. 

The Government found it necessary in order to stimulate new building of 
rental units to allow rentals in these units far in excess of comparable rents in 
existing structures. This has resulted in the division of tenants into two dis- 
tinct classes: (1) Those living in older units whose rents have been frozen and 
whose rent is being subsidized unwillingly, but at the command of the Govern- 
ment by the owners of the property ; and (2) those persons living in new buildings 
whose rent more nearly approximates a free competitive rent for the quarters. 

The chart at the top of the following page shows a long-range comparison of 
residential rent levels in the United States with the levels of all wages and 
salaries. The rent index is the one computed by our own organization in the 
period prior to 1913, using the Bureau of Labor Statistics index for the period 
since that time. The wage index is the one computed by the New York Federal 
Reserve Bank and attempts to include the wages of all of the various groups in 
the employed population. It includes union workers, school teachers, policemen, 
clerks, and other occupations, attempting to depict the general wage level of the 
country. 
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The difference in trend of the two lines is very striking. Wages in 1860 were 
about one-fifth the level of 1926, while residential rents at that time were half 
of the 1926 level. The general wage level at the present time is more than 10 
times the wage level of 1860, while the rent level is only slightly more than 
double the 1860 level. Accordingly, the average worker today can afford to live 
in a far better house, spending a smaller percentage of his income for housing 
than he has at any time in the past. This relationship is so favorable to the 
wage earner in comparison with the owner of real estate that it immediately 
brings into question the equity of rent control with its enforced subsidy to the 
tenant. 

The chart at the bottom of the following page shows a comparison of the pur- 
chasing power of wages and rents since 1913. The wage earner in the period 
subsequent to 1913 has made rather consistent gains in actual purchasing power, 
with setbacks only in the years from 1945 to 1950. On the other hand, the owner 
of real estate has seen the purchasing power of his return dwindle until now 
it is less than two-thirds as high as it averaged in the period from 1921 to 1938, 
a period which represented nine good and nine bad years for real estate. Put- 
ting it another way, the purchasing power of wages is now 28 percent above 
1939, while the purchasing power of money received in rents is 33 percent below 
this prewar year. A family having bought a small rental property as an invest- 
ment on which to retire eventually has seen the purchasing power of the gross 
rental sink tremendously at the same time that maintenance costs and taxes 
were increasing. The resulting drop in net income would be considerably worse 
than gross rental as shown by this chart. 
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One thing which is not sufficiently emphasized in most discussions of rent con- 
trol is that the tenant’s reduction in rent is taken from the landlord. If the 
tenant must be subsidized, and certainly our chart showing the increases in the 
buying power of wages would not indicate this to be the case, there can be no 
equitable defense of forcing the landlord to subsidize the tenant. One reason 
that so little rental property exists on today’s market has been the refusal of 
landlords to carry on under these unfair provisions. As a result, property has 
been progressively withdrawn from the rental market and the prospective tenant 
has been forced to buy rather than rent. The end of rent control would un- 
doubtedly see a large increase in the number of properties available for rent and 
it would no longer be necessary for a person needing a home and housing to 
rent, to buy on a market which is very close to the all-time high level. I firmly 
believe that many of the units which have been frozen would increase in rent 
by reasonable amounts such as those shown in the six cities which have been 
decontrolled, and that many of the higher rent units would gradually come down 
when forced into competition with an increasing supply of units for rent. This 
might throw some of the more recently erected apartment buildings into diffi- 
culty as they were built at very high costs to rent for high rentals made possible 
by the high scarcity market, a market which probably could not be maintained 
if the supply of rental units were greatly increased. 
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The bill now before Congress has provisions for the control of commercial 
rents as well as the control of residential rents. The chart to the right shows 
the average rents of office buildings in the United States as computed from 
the figures of all buildings operated by members of the Building Owners and 
Managers Association. This includes practically all large buildings in the 
United States. It will be noticed that in 1932 office building rents started 





1674 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


dropping rapidly and lost more than one-third during the next 6 or 7 years. Since 
1945 office building rents have been rising, but the rise has been insufficient to 
take care of the increase in operating costs, a figure derived from the same 
source and shown for the same buildings over the entire period. It will be 
noticed that while the rent level of all office buildings is now 7 percent higher 
than it was in the 1925-29 period, the operating costs are 48 percent higher 
and the cost of building a new building is 104 percent higher, or more than 
double. I believe that it is inevitable that office building rents will climb 
further, and to prevent further increases would be to prevent additional build- 
ing in the office building field. This would increase the pressure on existing 
space and would make it more difficult t@hold down rent levels against a demand 
in excess of supply. The shortage of office space which still exists in many 
communities would be perpetuated. 

The most certain way to depress office building rents over the long period is 
to allow them to rise to the point where they furnish an incentive for addi- 
tional building. The resultant building oversupplies the market and, as a 
result, competition between owners of buildings for tenants causes office build- 
ing rents to fall. 

Roy WENZLICK. 

The Cuamrman. We appreciate your comments, Mr. Summer. 

The committee will stand in recess until 2: 30 this afternoon. 

(Whereupon, at 12:30 p. m., the committee recessed until 2:30 

.m.) 

AFTERNOON SESSION 


Senator Benton. The committee will come to order. 

Is Mr. Carpenter here? 

Mr. Carpenter. Yes, sir. 

Senator Benton. Will you come forward, Mr., Carpenter, please. 
Will you go ahead with your statement or summarize it for the com- 


mittee in any way you see fit. It will be printed in full in the record, 
and perhaps you will just want to comment on it as you go through, 
or perhaps you have supplementary material. 


STATEMENT BY CLIFF D. CARPENTER, PRESIDENT, INSTITUTE OF 
AMERICAN POULTRY INDUSTRIES; ACCOMPANIED BY MR. TOBIN 
AND MR. HISE 


Mr. Carpenter. We have some charts, Senator Benton, and some 
material we want to insert in the record. 

Incidentally, I have with me Mr. Tobin on my right and Mr. Hise 
on my left, who are associated with the institute, in the event there 
are some questions that might be put to me which they could better 
answer than I, 

Senator Benton. Are you three full-time employees of the insti- 
tute ¢ 

Mr. Carventer. No; I am the only full-time employee, the execu- 
tive head of the institute. 

Senator Benron. And these two associates of yours raise poultry ’ 

Mr. Carpenter. Yes; that comes pretty close to the comprehen- 
sion. They are on the firing line. 

Senator Benron. How many members do you have? 

Mr. Carpenter. We have in our organization 1,250 companies and 
individuals engaged in the production, breeding, hatching, process- 
ing, and marketing of chickens, ducks, turkeys, geese, guineas, eggs 
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and egg products, and our members are in direct contact with hun- 
dreds of thousands of producers and consumers throughout the coun- 
try, primarily because of the nature of the industry. 

The institute membership and program, therefore, are directly or 
indirectly involved in the production, processing, marketing, and 
merchandising of poultry and poultry products in about 3,000 of the 
3,071 counties in the 48 States. 

Senator Benron. How much of the industry would you say you 
represent ¢ 

Mr. Carpenter. In the processing and marketing phases it is a fair 
estimate to say that we represent between 60 and 70 percent. It is 
hard to tie down, Senator Benton. 

Senator Benron. That is enough of an answer. 

Mr. Carpenter. The answer could be contested because of so many 
small units. You see, the poultry industry is engaged in more broadly 
than any other farm enterprise and involves the farms of some better 
than 5,000,000 farmers which takes it into every county of the Nation. 
But from the standpoint of the organized poultry industry, we repre- 
sent roughly that volume of operation. 

Our national representation into every segment of this vast indus- 
try provides us with grass-roots reaction of great weight. It is the 
considered opinion of our board of directors, of our membe ‘rship, and 
of all our industry contacts, that price controls, including those pro- 
vided for under the Defense Production Act and the special amend- 
ments bill S. 1397 are and would be unworkable and conducive to 
great confusion and chaotic disturbance on the farm and in the market 
place. 

The very flexibility of the production potential for our industry 
is in itself the surest guaranty against inadequate supplies and exorbi- 
tant prices. | Poultry and egg production c an shift and change quickly 
and dramatically. To strait-jacket or shackle such an industry would 
destroy the flexibility and would be nothing short of disastrous for 
all concerned. 

Our first chart shows that the poultry industry is no longer a farm- 
yard operation or a pin-money or incidental farm income as it was 
considered years ago. ‘Today’s modern poultry industry is a major 
agricultural enterprise grossing more than 5,000,000 farmers about 
$314 billion a year 

Senator Capenarr. You say $314 billion / 

Mr. Carpenter. Yes. 

Senator Bricker. It has grown more rapidly, has it not, than any 
other single agricultural industry / 

Mr. Carpenter. Yes; it is the fastest advancing major agricultural 
enterprise with which we are familiar. 

On chickens—this is per capita production, Senator Benton, of 
chickens, eggs, and turkeys, the black refers to pounds, the scale on 
the left ; the red refers to number of eggs on the right. 

In 1935, for example, we were eating about 2.4 pounds of turkeys, 
and today we are eating about double that, about 5 pounds. 

In eggs we were consuming in 1935 about 279 eggs per capita; today 
the Secretary of Agriculture estimates that it will be 394 per capita for 
this year, but currently we are consuming at an annual rate of 410 eggs 
per capita, an advance of over 279 eggs in 15 years. 
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Keep in mind, gentlemen, that a dozen eggs is a pound and a half 
of animal protein. Then chickenwise we were consuming roughly 17 
pounds of chicken in 1935, whereas today we are consuming roughly 
27 or 28 pounds. 

So totaling it up we produced last year 60 billion eggs. That is 
5 billion dozen. And our total production of animal protein, that is 
chickens, turkeys, ducks, and eggs, equals 85 pounds per capita, an 
astonishing figure from the back y vard pin money. 

Senator Carenart. The total“weight each year is 85 pounds per 

capita ? 

Mr. Carpenter. Yes, sir. 

Senator Carenart. Against 146 pounds of meat ? 

Mr. Carrenter. Yes; ‘projected 146 to 148, if I remember correctly. 

In 1950—and this I think will give you the amazing growth that 
Senator Bricker referred to—that is, last year, chickens and eggs 

Senator Bricker. We were just trying to settle whether 146 pounds 
was beef. 

Mr. Carpenter. Red meat, I believe. 

Mr. Tosrn. Red meat. 

Senator Benton. That means no bacon ? 

Mr. Tostn. Pork, beef, veal, and lamb. 

Senator Carenarr. It is all meats. 

Senator Benton. Excluding bacon. 

Mr. Carpenter. All bacon. 

Senator Bricker. Beef or sheep and 

Mr. Carpenter. It excludes chickens, poultry, and eggs and ex- 
cludes fish, otherwise it is a rather comprehensive figure. 

Senator Benton. Your curve is going up a lot faster than the meat 
curve, is it not? 

Mr. Carpenter. It is a very flexible industry, sir, as we will show 
you in just a moment. 

In 1950—and this will give you the impact of its rapid develop- 
ment—just last year chickens and eggs were either first, second, or 
third biggest agricultural crop in 32 of the 48 States. 

In 1950 we produced 616 million commercially grown broilers. We 

call those tailored products, because most of them are sold between 
the ages of 10 and 12 weeks. They are quickly grown; they are bred 
to standard; they are fed and housed to standard, and because it is 
developing meat in such a fast pace it is done strictly on a commercial 
basis in contrast to the original farm flock idea. 

Senator Bricker. That is in Senator Williams’ country. 

Mr. Carpenter. Yes, sir; his area, the Delmarva area; Delaware, 
Maryland, and Virginia is right down in his neighborhood, 

Senator Bricker. That is the heaviest producing area in the United 
States? 

Mr. Carrenter. It is the heaviest commercial broiler area. Then 
Georgia is second; Arkansas, third, and there are several of them 
coming in very rapidly. Indiana is now producing around 26 million. 
Virginia is fourth. There are about 7 7 or 8—there are now 10 commer- 
cial broiler areas that are reported in USBAE figures showing that 
they calculate them as areas worthy of reporting figures separ ately. 

Senator Benton. Would you describe again what makes a com- 
mercial broiler, what accounts for there being none in 1925? 
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Mr. Carpenter. Yes, sir. In 1925, Senator Benton, the poultry 
industry was incidental farm income. We used to think of it as pin 
money for the wife. 

Senator Benton. These are full-time people? 

Mr. Carrenter. These are full-time growing operations, and they 
range from 5,000 broilers in a lot up to 200,000 broilers in a given lot. 
They are specially bred for meat qualities, these chicks. It is a scien- 
tific development, a breeding for meat-quality improvement, the same 
as we did for a quarter of a century or a half century ago on improving 
egg production per bird. 

Senator Benton. These are the chickens that fill those warehouses 
in Chicago, at least I assume that that is part of this industry. 

Mr. Carpenter. Chicago does store quite a bit of poultry, yes, sir. 

Senator Benton. No; I mean live chickens. Do they not raise 
them today i in quantities in large cities ¢ 

Mr. Carrenter. I think now I know what you are referring to. A 
big building of about 8 or 10 floors is converted into a battery brood- 
ing place. I think they are out of business, sir. I would not ree- 
ommend it as an urban pursuit. 

Eastern Connecticut, Senator Benton, is one of the most rapidly 
growing commercial broiler areas in the Northeast, and as far as that 
is concerned, throughout the country. In fact, wherever there is ur- 
ban population today, commercial broiler development, these tailored 
birds, are growing around these areas. 

Senator Bricker. Do you have anything on Ohio there ? 

Mr. Tosrn. I do not have the figures, Senator, but from memory I 
would say about 7 or 8 million head. 

Mr. Carpenter. It is under 10 million, as I remember it. 

Senator Benron. Senator Frear regrets he cannot be here this 
afternoon, but his State is one of the big poultry-producing areas. 
It is the biggest ? 

Senator Bricker. Delaware is the biggest ? 

Mr. Carpenter. Yes; the State of Delaware produces more com- 
mercial broilers—and I think there are three counties in the State— 
than any State in the Union. There is an area referred to as Del- 
marva; Delaware, Maryland, and Virginia, it is the Eastern Shore. 

Senator Bricker. The reason I asked that question, I talked to 
Professor Aiken not long ago about the matter, and he told me of the 
great increase in Ohio ‘and projected it for the next 10 years ~ 
said it would more than quadruple, he thought, in the next 10 yea 
in that State. 

Mr. Carrenter. I think it is a fair estimate, but I would like to 
ask Mr. Tobin to check it, that in the State of Ohio on the basis of 
7 million, we will say, commercial broilers as of today with the urban 
population that you have in that State, Senator Bricker, I would 
estimate that it would be 20 to 25 million broilers a year within 4 years. 

Mr. Tostn. I would say that is a very reasonable conjecture. 

Mr. Carpenter. That is happening all over the United States, 
Senator Bricker, because it is such a flexible industry, as we will show 
you in just a moment, with another chart, how fast we can convert 
fertile eggs to meat, which was one of the large assets during World 
War IT in filling the meat shortage gap. 

Senator Bricker. That shows on your consumption figures very 
clearly, too. 
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Mr. Carpenter. Yes. To give you a better comparison as we will 
say here 

Senator Carenarr. I would like to say this. If they would know 
how to cook them in all the other States like they know how in Indiana 
it would fluctuate doubly. 

Mr. Carpenter. You might get into some trouble with your Georgia 
colleagues, but they do cook very good chicken in Indiana. 

Senator Carenart. If they learn to cook them as we do in Indiana, 
production would be doubled, and thte consumption doubled. 

Mr. Carrenter. If they keep on cooking them right we will keep 
on growing them. 

Senator Caprnart. You ought to sell that Indiana recipe, or give it 
away with every shipment. 

Mr. Carrenter. In fact, our Poultry and Egg National Board, 
which is our consumer information service, whic h i is financed by the 
entire industry across the board, has official recipes, I think, now, 
of 37 of the Nation’s governors, their particular recipe for cooking 
chicken. It is all in one book and we will be happy to see that you 
get it. 

Senator Bricker. We had something on the menu of the Capitol 

restaurant the other day that confused me. Will you define for me 
what New England fried chicken, southern style. is? 

Mr. Carrenter. Prepared by an Indiana chef, no doubt. 

Just a year ago, 1949, the year before last, we only produced 487 
million, and last year 616 million, and currently we are running at 
an annual rate of 740 million commercial broilers this year. 

In 1950 we produced 60 billion eggs, which is 5 billion dozen, as 
compared with only 35 billion in 1925, and we have indicated what 
the perce — consumption is at that rate. 

Now, is interesting, if you will remind yourself of Secretary 
cena statement, in the 1951 Production Guide's Handbook, 
United States Department of Agriculture, he makes two rather inter- 
esting and important statements: 

Present indications are— 
and it is page 63 of his reeord— 


that the production of poultry and eggs in 1951 will be adequate to meet all 
requirements. 


Then in a further paragraph he says: 


The total quantity of poultry meat for these sources will be sufficient to 
meet all foreseeable needs if farmers will continue to cull their farms and to 
produce broilers at about the same rate as in the past year 

But our rate is already 30 percent higher than last vear. We pro- 
duced 616 million in 1950, and it is now at the rate for the first 414 
months at the rate of 740 million this year. 

Senator Benton. Do you estimate that as the commercial broilers 
go up, all the small home-growing goes down ? 

Mr. Carrenter. Not necessarily, Senator Benton. We like to think 
of our product as one with which the consumer generally, and very 
broadly speaking, has begun to find out, as has the laboring man, 
that chickens and turkeys and ducks are meat. They are not just 
holiday items or Sunday dinner items. 

Senator Benron. So you think this 30 percent is a net increase to 
the total consumption. 
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Mr. Carpenter. Well, not entirely, because for the first time, in 
1950, the pounds of commercial broilers produced went past the pounds 
from farm production, from farm flock production. 

Senator Benton. Has that been declining? I think yes. 

Mr. Tosrn. Yes, Senator, there has been some decline in chickens 
sold off farms, the so-called diversified farm—— 

Senator Benton. Has there been a major decline, or just 

Mr. Carpenter. It has been a moderate decline, ‘one moderate. 
For example, in 1942 the first year prior to the opening of World War, 
as far as the United States was concerned, the chickens sold off farms, 
excluding these commercial broilers, were 493 million head. This 
year the probable production is 425, so it is a moderate decline. 

Senator Benron. Are the commercial ones fatter and heavier ? 

Mr. Carpen'rer. No, on the average they are smaller. 

Senator Benron. With the 30-percent ste p-up in the last year, has 
the price gone down or up? How much price fluctuation has accom- 
panied this 30- percent increase in production ¢ 

Mr. Carpenter. The price has weakened. The red line is the price. 

Senator Bricker. That declining farm prouction has come about 
from the changed farmer’s habits more than anything else. When 

they go into specialized farming or go into commercial farming the 
average farmer does not even raise his own chickens. He buys them 
rather than produce them. 

Mr. Carpenter. Many of them do that; yes. 

Secretary Brannan continues in his report to say: 

Egg supplies are expected to be adequate to meet all foreseeable needs during 
the year at reasonable prices to consumers, 

Senator Bricker. One more question at that point. We have been 
discussing beef roll-back and the possible effect it will have upon the 
livestock “population. Is the consumption of poultry in competition 
with the red meat as much as it is with fish? Where did you get that 
balance? Is there more poultry consumed and less red meat con- 
sumed, or does it compete more with fish ? 

Mr. Carpenter. I think it is a fair statement to say, although I am 
not an authority in the field of either fish or red meat, Senator Bricker, 
that there are two reasons: No. 1, Americans like meat. We are a meat- 
eating Nation, and as the pay envelope goes up they eat more meat. 
So we have a growing market. Of course, we also have a growing 
population. 

Second, I think, as we indicated to Senator Benton, that the average 
consumer, the average factory worker is finding out that chicken is 
meat at meat prices, may I say, or less. 

Senator Bricker. I think they are less than you could get for beef 

Mr. Carpenter. I would not want to get into competition with other 
foods. 

Senator Bricker. You think that the increased consumption of 
poultry, taking the field of chickens, that is where the great increase 
has been, has largely supplemented the American food supply rather 
than decreased the consumption of red meat. 

Mr. Carrenter. In 1940 red meats were 141.7 and in 1949 145 
pounds, so the rapid consumption increase on poultry has not hurt red 
meat, because that has also gone up. 
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Senator Benton. Does the consumer price level roughly parallel it 
or would it be the same kind of line as this red line, price to broiler 
growers ¢ 

Mr. Carpenter. Yes, it is a very promptly reacting market con- 
dition. 

Senator Benron. How much more would you add, 25 or 30 percent, 
35 percent! ¢ 

Mr. Carpenter. It depends a little bit on the form in which the 
poultry is bought. Historically, a Tot of poultry was bought, Senator 
Benton, as live poultry in the market place. Today, a housewife, be- 
cause of progress that has been made in the techniques of processing 
and packaging, and because more housewives are working than before, 
they want a ready-to-cook bird. All they have to do is put it in the 
oven or into the skillet. Obviously, then, to make a direct relationship 
between live price to the grower and dressed, ready to cook in the 
kitchen would be out of position, relatively—not out of position, but 
it would sound like a gross exaggeration. I think Mr. Tobin can 
answer that question probably and in terms of what would reflect 
live price. 

Senator Benton. I think my question is such a bad one I withdraw 
it. I could see, of course, just as you started to talk that my question 
was one from my inexperience. Has the price of that line continued 
to grow in 1951? 

Mr. Carrenter. Yes; we are down about 3 cents a pound from the 
first 2 weeks in January right now. 

Senator Benton. You mean the curve would be on downward? 

Mr. Carrventer. Yes, sir. 

Senator Benton. I agree that is what the classical economist thinks 
ought to happen to prices when you get greatly increased production, 
but it is the first chart of its kind I have happened to see. 

Mr, Carrenrrer. May I come back to your question? The figure 
has gone through my mind now. The live grower, the farmer, gets 
58 percent of the consumer's poultry-meat dollar. That is the best 
way of answering your question. 

Senator Benton. I think that is the best way. 

Senator Bricker. That is not a higher percentage as it is in your 
other meats, is it? 

Mr. Carrenter. No. 

Senator Bricker. Not nearly as high? 

Mr. Carrenter. No. It isa smaller animal unit. 

Senator Benton. And it costs much more to process it. 

Mr. Carpenter. We are handling 2-, 3-, or 5-pound birds instead 
of a 1,000-pound carcass. 

Senator Benron. I am surprised it is as high as that. I think it 
is a high percentage. 

Mr. Carpenter. We have a much better record in shell eggs because 
there is less that has to be done to shell eggs. I believe it is 74 percent. 

Mr. Tosrn. That is right. 

Mr. Carpenter. The farmer gets 74 percent of the consumer's 
shell-egg dollar. 

Mr. Tobin thinks it is important to point out, and it is, that the 
increase in our poultry production today does do a lot toward 
relieving pressure on the meat situation. 
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Interestingly enough 

Senator BeNTON. Senator Bricker has just made a very interesting 
point. He just pointed out he can go and buy any part of the chic ken 
he wants instead of buying the whole chicken. 1 suppose due to 
improvements in pac kaging. That must have had a big and tremen- 
dous effect on stepping up your production and your demand. 

Mr. Carpenter. Yes; that is very true, sir. You can buy today + 
pound package of white meat or a pound package of drumsticks or 
a pound package of livers. In connection with the 30 percent expan- 
sion it is also interesting to note in Eric Johnston’s testimony before 
the Congress he said, “I think we can get rid of controls in a couple 
of years,” and I will tell you why I think we can get rid of them if 
you wish me to go into details. We must have an increasing produc- 
tion of some thirty- odd - seme We have done it in 
months over the last yea 

Senator Bricker. Of « course, you can produce the output of your 
chickens a lot faster than you can produce the output of cattle. 

Mr. Carrenrer. Correct. But we are trying to point out, Senator 
Bricker, that we do not need controls in our industry. Just turn us 
loose and let us produce. 

Senator Bricker. You have a pretty good basis for it in that top 
chart. 

Mr. Carpenter. Thank you, sir. 

We have already pointed out in 1950 we have produced 44 million 
turkeys compared with only 18 million in 1929, which is the earliest 
record available. 


5 months—5 


In chart No. 3 we have quite an interesting story which helps to 
bolster the reason for expansion. 

Consumers benefit from high poultry farm labor efficiency. One 
inan on annual production can produce 360,000 pounds of meat. ‘That 


is four crops of 30,000 broilers each. Many handle 40,000 with one 
man. We used the figure in our testimony of 20 to 40, so for the chart 
purpose we used the average of 20 to 40, or that same man can produce 
800,000 eggs a year from 5,000 layers. Many of them do more than 
that. Or one man can produce 200,000 pounds of turkeys a year. It 
is a record that is untouchable with other comparable enterprises. 

Senator Bricker. That has been a great improvement in the last 
2 or 3 years from experimentation during the war. 

Mr. Carpenter. Yes. 

Senator Bricker. They did a lot of that up at Worcester, 
remember. 

Mr. Carpenter. That is correct, yes, under Dr. Bethke 
just left up there. 

It takes less feed to produce a pound of poultry meat today than any 
other type of meat, whieh is in the line, of course, of conservation of 
feed. A 3-pound meat chicken can be produced on about 10 pounds 
of feed, and many of them are doing it on 814 pounds of feed. 

In other words, a 100-pound bag of broiler feed today produces 
between 33 and 35 pounds of broiler meat. In 1925, 100 pounds of 
feed only produced 20 pounds of chicken meat. 

On chart No. 4 modern mechanized operations aid improved 
techniques-— — 

Senator Brenton. I would like to say that all of us 
interested in that chart. 


. who has 


are great ly 
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Senator Bricker. Yes. 

Mr. Carpenter. Perhaps you have some questions on that, Senator. 

Senator Benron. It is an extremely interesting chart. I just had 
a conversation with Senator Bricker and he said I think of Americ an 
productivity in terms of the assembly line and machine tools, so it is 
interesting to see it now in terms of the chicken and the egz. 

Senator Carenartr. What I want you to do now is put up the cost 
of the feed that you feed them, then they will not be so enthusiastic. 

Mr. Carpenter. We estimate tliat 65 percent of the cost of broiler 
meat is feed. 

Senator Capenart. If you are lucky. 

Mr. Carprenter. Interestingly enough our feed efficiency has gone 
uy at arate which will not only fascinate poultry growers but aston- 
ishes us, when you can produce a pound of meat for 2.8 pounds of 
feed and many of them do it for 2.65. 

Senator Bricker. I think Dr. Bethke experimented on that. 

Senator Capenart. Say that again, please. 

Mr. Carpenter. We can now produce a pound of chicken meat on 
less than 3 pounds of feed, and many do it as low as 2.65 pounds 
of feed, an untouchable comparison with other comparable enter- 
prises. 

Senator Benton. What is the cost of feed for beef? 

Mr. Carrenter. I am not familiar with the figure. 

Senator Benron. How much feed does it take, roughly ? 

Mr. Carpenter. I happen to have seen a figure, Senator Benton, 
about a month ago—— 

Senator Capenart. It would take about 18 pounds, 6 pounds of 
hay and about 12 pounds of corn a day to put on a pound or two 
pounds. 

Senator Benton. So you would say that in contrast to your 2.65 
to 3, when you are talking about beef you are talking about 9 to 18 
pounds, or this is one- third to one-sixth the relative cost of feed for 
beef. It just follows if we could teach our people, just to line myself 
up with the witness, to eat more of his product it would solve some 
of these probleras about which the cattlemen have been testifying. 

Senator Bricker. That is not the full answer, either. By technic al 
improvement in the feed you have also improved the food value of 
the bird itself tremendously. 

Mr. Carrenter. We have stepped up the vitamin content of our 
products. 

Senator Carenartr. You gentlemen better be careful what you say, 
or we will have a lot of people in this business. 

Mr. Carrenter. In table No. 4 we find we have quite a story. Mod- 
ern mechanized operations and improved techniques have increased 
poultry-processing efficiency 124 percent in 10 years, so today we are 
turning out 53.5 birds per man-hour in contrast to 23.8 birds per man- 
hour 10 years ago, and we are doing it with the ready-to-cook bird that 
the housewife chooses to buy in many instances over the New York 
dressed style previously. 

Free markets encourage abundant supplies at reasonable prices. 

Because of the short production cycle, poultry and egg supplies can 
be stepped up more rapidly than any other produet in animal agricul- 
ture. A fertile egg in an incubator can become a 3-pound meat 
chicken in 14 to 14 weeks, or a laying pullet in 6 months, that is, from 
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the time the fertile egg is taken from the nest and placed in the incu- 
bator for 3 weeks of incubation. 

Thus, in free markets poultry- and egg-production prices can and 
do adjust quickly to supply-and-demand factors. 

The average live price received by commercial broiler producers 
during the first 4 months of 1951 were about the same as, or less than, 
OPA ceilings during World War II, and they were substantially below 
the prices received during 1946, 1947, and 1948. 

Our next chart is one which we think tells the story for the average 
workingman. In 1950 the average factory worker earned enough 
money 1n 25 minutes to buy a dozen: eggs, compared with 32 minutes in 
1946, 30 minutes in 1940, and 42 minutes in 1935. Thus such workers 
today can buy 29 eggs with 1 hour’s pay, contrasted to 17 eggs in 1935. 

Putting that in terms of poultry meat and chicken me: it, the ratio 

was 26 to 18. In 1940—we did not have figures available for 1935 
because it was a new set of figures that was started, but in 1940 the 
average factory worker could buy 2.3 pounds of chicken meat for 1 
hour’s labor. ‘Today he buys 3.3 pounds of chicken meat for 1 hour’s 
labor, an increase of nearly 50 percent. 

Controls are unworkable in the poultry and egg industry. Poultry 
and eggs are produced in every rural community throughout the coun- 
try under varying conditions, with myriads of grades and widely dif- 
ferent types of production units and operations. It is impossible to 
conceive of a control system on poultry and eegs that would not throw 
production and marketing completely out of gear, or one that could be 
effectively enforced. 

Ceiling price differentials would only develop a price strait-jacket. 
They could never duplicate the flexible system of geographic supply 
and demand prices needed to move produce ts where and when needed. 

Here is a typical example: At times the Midwest has a surplus 
supply of poultry to ship east. At other times, and there is no regu- 
lar seasonal pattern, because if we put in four broods of commercial 
broilers a year, they are putting chicks in every week for the 52 weeks 
somewhere, and in fact all places throughout the country, the East 
has a surplus to ship’ to the Midwest and at times northern poultry 
moves south, while at other times the flow is reversed. 

Unless these distribution patterns are left unhampered surpluses 
will pile up in one section, while other areas suffer deficits and black 
markets result. 

Then we would like to give you a very specific example of unwork- 
able, discriminatory controls. Poultry occupied the most unique and 
conspicuous position in the Defense Production Act of 1950. A spe- 
cial section relates to Government poultry purchases. No other food 
is accorded such significant treatment. Ostensibly section 2110 was 
included in the act to make certain that producers of chickens and 
turkeys would receive a so-called estimated price from processors 
for Government contracts, the estimated price presumably to be the 
ceiling price at the time bids were made for such contracts. The act 
appears to require processors who pay producers of chickens and 
turkeys less than the so-called contract estimated prices, to make 
comparable adjustment in the delivery price of the processed product 
to the Government. 

If this provision is retained and if ceilings are imposed, the net 
effect would be to discourage poultry processors from bidding on 

83762—51—pt. 239 











1684 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 





Government contracts, and thus tend to limit the amount of poultry 
available to the armed services. Why? Because this feature requires 
the processors to almost do the impossible. You must estimate the 
purchase price of poultry he anticipates buying to fill a prospective 
contract. He would have to figure out which locations he can and 
cannot use as procurement centers. Then he would have to anticipate 
limiting himself to suppliers who keep accurate records by individual 
farmers and prices paid to such farmers. Finally, if awarded the 
contract, he would have to marslral all persons involved, from the 
farmer, the assembler, the poultry station buyer or the shipper, to 
keep individual price records by bird or by bird lot on prices paid 
to such farmers. Then the processor would have to keep such poultry 
segregated from all other poultry so the two would not become mixed 
in the processing or canning process. 

Senator Bricker. That was due, as I remember, and Senator 
Williams is responsible for it, to the special sensitiveness of the 
market. It was not in the committee hearings at all, and we had no 
testimony on it. 

Mr. Carpenter. I understand that was the case, Senator. 

Senator Bricker. It was entirely due to Senator Williams’ state- 
ment on the floor of the Senate as to the relation of consumption to 
the production and the sensitiveness of the cost factors. 

Senator Carenart. The argument used was the buyer would go out 
and buy from the farmer at any price and then go to the procurement 
agency and sell them at the ceiling price, and they were not passing 
the price on to the growers. Is that a correct analysis of the purpose 
of it? 

Mr. Carpenter. In theory or on paper, it might seem that that 
would be entirely possible and feasible, but our markets are so broadly 
quoted and stated and competition is so keen that in bidding on Gov- 
ernment contracts we are required to carry to four decimal places the 
cents per pound, and if one man bids 5.2887 and another man bids 
5.2885 he gets the contract. 

Senator Capenarr. The act as written, of course, prohibits anyone 
to sell to the Government who did not pay to the farmer the so-called 
proper price. Is not that what it does? 

Mr. Peete That is correct. Of course, proper price—— 

Senator Capenart. Your position is, how could anyone that is go- 
ing to sell to the Government who is buying from dozens and dozens of 
farmers going to keep a record of what he pays? 

Mr. Carpenter. It would virtually be impossible, plus the fact that 
you are guessing on an estimated price for future possible delivery 
and you do not know what you are going to have to pay for it if you 
get the contract. 

Senator Bricker. That is what I meant when I said the market 
was very sensitive. 

Mr. Carpenter. Yes, from day to day. Is your live market down 
50 cents a hundred today over yesterday ? 

Mr. Hise. It is 26.5 in Virginia. It has been going down from 31 
cents in the last 6 weeks. 

Senator CapeHart. How does this work a hardship on you now? 

Mr. Carpenter. Labor is just not available to process this, to carry 
on such a limitless identification and record-keeping task. Of course, 
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ractical economies make it impossible. The average processor, there- 
ore, would find it highly undesirable to bid on Government contracts. 

Why poultry should be singled out from all other agricultural com- 
modities for such treatment 1s puzzling. Since poultry markets are 
broadly published on a daily basis, since poultry prices respond 
promptly to supply and demand, and since invitations to bid on Gov- 
ernment contracts are widely circulated, the Government is adequately 
protected without this discriminatory provision. 

Senator CapeHart. Well, it is not clear to me you are trying to pro- 
tect the Government here. You are trying to protect the seller, the 
producer. 

Senator Bricker. That is why the section was put in. 

Senator CareHart. That was the argument used. 

Mr. Carpenter. We are also pointing out at the conclusion, Senator 
Capehart, that the Government likewise is amply protected. 

Senator Benton. Has this operated in the past year ? 

Mr. Carpenter. It has been effective since April 27, this year, as 
we understand it. It has just recently been written into the contracts. 

Senator Bricker. Are you in favor of it or are you opposed to it? 

Mr, Carrenter. We are opposed to it because it is unworkable. It 
would be impossible to do it. It will tend to discourage our boys 
getting fried chicken in the armed services. 

Senator Benton. Have they quit bidding on Government contracts 
since this provision has been put in? 

Mr. Carpenter. I am not prepared to answer that, because I have 
been away from the office for 10 days, sir, and this just went into the 
contracts April 27, but it certainly would lead to that. 

Senator Benton. Has there been any discussion about slapping 
price controls on the industry ? 

Mr. Carrenter. I don’t believe I quite understand the question. 

Senator Benton. I am trying to see what could happen—if you 
had other controls in addition to this one; you give this as a specific 
example. 

Mr. Carpenter. Yes, under the present law. 

Senator Benton. Are there other controls? 

Mr. Carrenter. Under the present law the farm product is not 
controlled or under ceilings at the farm, but the moment it leaves the 
farm then it is under controls all the way through, yes, sir, even under 
the present bill. 

Senator Benton. Which is under controls all the way through ? 

Mr. Carpenter. Poultry and eggs, margins, are all frozen, you see, 
so it is under control except at the farm level. 

Senator CapenHart. It is on a dollar-and-cents margin, is it not ? 

Mr. Carpenter. No, it is a pass-through operation. It is pretty 
involved. Iam not sure I could explain it. 

Senator Carenart. Let us not get into it, because they will not even 
understand it themselves. 


Senator Benton. Do you have a price ceiling over which you can- 
not sell ? 

Mr. Carpenter. Yes. You cannot increase your normal margin. 
You cannot increase your historical margin during the base period. 
If you pay 5 cents more for a bird than you paid during your highest 
price during the base pe.iod, then that 5 cents follows the bird 
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Government contracts, and thus tend to limit the amount of poultry 
available to the armed services. Why? Because this feature requires 
the processors to almost do the impossible. You must estimate the 
purchase price of poultry he anticipates buying to fill a prospective 
contract. He would have to figure out which locations he can and 
cannot use as procurement centers. Then he would have to anticipate 
limiting himself to suppliers who keep accurate records by individual 
farmers and prices paid te such farmers. Finally, if awarded the 
contract, he would have to marshal all persons involved, from the 
farmer, the assembler, the poultry station buyer or the shipper, to 
keep individual price Se by bird or by bird lot on prices paid 
to such farmers. Then the processor would have to keep such poultry 
segregated from all other poultry so the two would not become mixed 
in the processing or canning process. 

Senator Bricker. That was due, as I remember, and Senator 
Williams is responsible for it, to the special sensitiveness of the 
market. It was not in the committee hearings at all, and we had no 
testimony on it. 

Mr. Carpenter. I understand that was the case, Senator. 

Senator Bricker. It was entirely due to Senator Williams’ state- 
ment on the floor of the Senate as to the relation of consumption to 
the production and the sensitiveness of the cost factors. 

Senator Capenart. The argument used was the buyer would go out 
and buy from the farmer at any price and then go to the procurement 
agency and sell them at the ceiling price, and they were not passing 
the price on to the growers. Is that a correct analysis of the purpose 
of it? 

Mr. Carpenter. In theory or on paper, it might seem that that 
would be entirely possible and feasible, but our markets are so broadly 
quoted and stated and competition is so keen that in bidding on Gov- 
ernment contracts we are required to carry to four decimal places the 
cents per pound, and if one man bids 5.2887 and another man bids 
5.2885 he gets the contract. 

Senator Capenarr. The act as written, of course, prohibits anyone 
to sell to the Government who did not pay to the farmer the so-called 
proper price. Is not that what it does? 

Mr. Carpenter. That is correct. Of course, proper price—— 

Senator Capenart. Your position is, how ri anyone that is go- 
ing to sell to the Government who is buying from dozens and dozens of 
farmers going to keep a record of what he pays? 

Mr. Carpenter. It would virtually be impossible, plus the fact that 
you are guessing on an estimated price for future possible delivery 
and you do not know what you are going to have to pay for it if you 
get the contract. 

Senator Bricker. That is what I meant when I said the market 
was very sensitive. 

Mr. Carpenter. Yes, from day to day. Is your live market down 
50 cents a hundred today over yesterday ? 

Mr. Hise. It is 26.5 in Virginia. It has been going down from 31 
cents in the last 6 weeks. 

Senator CapeHart. How does this work a hardship on you now? 

Mr. Carpenter. Labor is just not available to process this, to carry 
on such a limitless identification and record-keeping task. Of course, 
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ractical economies make it impossible. The average processor, there- 
ore, would find it highly undesirable to bid on Government contracts. 

Why poultry should be singled out from all other agricultural com- 
modities for such treatment 1s puzzling. Since poultry markets are 
broadly published on a daily basis, since poultry prices respond 
promptly to supply and demand, and since invitations to bid on Gov- 
ernment contracts are widely circulated, the Government is adequately 
protected without this discriminatory provision. 

Senator CareHart. Well, it is not clear to me you are trying to pro- 
tect the Government here. You are trying to protect the seller, the 
producer. 

Senator Bricker. That is why the section was put in. 

Senator CareHart. That was the argument used. 

Mr. Carpenter. We are also pointing out at the conclusion, Senator 
Capehart, that the Government likewise is amply protected. 

Senator Benton. Has this operated in the past year ? 

Mr. Carpenter. It has been effective since April 27, this year, as 
we understand it. It has just recently been written into the contracts. 

Senator Bricker. Are you in favor of it or are you opposed to it? 

Mr. Carpenter. We are opposed to it because it is unworkable. It 
would be impossible to do it. It will tend to discourage our boys 
getting fried chicken in the armed services. 

Senator Benton. Have they quit bidding on Government contracts 
since this provision has been put in ? 

Mr. Carpenter. I am not prepared to answer that, because I have 
been away from the office for 10 days, sir, and this just went into the 
contracts April 27, but it certainly would lead to that. 

Senator Brenton. Has there been any discussion about slapping 
price controls on the industry ¢ 

Mr. Carpenter. I don’t believe I quite understand the question. 

Senator Benton. I am trying to see what could happen—if you 
had other controls in addition to this one; you give this as a specific 
example. 

Mr. Carpenter. Yes, under the present law. 

Senator Benton, Are there other controls? 

Mr. Carrenter. Under the present law the farm product is not 
controlled or under ceilings at the farm, but the moment it leaves the 
farm then it is under controls all the way through, yes, sir, even under 
the present bill. 

Senator Benton. Which is under controls all the way through? 

Mr. Carrenter. Poultry and eggs, margins, are all frozen, you see, 
so it is under control except at the farm level. 

Senator Carenart. It is on a dollar-and-cents margin, is it not? 

Mr. Carpenter. No, it is a pass-through operation. It is pretty 
involved. Iam not sure I could explain it. 

Senator Caprnart. Let us not get into it, because they will not even 
understand it themselves. 


Senator Benton. Do you have a price ceiling over which you can- 
not sell ? 

Mr. Carpenter. Yes. You cannot increase your normal margin. 
You cannot increase your historical margin during the base period. 
If you pay 5 cents more for a bird than you paid during your highest 
price during the base pe-iod, then that 5 cents follows the bird 
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through, but no more. Your margin remains the same. It is a pass- 
through. 

Senator Carrnart. But you have nothing for expenses or taxes, for 
administration, or anything else? 

Mr. Carpenter. That is correct. 

Senator Benton. You contend that is unworkable, too? 

Mr. Carventer. It is pretty rough, sir. 

Senator Benton. I know it is rough, but you give this as an example, 
and I am wondering if this is the specific thing to which you most 
object or if there are other controls also to which you are objecting 
and taking exception. 

Mr. Carrenter. We object primarily, Senator Benton, on the basis 
that in the poultry industry with 5 to 6 million farmers concerned, 
and with some 30 percent in Chicago to 68 percent in Providence, 
R. I., eggs go directly from the nest to the consumer without going 
through market channels; in other words, direct farm delivery, let us 
say. It is an impossible task, as witness our recent OPA 

Senator Benton. Are you buying feed in a controlled market ? 

Mr. Carpenter. Yes; that is under a supported price. 

Senator Benton. I had a chicken farmer from Connecticut in to 
see me and he said they were having to buy feed at such high prices 
that it put the squeeze on them on poultry prices. They could not 
operate. Is there a general complaint throughout the industry in 
that regard ? 

Mr. Carrenter. It depends, of course, again with our markets fluc- 
tuating so rapidly, being so sensitive to fluctuations, it is fair to say 
that the average commercial broiler grower plans, when he sets out 
for four crops a year, specifically to lose money on one crop. He has 
no control over the price when he buys his chicks. He does not know 
what he is going to get. He loses money on one crop. He breaks even 
on one crop and he hopes to make it up in the other two and make his 
living besides. That is the best way of stating it in general terms. 

Commercial egg production, of course, is different, because you have 
a crop every day. 

For the sake of the record, Senator Benton, perhaps I did not give 
you a full answer. The poultry industry opposes all forms of price 
control as not the best means of getting food to the consumer at rea- 
sonable prices, and in normal distribution channels. 

Controls are notorious spawning grounds for black markets. Wide- 
spread and flourishing black markets of poultry in World War IT 
disrupted supplies, diverted poultry from established sanitary proc- 
essing plants to undercover hole-in-the-wall slaughtering operations. 

In fact, in April 1946, we started to build a chart on this and did 
not get time to do it, we took the head man of the poultry section of 
OPA on a tour through the midwest poultry slaughtering plants, and 
without any prearrangements he said, “I want to ask each plant op- 
erator one question,” and he said, “I ask you that you do not post 
them ahead of time.” In fact, in laying out our itinerary we did not 
know exactly where we were going anyway except going generally 
out through Illinois, Nebraska, and Kansas. It was in April 1946 
or May 1946. He asked this question: “Do you have coches on the 
tonnage of poultry that you put through your plant in April?” and 
they said, “Yes.” He said, “What did you put through your plant?” 
and they gave him the pounds. He said, “Do you have records on 
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April a year ago through your plant?” And they said, “Yes,” and 
they compared it and when we got back to Chicago with his own 
figures, that is, the established sanitary processing plants were getting 
28 percent of the poultry that they got that same month a year ago, 
which is a fairly good example of the diversion of product. 

If applied to poultry and eggs the controls proposed in title IV, 
Public Law 774 and further amended in §. 1397, will inevitably bring 
about the return of unsavory, illegitimate market operations. 

The immensely productive poultry and egg industry, the result of 
private resourcefulness, plays too vital a part in our national food 
picture to permit it to be handcuffed to controls. 

The interests of the armed services, producers, consumers, and gen- 
eral public can best be served without the imposition of price controls 
of any kind. 

Senator Bricker. Let us go back to the amendment again. Do you 
think the amendment in any way will curb the production which has 
been going up so rapidly ? 

Mr. Carpenter. I do not think so. I am not an authority, but my 
personal opinion would be that an average processor has an oppor- 
tunity to bid on Army contracts. If he cannot afford to hire enough 
help to do all the figuring to be sure that he is doing it legally he is 
apt to say, “to heck with it, I can sell my poultry through civilian 
channels.” 

Now, the armed services have doubled and more than doubled the 
per capita armed services consumption on poultry in the last year or 
year and a half. 1 think it is about double or maybe a little bit more. 
That could be sharply affected downward by such a requirement, yes, 
sir. 

Senator Carenart. Really, it does not apply to the ceiling that is 
placed upon the farmer or the producer, does it ¢ 

Mr. Carpenter. Yes, and as one of my directors commented re- 
cently, Senator Capehart, if they do get these two ceilings and stay at 
ceiling, it would be an absurdity anyway, because nobody could buy 
under ceilings. 

Senator Carenartr. That is the point. This amendment does not 
apply until price control is placed upon the farmer or the grower or 
the man that produces. 

Mr. Carrenter. But it is now in the armed services contracts; yes 
sir. It applies now. 

Senator CAPEHART. How in the world can they possibly expect you 
to make it work out / 

Mr. Carpenter, It is in there, sir. 

Senator Carenarr. I understood the amendment originally was to 
keep the illegitimate fellow from going out and buying from the 
farmer at less than the ceiling price, or less than the market price, let 
us Say, paying a lesser amount than he is entitled to. 

Mr. Carpenter. And putting that money in his pocket. 

Senator CareHart. Because the farmer did not know the price. 
Say the price they should have paid was 30 cents, and this fellow would 
buy at 28 cents because the unsuspecting farm wife or the farmer or the 
grower did not know what the price was. Then they turn around and 
certify to the Government that they bought it at 30 cents. Do I under- 
stand that correctly, or do I not. 

Mr. Carrenter. You have stated it as we understand it; yes, sir. 





1688 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Senator Carrnart. That is my understanding. It was to protect the 
farmer against the unscrupulous buyer. 

Mr. Carrenter. And he should be protected, if we can do it within 
the realm of economics. 

Senator Carenart. But until you do get price ceilings on the pro- 
ducer or the grower, I do not see where it works at all. 

Senator Bricker. It seems to me this was in the regulations during 
World War IT; was it not? amit 

Mr. Carpenter. No, it was not, Senator Bricker, nor were poultry 
and eggs even subject to renegotiation because of perishability and 
having to move them fast. The renegotiation board specifically ex- 
empted Government contracts covering poultry and eggs. 

Senator Bricker. I do know that the provision was put in to protect 
the legitimate producer. 

Senator Benton. I think Senator Williams will be very interested 
in your testimony. 

Senator Bricker. I will send a copy over to him to get his comments. 

Senator Benton. We will send him a copy of this and he may have 
something he will want to insert in the record that bears on this testi- 
mony. 

Senator Bricker. He has a little adverse interest. You represent 
the processors ? 

Mr. Carpenter. Our members represent both growers, processors, 
hatcheries, and so forth. The membership of the institute is across 
the board, but the basic membership, you are correct, sir, are processing 
and marketing men. But our membership includes more than that. 

Senator Bricker. Is there any difference between your producer and 
your processor? Is there any diversity of interest or conflict of interest 

etween the processor 

Mr. Carpenter. I think the next witness will give you the affirma- 
tive answer that there is none. 

I would like to make one more comment, if I may, Senator Benton. 

Senator Benton. Yes. 

Mr. Carpenter. Price controls are unworkable because you cannot 
change controls fast enough to meet the rapidly changing conditions 
in the industry. We do move very rapidly in this thing, and you can 
be handcuffed before you realize it. I will give you one very specific 
example. The duck industry was caught in this price freeze because 
they had no parity consideration under the Secretary of Agriculture’s 
doctrine. So they were immediately frozen. They are either illegal 
or out of business, virtually. They are producing now their annual 
big crop of ducks. You cannot consume them all currently, so that 
means they must go in storage for the period when they are not pro- 
ducing ducks, and for 4 months we have asked OPS for relief for the 
duck industry ; to date we have not had a single reply. 

Senator Benton. What is it that put them out of business, again? 

Mr. Carpenter. The price freeze froze them at a definite price be- 
cause ducks do not enjoy a parity ratio, as do eggs, chickens, and 
turkeys. 

Senator Benton. Oh, I see. 

Mr. Carpenter. So they had no flexibility at all, they were just 
frozen right here and now they cannot buy the feed and so on at low 
enough prices to produce at a profit. 
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Senator Carenart. Do we understand that anyone selling ducks 
today does not know whether they are or are not operating under the 
law? 

Mr. Carpenter. I imagine that is what they think, sir. 

Senator Carrnart. They do not know whether or not they are vio- 
lating the law or living within the law? 

Mr. Carpenter. Correct. 

Mr. Topstn. For the record, I would say that ducks are in no dif- 
ferent positions from radios or phonographs, Senator. They are 
frozen at the highest price in the base period and it is very specific 
and there is no reason why a seller of ducks should not be informed of 
that and ‘govern himself accordingly, but the difficulty is that there 
is no tailored dollars and cents ceiling for ducks which, it is reason- 
able to suppose, would provide storage-carrying charges if and when 
they are issued. ‘This is a season “when marketings of ducks are 
heavier than current consumptions and are normally frozen, stored, 
and kept for fall outlet. So the expectation is, or there is doubt in the 
minds of those who would store, whether they can recover their stor- 
age expense. 

Senator Benton. Mr. Carpenter, you have certainly been a clear 
and concise witness and we have enjoyed listening to you. I thank 
you on behalf of the committee. Your charts are particularly in- 
teresting. 

Senator Carenart. Mr. Chairman, I move those charts be made a 
part of the record. 

Senator Benton. Without objection, the charts will be included in 
the record. 

Mr. Carpenter. Thank you. 

(The charts referred to follow :) 
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AVERAGE LIVE PRICE TO BROILER GROWERS 
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AMOUNT OF LABOR REQUIRED 
TO BUY ONE DOZEN EGGS 
(Average factory worker) 
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Source = U. S. Department of Labor 


(Mr. Carpenter’s prepared statement follows :) 


STATEMENT oF Ciirr D. CARPENTER, PRESIDENT, THE INSTITUTE OF AMERICAN 
PoUuLTRY INDUSTRIES 


I am Cliff D. Carpenter, president of the Institute of American Poultry Indus- 
tries, Chicago, Il. The institute, chartered in 1926, is a nonprofit organization 
engaged in national quality improvement programs designed to bring consumers 
higher quality poultry and eggs. 

We represent directly more than 1,250 companies and individuals engaged 
in the production, breeding, hatching, processing, and marketing of chickens, 
turkeys, ducks, geese, guineas, eggs and egg products. 
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Our members are in direct contact with hundreds of thousands of producers 
and consumers throughout the country. The institute’s membership and pro- 
grams, therefore, are directly or indirectly involved in the production, proc- 
essing, marketing, and merchandising of poultry and poultry products in about 
3,000 of the 3,071 counties in the 48 States. 


CONTROLS DO MORE HARM THAN GOOD 


Our national representation into every segment of this vast poultry industry 
provides us with a grass roots industry reaction of great weight. It is the con- 
sidered opinion of our board of directars, of our membership, and of all our 
industry contacts, that price controls, including those provided for under the 
Defense Production Act and the special amendments bill S. 1397, are and would 
be unworkable and conducive to great confusion and chaotic disturbance on 
the farm and in the market place. 

The very flexibility of the production potential for this industry, in itself, the 
surest guaranty against inadequate supplies and -exorbitant prices. Poultry 
and egg production can shift and change quickly and dramatically. To “strait- 
jacket” or shackle the industry would destroy this flexibility and would be 
nothing short of disastrous for all concerned. 


PROGRESS UNDER FREE MARKETS BENEFITS CONSUMERS 


The poultry industry is no longer a farmyard operation, with incidental farm 
income, Today’s modern poultry industry is a major agricultural enterprise, 
grossing more than 5,000,000 farmers about 3% billion dollars a year. 

In 1950 chickens and eggs were either the first, second, or third biggest agri- 
cultural crop in 32 of the 48 States. 

In 1950 we produced 616 million commercial broilers, compared with 487 
million in 1949 and none in 1925. And for the first 444 mouths of 1951 we are 
producing at the rate of 700 million commercial broilers a year. 

In 1950 we produced 60 billion eggs, compared with 35 billion in 1925. Per 
capita egg consumption is currently at the rate of 410 per year, an all-time high. 

In 1950 we produced 44 million turkeys, compared with 18 million in 1929, the 
earliest record available. 

Modern mechanized production methods have made poultry and eggs efficient 
farm labor enterprises. Tceday 1 man can take care of 20,000 to 40,000 com- 
mercial broilers, or 4,000 to 6,000 laying hens, or 10,000 to 12,000 turkeys. 

This means 1 grower can produce 360,000 pounds of broiler meat a year 
(4 crops of 30,000 birds each), or 800,000 eggs a year, or over 200,000 pounds of 
turkey meat a year. 

It takes less feed to produce a pound of poultry meat today than any other 
type of meat. A 3-pound meat chicken can be produced on about 10 pounds of 
feed. In other words, a 100-pound bag of broiler feed produces about 30 pounds 
of broiler meat. In 1925 100 pounds of feed only produced about 20 pounds of 
chicken meat. 

Modern, mechanized operations and improved techniques have increased poul- 
try processing efficiency 124 percent in the last 10 years—from 23.8 birds put 
through a plant per man-hour in 1941 to 53.5 birds in 1951. 


FREE MARKETS ENCOURAGE ABUNDANT SUPPLIES AT REASONABLE PRICES 


Because of their short production cycle, poultry and egg supplies can be stepped 
up more rapidly than any other product in animal agriculture. A fertile egg 
in an incubator can become a 3-pound meat chicken in 18 to 14 weeks, or a laying 
pullet in 6 months. 

Thus, in free markets poultry and egg production and prices can and do adjust 
quickly to supply and demand factors. 

The average live price received by commercial broiler producers during the 
first 4 months of 1951 were about the same as, or less than, OPA ceilings during 
World War II—and they were substantially below prices received during 1946, 
1947, and 1948, 

In 1950 the average factory worker earned enough money in 25 minutes to 
buy a dozen eggs compared with 32 minutes in 1946, 30 minutes in 1940, 42 
minutes in 1935. Thus, such workers could buy 29 eggs with 1 hour’s pay in 
1950, contrasted to only 17 eggs in 1935. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1693 


CONTROLS ARE UNWOBKABLE IN THE POULTRY AND EGG INDUSTRY 


Poultry and eggs are produced in every rural community throughout the 
country under varying conditions, with myriads of grades and widely different 
types of production units and operations. It is impossible to conceive of a 
control system on poultry and eggs that would not throw production and market- 
ing completely out of gear, or one that could be effectively enforced. 

Ceiling-price differentials would only develop a price strait-jacket. They 
could never duplicate the flexible system of geographic supply and demand 
pricing needed to move produce where and when needed. For example, at 
times the Midwest has a surplus supply of poultry to ship east. At other times— 
and there is no regular seasonal pattern—the East has a surplus to ship to the 
Midwest. At times northern poultry will move south, while at other times 
the flow is reversed. 

Unless these distribution patterns are left unhampered, surpluses will pile 
up in one section while other areas suffer deficits, and black markets result. 


A SPECIFIC EXAMPLE OF UNWORKABLE, DISCRIMINATORY CONTROLS 


Poultry occupies a most unique and conspicuous position in the Defense 
Production Act of 1950 (64 Stat. 798). A special section relates to Govern- 
ment poultry purchases. No other food is accorded such significant treatment. 
Ostensibly section 2110 was included in the act to make certain that producers 
of chickens and turkeys would receive a so-called estimated price from processors 
of chickens and turkeys for Government contracts—the estimated price pre- 
sumably to be the ceiling price at the time bids were made for such contracts. 
The act appears to require processors who pay producers of chickens and turkeys 
less than the so-called contract estimated prices, to make comparable adjustment 
in the delivery price of the processed product to the Government. 

If this provision is retained and if ceilings are imposed, the net effect would 
be to discourage poultry processors from bidding on Government contracts, and 
thus tend to limit the amount of poultry available to the armed services. 

Why? Because this feature requires a processor to estimate the purchdse 
price of poultry he anticipates buying to fill a prospective contract. He would 
have to figure out which locations he can and cannot use as procurement centers. 
Then he would have to anticipate limiting himself to suppliers who keep ac- 
curate records by farmers and on prices paid to farmers. Finally, if awarded 
the contract, he would have to marshal all persons involyed—from the farmer, 
the assembler, the poultry station buyer or the shipper—to keep individual 
price records by bird or bird lot on prices paid to farmers. Then the processor 
would have to keep such poultry segregated from all other poultry’ so the two 
would not become mixed in the processing or canning process. 

Labor is just not available to processors to carry on such a limitless identi- 
fication and record-keeping task. And of course, practical economies make the 
task impossible. The average processor, therefore, would find it highly undesir- 
able to bid on Government contracts. 

Why poultry should be singled out from all other agricultural commodities 
for such treatment is puzzling. Since poultry markets are broadly published 
on a daily basis, since poultry prices respond promptly to supply and demand, 
and since inviations to bid on Government contracts are widely circulated— 
the Government is adequately protected without this discriminatory provision. 


CONTROLS LEAD INEVITABLY TO BLACK MARKETS 


Controls are notorious spawning grounds for black markets. Wide-spread 
and flourishing black markets in poultry in World War II disrupted supplies, 
diverted poultry from established, sanitary processing plants to undercover, 
hole-in-the-wall slaughtering operations. 

If applied to poultry and eggs, the controls proposed in title 4, Public Law 774, 
and further amended in S. 1397, will inevitably bring about the return of un- 
savory’, illegitimate market operations. 

The immensely productive poultry and egg industry—the result of private 
resourcefulness—plays too vital a part in our national food picture to permit 
it to be handcuffed to controls. 

The interests of the armed services, producers, consumers, and general public 
can best be served without the imposition of price controls of any kind. 
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SUPPLEMENTAL STATEMENT OF THE INSTITUTE OF AMERICAN POULTRY INDUSTRIES 


The principal point which we presented in our testimony before the com- 
mittee on Thursday, May 24, 1951, was the tremendous productive capacity and 
efficiency which has already been achieved by the poultry and egg industry, 
and which is presently available and is actually doing a most effective job in 
combating inflation. 

This job is being done so well that the forces of inflation do not even hold a 
beachhead in this industry. Broiler placement (principal source of poultry 
meat) in the 6 weeks preceding May 15, 1951, were up 91 percent over the cor- 
responding period of 1948 and prices were down 17 percent below the corre- 
sponding period of 1948. As of April 15, 1951, the day of the last parity calcula- 
tion at the time of the presentation of our testimony, chickens were selling at 
93 percent of parity, and eggs at 94 percent. 

It is the position of the Institute of American Poultry Industries that pro- 
duction, and only production, can have any real effect on prices. Production 
(and we believe this fact to be of the utmost importance) is the only way to 
assure consumers with needed quantities of poultry and eggs at reasonable 
prices. The poultry and egg industry has now, at present, the productive capacity 
to meet all foreseeable needs at reasonable prices. 

We contend that a fair and objective appraisal of the job being done by this 
industry will necessarily compel the conclusion that price control authority 
over this industry, is not neccessary. In fact, a continuation of the authority to 
impose price control over this industry threatens to reverse the production and 
distribution efficiency attained by this industry, to the detriment of American 
consumers and our national economy. 

By way of summarizing our position, we wish to present and reemphasize cer- 
tain facts which bear upon our contention that price control authority over the 
poultry and egg industry is unnecessary and unwise. 


I 


Price-control authority should not be extended over the poultry and egg indus- 
try, or over any industry for that matter, unless there is a showing of absolute 
necessity for such authority. 

This point of view is shared by Charles E. Wilson, Director of Defense Mobil- 
ization. The following testimony given by Mr. Wilson before the Banking and 
Currency committee of the House on May 8, 1951, clearly shows that it is his 
position that controls should not be imposed unless their need is established be- 
yond any reasonable doubt. 

At page 97 of the transcript of the testimony presented by Mr. Wilson on 
May 8, 1951, before the Committee on Banking and Currency of the House, 
the following appears: 

“Mr. Cote. The question I am leading up to is this, Mr. Wilson: I came here 
during World War II and voted and voted for price control and rent control, 
because I believed, as you have said, that in certain times of extreme emergen- 
cies, we must do those things which are necessary to carry out the war effort. 

“T was here following World War II. I sat upon this committee and listened 
to the testimony of people who were not interested in that particular philosophy 
of Government, in my judgment. They were interested solely in maintaining 
controls for controls’ sake. Now I became rather disillusioned, frankly, in my 
attitude toward controls and J have felt that it was my job and my responsibility 
and my duty to see to it that no control, so far as I am concerned, shall be given 
over to the people and the economy of this country, unless it was proved beyond, 
I would say, a reasonable doubt that they are necessary. Do you agree with 
that philosophy? 

“Mr. Wiison. I go along with it 100 percent.” [Emphasis supplied. ] 

The extension of price control authority over our industry with respect to which 
no need has been shown, can have nothing but an adverse effect upon our whole 
economy and upon consumers particularly. The adverse and detrimental effect 
of the unneeded control authority is also recognized by the Director of Defense 
Mobilization. In his testimony before the House Committee at page 27 of the 
transcript, he stated: 

“In considering this important measure, I urge that the committee keep in 
mind these fundamental concepts. 

“We must be alert to the dangers inherent in the mobilization program, the 
dangers to small business, to our competitive free economy, to the enterprise 
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and initiative of our citizens. We must make sure that the mobilization effort 
in which we are engaged strengthens our free economy and our way of life. 

“Our industrial system is vast and complex. To enable us to devise the remedy 
suitable to each particular problem, our authority must be broad and flexible. 
We do not want to use a shotgun where a rifle will do. But if a broadside is 
needed it should be available. Otherwise our efforts may in fact weaken our 
economy and interfere with our defense effort.” 

To use the “shotgun” approach and extend price-control authority over the 
poultry and egg industry in the absence of a showing of real necessity for such 
action, will in fact weaken instead of strengthen the industry and interfere 
rather than promote our defense effort. 


II 


The principle reason which has been advanced for the extension and continua- 
tion for price control authority generally, is that productive capacity is not 
now sufficient to take care of the civilian economy and at the same time supply 
defense requirements, and that price-control authority is therefore necessary on 
a short-time or temporary basis until increased productive capacity is achieved. 

This is the basis advanced by both Charles E. Wilson, Director of Defense 
Mobilization, and Eric Johnston, Hconomic Stabilization Administrator, for 
their request for a continuation of price control authority. 

The following are excerpts from their testimony presented to the Banking 
and Currency Committee of the House: 

Page 382 of the transcript (May 11, 1951 testimony of Eric Johnston) ; 

“The CHAIRMAN. Mr. Johnston, I think it has been demonstrated that people 
in the United States very unwillingly submit to controls or restraints unless they 
feel they are imperative. You feel that at the present time they realize the 
perils that confront them? 

oF % * » * a o 


“Mr. JOHNSTON. I think, Mr. Chairman, they recognize the perils. I think no 
one likes controls for themselves. They want it for the other fellow. I think 
there is an inherent dislike of controls, as I have an inherent dislike of con- 
trols, but J think when you explain to the people of the country the necessity of 
controls on a rather short-time basis—and Mr. Chairman, I think we cun yet rid 
of controls within a couple of years, and I can tell you why I think we can get rid 
of them if you wish me to go into the details with you. * * 

“We will have about 30 percent more electric power production, so forth 
and so on down the line, and I think that when we have increased production 
sufficiently, we can remove controls, because there will be enough being produced 
to satisfy the civilian economy, and, at the same time, take care of the needs for 
mobilization providing, of course, we do not have an all-out war in the process.” 
[Underscoring supplied] 


Testimony of Charles BE. Wilson, May 8, 1951, page 4, transcript, House Banking 
and Currency Committee: 

“With an extension of that act until June 30, 1953, and with the continuing 
cooperation of all of our people, J believe that within 2 years we will be able 
to achieve economic strength sufficient to maintain military production at high 
levels and at the same time resume the normal expansion of our supplies of 
civilian goods. We can then take another look at the powers granted by the 
Defense Production Act and see which may still be needed and which can be 
dispensed with.” [Underscoring supplied] 

Page 42: 

“Mr. Woxicotr. Do you think that controls are a deterrent, a hindrance to ex- 
pansion, especially agricultural and probably industrial production? That has 
been our experience in the past. 

“How may we overcome that? 

“Mr. WILson. I think you take the curse off controls—and I regard them as a 
curse—if you maintain them only for the period that they are essential to the 
security of the Nation; and my own guess is that if we operate these controls 
during the period when we are in throes of expanding our defense production 
and expanding our plant capacity for that purpose, which is really a two-pronged 
job, each of considerable magnitude, why they will come within a couple of 
years when those objectives have been achieved—I think we will have an 
ability to remove the controls and give the economy much freer play than it has 
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and I think utilize without too great difficulty the expanded productive capacity 
that we provided in these 2 years of comparative hardship, only comparative.” 
(Underscoring suppied.] 

Page 48: 

‘Mr. BROWN. * * * 

“I appreciate the fact that you have to have some kind of controls, but at 
the same time you must be very careful, because the main thing is production. 

“Mr. WILsoNn. That is right, that is right.” 

Page 82. 

“Mr. Wneon,. * © © 

“I can’t see at that time (1953) ari? reason, regardless of what the world 
situation is, that we should shackle the economy with controls to the extent that 
it seems necessary to do at this time. 

“That is my hope and my belief.” 

Page 93: 

“Mr. Wiuson. * * * all the things that are being done to guarantee an 
increased production by some time in 1952 and 1953. That is going to continue 
for just about another year. Then we will have the benefit of the increased vol- 
ume, and at that time (1952-53), it seems to me, we can begin to bring civilian 
production up and eliminate, I hope, these controls.” 

The testimony of both Mr. Wilson and Mr. Johnston is in clear recognition of the 
fact that production and productive capacity are the real keys, to the question of 
whether price control authority is necessary. They indicate that when produc- 
tive capacity has been expanded 15 to 30 percent by 1952-53, price control author- 
ity probably will be unnecessary in the absence of an all-out war. The position 
that price control authority is necessary because production or productive capacity 
is not now sufficient to meet both civilian and military needs is not valid with 
respect to the poultry and egg industry. 

The testimony presented by Dr. Cliff D. Carpenter, speaking to this committee 
for the Institute of American Poultry Industries brought into sharp focus the 
great increase in productive capacity that has already been achieved by the 
poultry and egg industry. Moreover, its ability to further expand is almost 
unlimited. The productive capacity in this industry has already reached and ex- 
ceeded the goal set by the Defense Mobilization Administrator and the Economic 
Stabilization Administrator for industries generally. The goal set for other in- 
dustries calls for an increased productive capacity ranging from 15 to 30 percent 
by 1953, with the expectation that if this goal is met, price control authority can 
be dispensed with. Having already met or exceeded this production goal, price 
control authority should not be continued with respect to the poultry and egg 
industry. 

The fact that the poultry and egg industry has the productive capacity and 
efficiency to make controls unnecessary, is further demonstrated by the determina- 
tions made by the Department of Agriculture in connection with the 1951 pro- 
duction goals or guides. 

In the official 1951 Production Guides issued by the Department of Agriculture, 
it is stated: 

“Egg supplies are expected to meet all foreseeable needs during the year (1951) 
at reasonable prices to consumers. 

“The production of poultry meat is flexible, in that almost 50 percent of the 
total supply comes from commercial broiler producing areas. The remaining 
poultry meat supply comes from farm-raised chickens, including hens culled 
from laying flocks. The total quantity of poultry meat from these two sources 
will be sufficient to meet all foreseeable needs if farmers continue to cull their 
flocks, and to produce broilers at about the same rate as in the past year.” 

(Broiler production is currently running at the rate of 20 percent above the 
goal announced by the Department of Agriculture. ) 

Prices of poultry and eggs today are below parity and are down below the 
prices which prevailed in January 1951. Workers today are able to buy more 
poultry and eggs with less hours of labor. (See charts presented with original 
testimony. ) 

These facts clearly demonstrate the high and efficient production and dis- 
tribution capacity which has been achieved and the lack of any need for price 
control authority with respect to this industry. 

Left free, the poultry and egg industry is confident of its ability to continue 
what it has already demonstrated it has the ability to do—to be the most efficient 
supplier of protein foods for the Nation—to supply all the poultry and eggs 
required by civilians and by the Armed Forces at prices so reasdnable that 
chicken is now a common lunch-box item. 
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Itt 


Price control authority over this industry threatens to reduce production, in- 
crease costs of operation, and reduce efficiency in distribution to the detriment 
of the interests of consumers and of our Nation. 

For the deadening and depressing effect of price control upon production, and 
the interferences and dislocations in distribution brought about as a result of 
price controls, we need only to look to our recent experiences under OPA. Since 
OPA, poultry and egg production have increased sharply while prices have de- 
creased. A return to controls undoubtedly will reverse this picture. 

A broad grant of authority by Congress to a single individual to impose price 
controls over an industry when there has been no adequate showing of necessity 
for such authority, necessarily has grave repercussions. First, it creates fear in 
the minds of the people against whom such power is likely to be used. It creates 
risks of the kind that no businessman can anticipate or against which no one 
may insure or protect himself. 

The best evidence that such fears are not wholly unfounded and that the 
risks are real, is shown by the manner in which the powers granted last year 
have been exercised. 

The entire poultry and egg industry beyond the producer level is now subject 
to a very highly complicated price-control order which few, if any, in the in- 
dustry can comprehend. The technical assistance required to understand and 
apply this regulation, and the keeping of the necessary records making the in- 
numerable calculations and computations, and the filing of the various reports, 
greatly increase the operating costs of the industry and make it almost im- 
possible for small operators to operate under them. The poultry and egg industry 
is being subjected to price control orders of this nature, notwithstanding the fact 
that the Defense Poduction Act of 1950 expressly provides that: 

“No ceiling shall be established or maintained for any agricultural commodity 
below the highest of the following prices: (The act then established a statutory 
minimum.) No ceilings shall be established or maintained hereunder for any 
commodity processed or manufactured in whole or substantial part from any 
agricultural commodity below a price which will reflect to producers of such 
agricultural commodity a price for such agricultural commodity equal to the 
highest price therefor specified in this subsection. * * *” 

It is our belief that it was the clear intent of Congress that no price controls 
would be imposed at any level with respect to any agricultural commodity until 
the price of such commodity reached the minimum level specified in tNe act. 
Nevertheless, the Price Stabilization Administrator has created a “device” called 
a “pass through” by which he has directly imposed price control on the entire 
poultry and egg industry beyond the producer, and indirectly subjected the 
producer of poultry to a form of price control even though the prices of poultry 
and eggs have at all times been below the parity level. 

In utilizing this highly questionable technique, the Price Administrator em- 
ployed it across the board, without regard to the effect of such action upon the 
poultry and egg industry and without regard to the great production and dis- 
tribution record which has been established by the industry or to the fact that 
poultry and eggs have been moving at all times to consumers at prices below 
the minimum specified in the act and low in relation to the cost of other food 
and nonfood items. 

Furthermore, one needs but to look around to see that the Price Administrator 
has subjected the entire meat slaughtering industry to a licensing system which 
gives him the power of life and death over every person engaged in that industry, 
even though nowhere in the Defense Production Act was he given any such power. 
Although such a power was exercised under OPA, the statute specifically gave 
the Administrator at that time the authority to impose a licensing system. The 
best evidence of the doubtful authority for the existence of any such power at 
the present time is that the Price Administrator is now requesting Congress in 
the proposed amendment to grant him the authority to require licenses. The 
power of life and death over one’s business through a licensing system is one 
of the greatest powers that can be given. Its ability to destroy is as great or 
greater than the power to tax. Such a power in the hands of one man, without 
any checks or balances, tends to chill and freeze any desire to increase or expand 
production or distribution facilities. 

Other examples could be given, but the foregoing are illustrative of the 
consequences which might flow from the grant of price control authority. 
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The poultry and egg industry of America is too important, its production and 
distribution power is too efficient, and it plays too vital a part of our national 
food picture, to run the risk of all of the evil consequences that might result if 
— — is to be subjected to price controls, when manifestly none are 
D ; 

The poultry and egg industry is unique and is particularly susceptible to all of 
the injurious effects which flow from price control. 

Poultry and egg production is very widespread. They are produced by over 
5,000,000 farmers in every State in the Union, There are no “choke points” in 
the distribution system. Poultry and eggs are marketed everywhere by hundreds 
and thousands of persons, including a@*very high proportion by the farmers 
themselves. There is no definite geographic distribution pattern. At times 
poultry and eggs move in all directions and very frequently there is a cross-flow. 
Under these circumstances price controls cannot be effective or workable. They 
can Only interfere with and discourage production and efficiency in distribu- 
tion. 

Poultry and egg production is highly flexible. The production cycle is very 
short. A fertile egg can become a 3-pound broiler in 13 to 14 weeks. Thus the 
already high level or production can be further expanded very rapidly as the 
need arises. Conversely, production can fall just as rapidly if interfered with 
by the injection of artificial price controls. 

Poultry production is the quickest and most efficient way of augmenting meat 
supplies. It requires less feed to produce a pound of poultry meat than any 
other type of meat production. 

The high level of poultry and egg production and efficient distribution has 
enabled poultry meat and eggs to reach consumers at low prices (low in rela- 
tion to other prices and low in relation to parity), notwithstanding the fact that 
per capita consumption has greatly increased. 

Because of the unique characteristics of the poultry and egg industry, its 
high productive capacity, its efficiency in processing and distribution, the un- 
workability of price control and the adverse effect of price controls upon pro- 
duction and efficient distribution, and the absence of any showing of need for 
price control with respect to this industry, we urge the committee not to ex- 
tend or grant any price control authority over poultry and eggs. 

We urge this action because it is our honest and sincere belief that the ex- 
tension and application of price controls over this industry will materially re- 
duce production, interfere with efficient distribution and marketing, and be 
detrimental to our entire economy. We firmly believe that we should not run 
the risk of disturbing or interfering with this highly efficient industry which is 
demonstrating so clearly its ability to produce to meet all foreseeable needs at 
reasonable prices. 
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MODERN, MECHANIZED METHODS 
HAVE INCREASED POULTRY PROCESSING EFFICIENCY 
124% IN 10 YEARS... 


e In 194], processing plants turned out 23.8 
birds per man hour. 


ein 1951 they're turning out 53.5 


birds per man hour. 


CONSUMERS BENEFIT FROM 
HIGH POULTRY FARM LABOR EFFICIENCY 


ONE MAN CAN PRODUCE 
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POULTRY AND EGG PRODUCTION 
CAN BE STEPPED UP RAPIDLY 


A FERTILE EGG BECOMES 
© A3POUND CHICKEN IN I3 WEEKS 
ot 


© A LAYING PULLET IN 6 MONTHS 


AMOUNT OF LABOR REQUIRED 
(MINUTES) 


TO BUY 1 DOZEN EGGS 
(AVERAGE FACTORY WORKER) 


42 


30 32 
25 


1935 1940 1946 1950 
SOURCE -DEPT. OF LABOR 
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Senator Benton. Our next witness is Mr. Chester Franz, president 
of the Associated Poultry and Egg Industries. 


STATEMENT BY CHESTER B. FRANZ, PRESIDENT, ASSOCIATED 
POULTRY AND EGG INDUSTRIES; ACCOMPANIED BY J. H. SNOW- 
GREN, PRESIDENT, NORTH CENTRAL STATES INSTITUTE; AND 
ALFRED VAN WAGENEN, SECRETARY, NORTHEASTERN POULTRY 
PRODUCERS’ COUNCIL _ 


Senator Benton. Mr. Franz, do you wish to read your statement 
or do you wish to comment on it? It will be incorporated in the 
record in full. 

Mr. Franz. Thank you. I would just like to cover a few of the 
points with more or less a side reference to the statement. 

Senator Benron. Are you a full-time trade association employee’ 

Mr, Franz. No, sir; 1 am not. And I will cover that in my side 
record. 

My name is Chester B. Franz, from St. Louis, Mo., and I appear 
before you representing the Associated Poultry and Egg Industries, 
covering the 11 organizations as shown. 

Senator Capenart. Including the one that just testified ? 

Mr. Franz. Yes, sir; including the one that just testified; and hav- 
ing a gross total membership of probably close to three-quarters of 
a million producers, processors, and all the way down through the 
retailing element of the trade, 

Senator Benton. All dues paying? 

Mr. Franz. I think so, sir. 

Personally, I am a commercial producer of poultry and a processor 
of poultry. Our company personally produces “both commercial 
chickens and turkeys, and in addition we finance the production of 
chickens and turkeys on a number of farms in southern Missouri and 
Arkansas, and at some point I would like to explain a little bit what 
the financing of this commercial chicken crop has meant to farmers 
in those areas where there is very little cash income up to that time. 

As a producer and processor I have engaged personally in every 
phase of the business from the killing room on through to the sale of 
poultry to the United States Armed Forces, and am rather familiar 
with the actual operation of a farm and in the killing plant and in 
the trucking of the live poultry between areas. 

I think after the statement that we have just heard from Dr. Car- 
penter there is little left for me to do except occupy the clean-up 
position, whieh I would like to do. I would like to refer you to the 
second page of our brief which covers four basie points. 

The first is an academic statement, gentlemen, that I am not pre- 
pared nor qualified to debate, and yet it does represent the unanimous 
feeling of our group. That is the theory that price control treats 
only the symptoms of inflation, not the basic cause which is, in fact, 
the relationship between the supply of money and the supply of goods. 

Weare looking at it, of course, and make that statement as it regards 
the poultry and egg industry because that is wWhat\we are familiar 
with and we believe it applies in our industry. 

Item II, the inability of price controls to combat inflation is no- 
where more clearly demonstrated than in the poultry industry. 
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I think that is rather a righteous statement, and we can refer back 
all the way to the NRA days, when I believe poultry came in to the 
line to a certain extent, and certainly—with OPA, I and many other 
produce men and producers from all over the country served on the 
national advisory committees, and we tried desperately to come out 
with an OPA regulation that would work. Despite the fact that this 
regulation which was supposed to be abided by by every poultry pro- 
ducer on the smallest farm in the country finally contained some 70 
pages and some 29 amendments. It still did not work, even patched 
up asit was. The same applied to eggs. 

The small unit of production was such that it could not be enforced, 
and we could not find any way of enforcing it. 

As I said, we represent producers and processors and distributors 
of both poultry and eggs, and we feel that price control is certainly 
not needed in the poultry industry, and that if applied to the poultry 
and egg industry can only fail to achieve the desired results. 

As one example of that, I have a report and information taken by 
Northwestern University which will show that 41 percent of the fresh 
eggs consumed in this country are either purchased direct from the 
farmer or from an egg man who is a peddler, ostensibly purchasing on 
the farm directly tothe consumer. This is a Chicago report made by 
Northwestern University. Forty-one percent of the products move 
directly from the farm to the consumer. It is pretty hard to expect 
the egg peddler or the producer to understand a regulation which is 
so complicated that OPS attorneys quite often differ in their own 
opinions. These egg producers—— 

Senator Benton. I just glanced to the left and discovered that Sena- 
tor Frear has joined us, and I want to call that to your attention, 
because I had previously pointed out my regret, coming from our big- 
gest poultry State, not being on hand to greet these witnesses who 
are speaking on behalf of an industry in which he has a special interest. 

Senator Frear. Yes. They have done a marvelous job in increas- 
ing their production. 

Senator Bricker. Senator Williams is producing chickens, not 
Senator Frear. 

Mr. Franz. Item III on page two of our statement, “Price controls 
on poultry products are unwarranted and detrimental to consumers 
and the national economy.” 

I think that was very nicely shown by the charts previously, and re- 
quires no further comment. 

Senator Benton. Do you expect your prices to go above parity? 

Mr. Franz. Sir, we certainly do not think that they will. 

Senator Benton. If they do not go above parity then you have no 
reason, have you, for any concern about price controls? 

Mr. Franz. I think I might break at that point and try to answer 
your question, because I was coming to it, and I see no better point 
than right now. 

Gentlemen, section 402 (d) (3) of the Defense Act of 1950 refers 
to the fact that no ceiling shall be established or maintained on any 
agricultural product selling below 100 percent of parity. 

Senator Benron. Where are you in the price level that could fur- 
nish the parity ¢ 

Mr. Franz. In the low nineties. 
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Senator Benron. So you could go up a full 10 percent before you 
even were subject legally to price control ? 

Mr. Franz. Legally; sir. 

Senator Benton. I would gather that you and your associates must 
anticipate that rise of 10 percent or you would not be so concerned 
here about this subject of price control. 

Mr. Franz. As Dr. Carpenter mentioned before in response to Sen- 
ator Capehart, the clause is in the Army contract already and is effec- 
tive, I believe, for this reason, which was not brought out in the pre- 
vious questioning. Gentlemen, your law mentions ceiling prices, and 
when poultry reaches ceiling prices then that section comes into effect. 

Senator Benton. You mean goes above parity ? 

Mr. Franz. It says ceiling prices in that particular statement. 
I believe I am correct. 

The general price ceiling regulation issued by the OPS with panos 
to items selling below 100 percent of parity uses the words “ceiling 
price” seven times within the space of a couple of paragraphs. 

Senator Bricker. In this law parity would be ceiling price. 

Mr. Franz. Yes, sir; that is correct. 

Senator Benron. That is 10 percent higher than their present 
prices, though. 

Mr. Franz. Approximately. 

Senator Benton. I know in my own business I would be glad to 
take a price freeze if I could get a 10-percent price increase. I only 
suggest that you seem to be in a rather unusual position when you 
have not had your 10-percent price increase, being as alarmed as you 
are at the prospect of getting a price control at that point. 

Mr. Franz. Gentlemen, our OPS advisory committees are already 
meeting on poultry, and if you have heard about Long Island ducks, 
they were unfortunately frozen completely. They were ceiling 
price—— 

Senator Benton. The duck question is different, is it not? 

Mr. Franz. Yes, sir; it is. But ceiling prices are mentioned seven 
times, and I do not mean that they are just mentioned academically. 

Senator Benton. I do not like the phrase either. 

Mr. Franz. It says “Any ceiling price previously determined under 
this section.” 

Now, according to our understanding of section 402 (d) (3), no 
ceiling price shall be established or maintained. OPS states, “Any 
ceiling price previously determined under this section,” and continues 
to use the term for a total of seven times with reference to agricul- 
tural products selling below 100 percent of parity. 

Senator eaene aed there has not been any ceiling price below 

arity—- 

7 Mr. Franz. They have, we think, achieved the same result, sir, in 
this way: That if I pay 2 cents a pound more for poultry tomorrow, 
which I am permitted to do on the free market, if I may wish 
tomorrow to bid on an Army requirement of dressed poultry, before 
I can make that bid I must, sir, send a registered letter to the OPS 
in Washington stating my previous cost, my previous margin, My 
previous selling price, my new cost, add the same margin, establish my 
new ceiling price, and dispatch that by registered mail to the OPS in 
Washington. 
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Senator Benton. Before you can charge 2 cents more to the armed 
services ¢ 

Mr. Franz. Yes, sir; that is correct. That is a pretty good practice 
for a control, if it is not a control in itself. 

Senator Benton. I certainly share your feeling about ceiling prices 
and controls from that remarkable chart Mr. Carpenter just showed 
us. It would seem to indicate that under the OPA in the last war 
there could hardly be another industry that did as well as your 
own. So sometimes even if we live with evil and objectionable 

ractices, we are able to live and grow and do pretty well under them. 
ou were the boom industry of the war, it would seem to me, from 
looking at this chart that Mr. Carpenter has just shown us. 

Mr. Franz. Gentlemen, during the past war, under OPA, you had 
a percentage of the industry which because of its size and responsi- 
bilities abided by the ceilings. You had a terrific black ae in 
poultry. 

Senator Benton. Is that chart just on the legitimate business? 

Mr. Franz. No, sir. 

Senator Benton. That is an estimate of the total business? 

Mr. Franz. That is a report of total volume; yes, sir. Now, it 
had been said to us during the war it is unfortunate that this may be 
unfair on certain elements of the trade, but it has a braking influence 
on the rising price. 

Senator Benton. Now that I look at the chart it did not go up as 
much as I thought it did. Those two little bumps are somewhat decep- 
tive. This other chart here shows that eggs—where is that chart that 
shows eggs and chickens just skyrocketing starting in 1942? It isa 
question of whether you break down the commercial broilers. That is 
the chart I have in mind. 

Mr. Franz. That is consumption per capita. 

Senator Benton. Well, if you consumed it, somebody has to eat it. 

Mr. Franz. Yes, sir; per capita consumption raises terrifically. 

Senator Benton. Your segment of the industry—I mean the com- 
mercial processors—did not do particularly well under the OPA, 
although the total production went up enormously. 

Mr. Franz. I think the whole structure of my own in our organi- 
zation’s stand with regard to price control is that it completely im- 
pedes normal price merchandising and marketing, and that we are 
unable to operate in the normal manner in which we have developed. 

For instance, as Dr. Carpenter mentioned, a commercial producer 
expects to lose on one crop out of the year. Now, gentlemen, if you 
are going to have ceilings which do not permit him to gain back by a 
high price at another time of the year, he cannot cover that loss. 

Senator Benton. Well, I accept that formula. 

Also, when it does go up to this high peak, immediately your place- 
ments of baby chicks increase terrificly and bring that price right 
back down. 

Senator Bricker. It is controlled more by production than any 
other agricultural product. 

Mr. Franz. Because of its 13-week cycle. 

Senator Benton. Would you concur in that statement by Senator 
Bricker ? 

Senator Bricker. It is more controllable by production ? 
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Mr. Franz. Yes. I wanted to catch that word “control.” 

Senator Bricker. Your emphasis on consumption in the years 1943 
and 1944 was because of that rationing of meat ¢ 

Mr. Franz. To a great extent, sir, and the increased demands of the 
Armed Forces, who felt that chicken was a great morale-building food. 

Senator Benton. You have made an interesting statement, and I 
hope we can avoid these controls. Most of this material is material 
that I know you are presenting to-Mr. DiSalle’s people and more 
suitably should go to them for review than to us. 

Mr. Franz. Gentlemen, it has been to them, it certainly has, and 
we are under the marginal controls right now. 

Senator Benton. I hope he shares the view of this committee that 
you are one of the last 

Mr. Franz. I think one of the Senators made a remark that quite 
often the agencies do not exactly reflect the views of Congress. 

Senator Benron. That has been made by more than one Senator, 
that remark. 

Mr. Franz. We do feel that these marginal controls did not come 
within the realm of your thinking. 

Senator Bricker. Of course, if the Army wanted to do it in the pur- 
chase of supplies for the Army, they could require all the information 
that you now have required through OPS. 

Mr. Franz. Yes; they could so require it. However, the Army bids 
are, as you know, on a competitive basis, and they are awarded each 
day, and they carry a ceiling-compliance clause, also, at the present 
time. 

Senator Bricker. They can do that without regard to it, because 
they don’t have to buy. 

Mr. Franz. That is correct. We have quite often seen the Army 
switch from one type of poultry in temporary shortage to another in 
plentiful supply. 

Senator Bricker. What about the turkey production? The turkey 
market at the present time? 

There are a lot of them consumed by the Army at the present time; 
aren’t there? 

Mr. Franz. Yes, there are. We also represent the National Turkey 
Federation. Their feeling is the same as you have heard from every 
witness who has a crop in the field, you might say, and is wondering 
what the whims of OPS may do to him before the crop goes to market. 

Senator Bricker. Do you have any figures on the production of 
turkeys, the quantity of production ? 

Mr. Franz. We have reasonably good figures. 

Senator Benton. The chart there shows the consumption ? 

Mr. Franz. Yes; the consumption of chicken and turkey. Appar- 
ently the intention, at least, for this year, as to turkey production, is 
no decrease over last year. We have the turkeys raised for each year 
from 1940 to 1950, and in 1950, sir, we raised 45 million head of tur- 
keys. In 1951, the intention, the forecast, is 47,500,000. However, 
it should be said that the small, table-sized bird, we still count by head 
count, but the small table-sized bird is coming into popularity so that 
the tonnage may be only about the same as last year. 

Senator Bricker. Why hasn’t the turkey industry increased its 
production comparable to chickens? Because of the hazards of the 
industry ¢ 
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Mr. Franz. It is the longer time, the longer turn-over, and they 
have, sir, kept adequate production to keep the price floating at a level 
which is at times even oe the cost of production. 

Now, if there was a greater demand for turkeys—— 

Senator Benton. It is a much more seasonal business, too, thus a 
more risky business. 

Mr. Franz. Yes; it has the longer time for production. The crop 
is started in the spring and eid in the fall, but I think that 
under our free economy, if there were a greater demand for turkeys, 
the price would be raised, because of the consumers’ willingness to 
pay it, and therefore the production would be increased very rapidly. 

At the present time, from a producers standpoint, we have thou- 
sands of turkeys in the field, we will study the September-October 
outlook versus the present outlook, and we have the choice of killing 
those turkeys as broiler turkeys, or carrying them through to ma- 
turity, so the price outlook will determine to an extent the crop that 
will be marketed in the fall. 

Senator Bricker. I can’t understand why there hasn’t been a com- 
parable increase in production, when relatively they are the same kind 
of food. 

Mr. Franz. I think to a great extent, sir, the retail market and the 
housewife demand covers that. 

Senator Bricker. The egg situation might have a lot to do with it, 
too. 

Mr. Franz. Turkey eggs are available for all who wish to buy them, 
in general, 

Senator Bricker. But they are not used generally. 

Mr. Franz. Asa table food? Oh, no, sir; but the housewife wants 
to go into the retail store and buy a small unit, and that is where your 
frying chickens comes to the fore, and that accounts for the great 
increase in production. 

Senator Benron. We will insert your complete statement in the 
record, Mr. Franz. Maybe Senator Frear has some questions. 

Senator Frear. Yes; I do. 

In the present price ceiling regulation, the price to the producer is 
increased. The price on the New York market can also be increased 
by the same amount; can it not? 

Mr. Franz. Literally, that is true. You have gone from an indi- 
vidual to the New York market, which is a quoted market. 

Senator Frear, Well, as a quoted market, because that is really the 
quoted market; is it not? 

Mr. Franz. Yes; that is basically true. 

Senator Frear. If the price the producer decreases, does it neces- 
sarily mean that the New York price decreases by the same amount? 

Mr. Franz. No, sir; it does not mean it, and I think that indicates 
one of the inflexibilities of controls. I can see your point that it 
would be just as fair for it to go down as to go up, but physically im- 
possible to do. ; : 

Senator Frear. That is what I can’t understand: How it is physi- 
‘ally impossible to do, why you can’t decrease if you can increase. I 
don’t mean you. I mean the industry. 

Mr. Franz. I understand. As a producer and processor, may I 
describe that you have poultry for which you have paid a certain price, 
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and. on the basis of that cost, a market has been established in New 
York. Now we go down on our paying price because of the temporary 
oversupply. We still have some of the poultry that cost us more 
money. The identity, some is in cold storage, some is in our ware- 
house, some is still alive, some is in New York. The identity of 
poultry is impossible to carry forward through those transactions. 

Senator Frear. That is true, but does the industry load up on his 
price and not low prices? : 

It would seem to me they would load up when prices are low rather 
than high. 

Mr. Franz. The production in your State now is more or less on a 
fresh basis, and those chickens are sold each week. There isn’t much 
chance to load up on fresh poultry, because it is a perishable product. 
When it goes very low, you do load poultry into storage, because there 
is a great surplus and no immediate outlet for it. 

That is the more or less one crop a year that they lose money on, and 
there isn’t a convenient outlet for it in the fresh condition, and that 
may go into cold stcrage. 

Senator Frear. If we would draw a median line through the price 
for 30 days in Delaware, let’s say, has it not been historically true 
there are more pounds purchased during those 30 days below the mean 
than above the mean ? 

Mr. Franz. Yes; and there is a very good supply and demand 
marketing reason for that, I believe. 

In our buying, in the Arkansas section, and occasionally in the 
Del-Mar-Va section, we find that when a market starts to drop, the 
grower will rush to dispose of his product before it drops some more, 
and that when the market tends to turn around and go up, he naturally 
is going to hold it until it goes a little higher, and it is a natural 
movement. 

They try to get out as it goes down, and génerally when it is at the 
bottom, we don’t have any. In our business, we have used once or 
twice a toy of our childhood days which some of you may remember, 
called a Sandy-Andy which had a small carrier of sand which came 
down an incline and was automatically tripped at the bottom, and 
then returned to the top. As a poultryman of 20 years’ experience, 
my inventory has quite often demonstrated, we fill up at the top and 
get rid of it at the bottom, and the actual fact that that is done, that 
it is moved out, tends to clear the surplus. It increases demand 
because of the low price, and starts the price on back up again. 

Senator Frear. To get back to my original question, if any amount 
of poultry purchased from the producer is below the mean, as I said— 
I think historically we can take any 30-day period with the exception 
of where they were consistently going down or going up, and if that 
be true, why can’t you reduce prices the same as you increase them, as 
in direct proportion to the prices paid to the producer ? 

Mr. Franz. To show you how complicated that becomes, you are 
thinking, undoubtedly of Del-Mar-Va to New York, which is a nat- 
ural movement. The New York market, however, reflects shipments 
from the Midwest, from the Northwest, from Georgia, from Arkansas, 
and while it may be true that Delaware, because of temporary over- 
supply, or possibly we might even say a dearth of Army bids for 
export from the east coat, Delaware is in a temporary oversupply. 
Arkansas may at the same time be in a short position, and the general 
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average position of your commercial areas may not be truly indicated 
by any one area. 

Senator Frear. What determines an oversupply in the Del-Mar-Va 
area ¢ 

Mr. Franz. I think to a great extent the marketing custom in New 
York for that particular period. One of your worst oversupply pe- 
riods in the past few years has come in November and December, 
when actually the demand for frying chickens was at a minimum, 
and turkeys and the heavier food items were in heavy demand, and 
broiler prices dipped very sharply. 

Senator Frear. Do you find that the supply of turkeys has a great 
bearing on the price of broiler prices on the New York market ? 

Mr. Franz. | think during the turkey season it has a great effect on 
broiler prices. 

Senator Frear. Have we not leveled the turkey season as years have 
gone by more than in the past? In other words, as you stated, the 
turkey season to be Thanksgiving and Christmas. Haven’t we not 
gotten almost to the point where the turkey season is almost 12 months 
of the year? The consumption is not limited to the months of Novem- 
ber and December now. 

Mr. Franz. Certainly they are not limited to those months. How- 
ever, the trend is in the direction you state, but they can’t take the 
place of or compete seriously with fr ‘ying chicken at the present time. 

Senator Frear. From your observation of the past record of pro- 
duction in the Del-Mar-Va area for the months of November and 
December, have they not produced as high a supply as they have in 
the other 10 months; doesn’t that chart come down, say, going back 
6 or 8 years? 

Have I made myself clear? 

Mr. Franz. That they do not produce so heavily during those fall 
months? 

Senator Frear. Yes. 

Mr. Franz. They are certainly learning not to produce as heavily 
during those fall months. 

Senator Frear. Do the prices reflect that; can we go back over the 
past 5 years and take the prices, and do they reflect that change of 
operation on the producers’ end in the New York market ? 

Mr. Franz. Because of the expansion of the broiler producing in- 
dustry as a whole, even though Del-Mar-Va may cut off conside1 rably 
in its production during the “fall and winter months, the general ex- 
yansion of broiler production all over the country is suc h that there 
is still rather an oversupply at that period of the year when heavier 
meats are desired—fowl, turkey, and so forth. 

Senator Frear. Can I take it from that the Del-Mar-Va Peninsula 
has become advanced ¢ 

Mr. Franz. It is the oldest area. Arkansas is a very famous area 
but small in comparison. 

I would like to offer only one or two more points for the record, and 
particularly we hope to indicate that price control would come at an 
unneeded and unnecessary time, by showing that the processing plants, 
as demonstrated by the charts shown by Dr. Carpenter, have shown 
the great increase in man-hour efficiency, and in the productive ca- 
pacity of the processing plants. 
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Within the last 2 or 3 years, gentlemen, the Production and Mar- 
keting Administration has been going all out on a sanitary a 
in poultry plants, and it has been quite favored by industry. We have 
worked on this with them. We have a 57-page regulation, which is 
going into effect July 1, and which, gentlemen, in many cases, has 
required the expenditure of from $10,000 to $75,000 per plant in mod- 
ernization and efficiency. 

Gentlemen, during the OPA days, my processing plants were very, 
very idle during a good portion of the year. It nal be more than a 
shame to have these new plants for which priorities in some cases have 
been gotten, NPA authority has been gotten—we have come in with 
a PMA under a program of sanitation because of the tremendous 
growth of the size of industry, and the fact that it is a food supply, we 
are really coming in the fore with a sanitary program, sponsored by 
the United States Department of Agriculture, and it would be a shame 
to divert that product out of those plants into a black market because 
poultry can be processed on a backyard fence, or in a basement boiler. 

Section 410 is the way I have it on the Defense Production Act; 
section 410 is the one that was referred to, I believe, which Senator 
Williams had some comment on, and I would like to make one or two 
observations with regard to that, not particularly against Senator 
Williams’ amendment, but using the terminology 

Senator Benton. Don’t you want to let Senator Frear finish his line 
of questioning ? 

Senator Frear. I do have more questions, but he may proceed with 
that. 

Mr. Franz. Section 410—and I am using the verbage of the law in 
an effort to show how hard it is to regulate our industry—that section 
states briefly that each contract providing for the process of chickens 
and turkeys by any department or agency of the United States from 
any contractor entered into at any time when ceiling prices are in effect 
under this act, and so on, must contain the following clause: 

The contractor represents that the contract price is based on an estimated 
price paid to the producer of live chickens or live turkeys to be processed here- 
under. In the event and to the extent that the actual price paid to the producers 
of live chickens or live turkeys purchased for the performance of this contract 
is less than such estimated price, the contract price has been reduced by the 
same number of cents or fractions thereof per pound. 

In your questioning of Dr. Carpenter, I think it was stated that 
that was intended to protect the producer of the birds. Gentlemen, 
the refund does not go to the producer. 

Senator Bricker. The refund goes to the Government ? 

Mr. Franz. To the Army; yes, sir. 

Senator Bricker. Was not that provision though in the regulations 
of OPA, and the Government never availed itself of it? 

Mr. Franz. I know of no place where they occurred in OPA that 
if you bought at a lower price—you may have reference to a re- 
negotiation act, or a fixed-price contract or some special fact, but my 
recollection of MPR 269 and all of the amendments did not cover that. 

Senator Benton. We are going to get Senator Williams’ judgment 
on this testimony, and are referring this testimony to him for his 
observation. 

Mr. Franz. On the considered opinion of Senator Williams and 
the rest of you folks, the moment you lay a hand on the normal mar- 
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keting, you are very likely to come up with something that will not 
work in any other area, Now, as an exact ae a contract was 
let just a few days ago by the Armed Forces calling for hundreds 
of Renee of pounds of canned turkey. Now, that turkey is to be 
sanned by a canner of poultry. He cannot estimate what was paid 
to the individual producers of those turkeys. They were dressed out 
on the west coast to a certain extent, some in the Midwest. It is 
literally impossible for the contractor in such a case to comply. Some 
may have been bought during January or February, and we find no 
way that such things can be complied with on the over-all. While 
they may fit one particular case, when we speak of the national subject, 
it will react in exactly the opposite way at some other point. 

Senator Bricker. May I break in here? 

I was just discussing this with Mr. Hale, and I remembered that 
Senator Williams had said something at the time this amendment 
was up to the floor. This amendment was incorporated in Food 
Order 19 during the last war. It was not enforced, but it was incor- 
porated in all the regulations and orders, but the farmers were not 
protected. This would give the farmers the protection that the Ad- 
ministration during the last war said it was intended that they should 
have. 

Now, we will check with Senator Williams on the matter. 

The Cuarrman. I might say this, that Senator Williams and Sen- 
ator Frear have talked about the situation in Delaware on several 
occasions in recent months. Senator Williams was suggesting, and 
Senator Frear, putting an amendment in the present law, and I 
suggested that the law was going to expire so soon that I thought 
if you had an amendment to one of these titles that we have a 
right to strike out it would not get anywhere. That might have 
been my fault for suggesting that, but through the long process of 
hearings before the House and before the Senate, I thought it should 
have been brought up when we brought this up. 

Senator Benton. These witnesses, Chairman Maybank, are object- 
ing to the Williams section. 

Senator Bricker. It was put in on the floor. 

Senator Benton. They want it out. 

The Cuatrman. I understand that, but I want to make it clear. 

Senator Frear. Mr. Franz, is it impossible to determine the price 
of turkeys and chickens when estimating or giving a bid to the 
Government because some may come from California, some may come 
from Arkansas, Kansas, or Delaware ? 

Mr. Franz. Yes, sir. 

Senator Frear. If the regulation so stipulated ‘that the cost was 
put in, you could not abide by the regulation, may I infer that ? 

Mr. Franz. No, sir; to take it just as technically as you have, the 
exact amendment that is in there now, the processor must estimate 
his price, and if he pays below that price, he must refund to the Gov- 
ernment. I see nothing to prevent your estimating that you were 
going to pay 6 centsa pound. Just. again trying to indicate how hard 
it is to accomplish a purpose of regulation. 

Senator Frrear. Knowing the people who bid to the Government 
when poultry was 34 cents a pound, I cannot see how they would ever 
estimate the price at 6 cents a pound. 
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Mr. Franz. He certainly would not pay less than that, and if he did 
not pay less, he would not have any refund to make. I am only try- 
ing to show how hard it is to make a regulation. You say that I 
must bid to the Army. 

Senator Frear. Do you mean to tell me that if you put a bid in 
to the Army on an estimated price of 6 cents a pound, as you just 
stated, and the Government certainly knows the market quotations 
and they were between 30 and 34 cents, would they accept a bid as 
ridiculous as that ? - 

Mr. Franz. That is an estimated price of live poultry, and you are 
selling them a finished product. 

Senator Frear. You could never substantiate an estimated price 
like that, in my opinion. 

Mr. Franz. I was taking an example only that you would have to 
estimate price which you were sure you were not going to pay less 
than that price. I am only doing it to try to show how hard it is 
to cover actualities in a paragraph covering such a vast multitude of 
product. 

Senator Frear. I think you gentlemen are adept enough in your 
business to give a better estimated price than 6 cents as compared 
with 20 cents or 30 cents. 

Mr. Franz. I am sorry I picked such a figure as 6 cents. I only 
wanted to make the point that if you used a low enough figure, you 
would not come under the regulation. 

Senator Frear. Then maybe the amendment does not need cor- 
rection ? 

Mr. Franz. And OPA amended the poultry regulation some 28 
or 29 times trying to plug up loopholes and patch them up, and make 
them workable, and with the best help of their advisory committees 
they still could not cover all of the eventualities. 

For instance, we buy quite a few chickens from Delaware to bring 
into St. Louis, Mo. We also bring them from Georgia, Arkansas, 
and other areas, and when prices are propitious, we bring them from 
Delaware to St. Louis. 

According to the last OPA regulation, and they have to start some- 
where to fix prices, they used New York as a basis, and other markets 
with less than freight differential, absolutely eliminating any chance 
of our bringing Delawer chickens to St. Louis, because of the back- 
ward movement. ; 

Senator Benron. May I interrupt, Senator? 

Senator Frear. Yes. 

Senator Brenton. I have to be excused for a radio broadcast. The 
chairman is here and it is a good time for me to Jeave. I congratu- 
late you, Mr. Franz, on your testimony. 

Before Senator Capehart left, Chairman Maybank, he, and I dis- 
cussed putting in the record the answers which have been secured 
by our staff to questions which he raised in previous sessions, so if 
there is no objection, on behalf of Senator Maybank I will turn this 
material over for incorporation in the record. 

The Cratrman. There is no objection. 

(The material referred to appears on p. 615.) 

The CHatrMan. I am rather late coming in here. I have been at- 
tending a meeting of the Appropriations Committee. I understand 
the problems you are up against, but the problem we are up against is 
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manifold, as you gentlemen can understand. I frankly want to do 
something about inflation and do not know how to do it. A very 

ood friend of mine, who was a former member of this committee, just 
introduced an amendment to the supplemental appropriation bill in 
the Senate to cut it 5 percent—the military bill. The military has 
already lost 20 percent through inflation since the bill was started. 
It was testified to us the other evening that the money that is in the 
supplemental bill would only do 80 percent of what the budget had 
intended it to do in January, because of special types of work, and so 
forth, so he suggested cutting it 5 percent, and since inflation has 
already cut the bill 20 percent, I just do not know what to do. 

Mr. Franz. I recognize to a certain extent the terrific weight of 
your problem, and I am sorry that you were unable to see the charts 
that were presented by Dr. Carpenter. 

The Cuarman. The only thought we did have, as I remember from 
what Senator Bricker said in the last writing of the law, and Senator 
Frear of course knows more about the poultry business than I do—I 
know about the cotton business—it was suggested at that time that 
the Army was making these purchases and the farmer was not getting 
much benefit out of it. The thing varied so much that the public was 
paying, and the money did not come back to the farmer. 

Senator Frear. Yes, I have another question or two. I do not know 
whether I can clarify my position or not. 

The CHatrman. I can readily appreciate your problem as a proces- 
sor. But we have to solve this problem we are trying to solve so our 
dollars will not be worthless a year from now. Something has got 
to be done. 

Senator Frear. I understand you are from the St. Louis market. 

Mr. Franz. Yes, sir. 

Senator Frear. But you do observe the New York market ? 

Mr. Franz. Oh, yes; we ship to New York, and buy from New 
York, and buy from Delaware, and we produce in Arkansas. 

Senator Frear. You are perhaps familiar with the figures put in 
the record by Senator Williams a couple months ago regarding prices 
paid to the producer on the Del-Mar-Va area? 

Mr. Franz. Yes, sir. 

Senator Frear. Since the regulations of OPS went into effect, and 
the price to the producer dropped from approximately 32 cents to 
24 cents, and the price on the New York market dropped approxi- 
mately half a cent—I think maybe I should preface that, that the 
increase in the New York market price took the same cents per 
pound increase as did the increase in price paid to the producer at the 
time, but on the decline there was about a 6-cent margin over the 
average; in other words, practically doubling the margin. Going 
back to a former statement you made when I asked that question 
that you did not think it was possible to have these regulations so 
that they could fall back or go up according to the prices paid the 
producer, they could go up all right, you saw no difficulty in that, 


as I understood it, but when they went to go back, there would be 
difficulty in reducing the price. Did I understand you correctly ? 

Mr. Franz. Basically, that is correct, and I think that I might 
say that that points up our argument that poultry is difficult, if not 
impossible, to control. I would not say that it is perfectly satis- 
factory to have a control that will go up and will not come back. I 
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will say that we do not have trouble with a control which keeps out 
of our way above our ceiling price, but the minute the control tries 
to take effect, we have very, very serious difficulties, and it causes a 
diversion of product. 

I am not as well qualified to answer the particular question in Dela- 

ware that occurred during that period of time. However, from the 
sidelines, out in St. Louis, we heard the comment that there was a 
strike—I believe it was in the procéssing plants—a strike in some 
processing plants. Such a matter might be compared to a railroad 
strike during the strawberry marketing season. The price of straw- 
berries would naturally drop very sharply on the farm, and yet on the 
other end there might be a shortage of strawberries caused by the 
same strike, which might have to be brought in from some distant 
point. 
Senator Frear. I think that is a very good point, only the New 
York market did not reflect that directly. There was a strike on 
the Del-Mar-Va Peninsula, which would certainly force more broilers 
to go on the market than into the freezing plants. 

Mr. Franz. It caused a diversion from the routine channels 
through the processing plants. 

Senator Frear. But that increased the supply on the New York 
market rather than decreased it. 

Mr. Franz. Of a different type of product, sir. They went into 
New York possibly alive, and there are literally no processing plants 
in the city of New York of the type that you have in Delaware, so 
they bypassed, let us say, the strawberries had to go into preserves 
and were not available for the fresh strawberry market. 

Senator Frear. But I do not know as they have any facilities in 
New York for feeding live poultry up there, so they have to kill 
them and put them either in a freezer or on the market. 

Mr. Franz. The live market did drop sharply in New York during 
that period of time, caused by the oversupply. 

Senator Frear. But that New York price market—and I will say 
this, too, that there were considerable amounts of poultry coming in 
from Georgia at the same time, but the price in the New York market 
did not drop in proportion to the price that they dropped on the 
Del-Mar-Va Peninsula, and also in the Georgia market, but it did 
not reflect as adversely in the Georgia market as it did in Del-Mar-Va. 

Mr. Franz. As you stated, there are no facilities to just hold the 
live poultry in New York, but it is my opinion that the live poultry 
that is dressed in New York finds a different outlet than the dressed 
poultry that comes in normally from your Delaware processors. It 
is dressed in the grocery store, in the smaller stores, in the poultry 
markets throughout the city, and they had an overloaded condition 
cue to too much live poultry, while the processing plants which might 
supply the larger chain stores, terrific quantities of poultry had to go 
to Georgia or elsewhere to buy their product. 

Senator Frear. But the gentleman to your left shook his head when 
I said the prices on the New York market did not reflect the same 
drop as they did to the producer on the Del-Mar-Va Peninsula. I 
admit they did drop some, but not in the proportion that they dropped 
to the producer. 

Mr. Franz. Mr. Van Wagenen is the Northeast Poultry Producers’ 
counsel, 
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Mr. Van WaceENEN. You describe the situation exactly, but the 
point we are trying to make is this: That normally a large portion 
of the product of Delaware, Maryland, and Virginia goes through 
dressing plants, and is quoted on the New York dressed market t, and 
therefore the supply of dressed poultry in New York, due to this 
strike, was not large and the price stayed up, relatively. It tended 
to stay up in the New York market, being supplied from these other 
areas. But the live price on the farm in Delaware, because of the 
removal of the market, suffered and went down. 

Senator Frear. The price that the consumer in New York paid for 
the broilers that came from Delaware was the same as the ones that 

came from Georgia, but the producer of that poultry in Del-Mar-Va 
recuived 8 to 10 cents a pound less than he did in Georgia. 

Mr. Franz. Very true. 

Senator Frear. Now, then, how do you explain that, sir? 

Mr. Franz. I explain it by the fact that poultry could not move 
through its normal channels. Who sets the price of poultry? It 
is the consumer. 

Senator Frear. No, sir; I do not agree with that. 

Mr. Franz. If the consumer does not buy it—— 

Senator Frear. You agree that when you get a large surplus and 
the consumers can realize that—it has not been proven ‘to me yet that 
the consumer has been dictating the price on poultry from any of these 
areas to any large degree, and just on that point there, if the con- 
sumer in New York realized that poultry coming from Delaware 
should have been purchased at 8 to 10 cents a pound less than that 
coming from Georgia, she would have specified Delaware poultry, I 
imagine. 

Mr. Franz. If she could; but she could not. 

Senator Frear. There was an 8- to 10-cent difference that went into 
somebody’s pocket. The producer did not get it on the Del-Mar-Va 
Peninsula, and the consumer in New York paid the same price as they 
did for chicken from Georgia. 

Mr. Franz. This would take an involved discussion, sir, and I 
think it would take too much of the committee’s time, but what hap- 
pened there, of course, is that a lot of live poultry on the Del-Mar-Va 
Peninsula—and we have members in Delaware, quite a few of them— 
what happened, of course, was that a good many of those birds which 
normally moved through the dressed poultry plants of Delaware, 
and therefore the shortest route to market, had to move to other areas 
for processing and then move back in, and that accounts for the higher 
cost. 

Mr. Van Wacenen. I think it could be said the strikes were the 
biggest cause of the price at that time. 

There was a certain market in New York demanding a certain sup- 
ply of chickens at all times to be trucked into New Yor kalive. There 
is a very large demand for chickens to be trucked into New York 
dressed. If you cut off the supply of dressed to the type of trade that 
handles the dressed product, and then try to overload the part of the 
market that handles live poultry, you depress the price of the live, 
whereas the chain stores, possibly, who are large users of dressed 
poultry, had to go to Georgia or Arkansas for supplies during that 
short period of time. 

83762—51—pt. 2——-41 
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Senator Frear. I think if you will also reflect on your records be- 
fore the price ceiling regulations went into effect, and when there 

was no strike in Delaware, that there was a condition 12 or 14 months 
ago similar to the one that occurred during the strike, and yet the 
differential on the New York market was practically the same as when 
you are now comparing the price market there. 

Now, what made that difference? 

Mr. Franz. I don’t believe I can answer that, except to say that I 
have thought that in the past Detaware, Maryland, and Virginia pro- 
ducers, and the producers in general, have been against supports, or 

regulations, entirely, and I think that it is a generally accepted fact 
that if we have ceilings we may face the need for support. If we had 
supports, we are entitled to look for ceilings. 

Senator Frear. I will say this, Mr. Franz: I don’t believe the pro- 
ducers of poultry to the Del-Mar-Va Peninsula want any Government 
subsidies. 

Mr. Franz. I agree. 

Senator Frear. But by the same token I think that they would like 
to have the proportionate share of the dollars that the consumer pays 
in New York City, whether there are price regulations or not, and 
when this great differential in price between that paid to the pro- 
ducer and that which the consumer has to pay in New York, or the 
sales that go out of New York, they should have some adjustment in 
that price. 

Now, I don’t know whether I am for regulating the price or not, but 
I am trying to get information to see whether it is feasible, or whether 
it isn’t feasible. If it is an unworkable thing, and the producers don’t 
want subsidies, then I think we are going to have to approach it from 
a different angle. 

Mr. Franz. We think that free enterprise has raised the poultry 
production to the standard which it now occupies, and we hate to see it 
regulated in any way that will be detrimental to the industry or to 
the consumer or producer. 

Mr. Van Wagenen would like to say a word. 

Mr. Van Wacenen. I would like to explore the point a little fur- 
ther, Senator, and that is the situation 16 months ago. I was closely 
tied in with that. We did have a situation in which the New York 
price was out of line in comparison with the producer price, but what 
did we do? We corrected that in the space of about 2 weeks by simply 
joining forces and putting on a campaign to get consumers back to 
eating poultry, and the matter corrected itseHt within about 2 weeks. 

Mr. Franz. I can recognize, Senator, that as a group of producers, 
if we could find any way that we could get the benefit and not suffer the 
hardships, we are all trying to promote : such a thing for our own indus- 
try, but when we go further than supply and demand, and use regula- 
tions, we very often find that they bounce right back and hurt us in a 
way that was not anticipated. 

For instance, if we bid high on an Army contract, we don’t get the 
contract, we don’t sell the Army anything. If we estimate a price that 
we are going to pay the producers, and have to pay more, the processor 
suffers. If we bid low, they would get it back, so it doesn’t work both 
ways, even in the amendment, and ‘when you try one regulation you 
immediately have to counter with another one to equalize it. 
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Senator Frear. Mr. Franz, I think as far as I personally am con- 
cerned, I certainly would be willing that the processor caught in 
such a predicament also have an escalator clause that he could add to 
this as well as have to pay back if it cost him under that; by that 
same token I also think that the free market should operate the 
same way. 

Mr: Franz. It certainly should. 

Senator Frear. A producer, if his normal cost or his normal dif- 
ferential is 6 cents a pound, I can see no excuse why he gets 12 cents 
a pound. 

Mr. Franz. I think Mr. Van Wagenen stated that that situation 
corrected itself quite quickly. Those situations do occur, and that is 
one of the reasons why our production economy on poultry can expand 
so rapidly when a price goes up, and can contract rapidly when it 
goes down. 

Senator Freak. And those prices on every pound that was in stor- 
age, when those prices went up and were taken out at that time, 
took the expanded price, not the price paid the producer. 

Mr. Franz. We bought quite a few of the chickens out of storage, 
and we havea generally accepted policy in our own business that when 
we put fresh chickens into storage they have to go up about 6 cents 
a pound. The market just increase 6 cents a pound for the frozen 
product to be worth as much as the fresh product. 

Senator Frear. I think I can readily appreciate that, Mr. Franz. 
But, based on the same percentage it would make no difference whether 
the price was 18 cents to the producer or 32 cents to the producer, 
your percentage would be the same? 

Mr. Franz. Yes. ‘ 

Senator Frear. Then I can’t understand why the differential was 
so much greater than it would be on the average differential by per- 
centage advancement. 

Mr. Franz. Well, mentioning the frozen poultry as though the 
owner of that poultry was possibly getting an unconscionable profit, 
I might say 

Senator Frear. Unconscionable? 

Mr. Franz. I am sorry—an excess profit, shall we say, that he had 
no increased costs to cover. 

We were buying frozen poultry in Del-Mar-Va at from 5 to 6 cents 
below the New York market during that period of time, mainly because 
of the fact that it was frozen, so there was a serious discount below 
the New York market on larger sales of the frozen product. It 
doesn’t demand the New York price. 

Senator Frear. The processor took that loss? 

Mr. Franz. I didn’t say he took a loss. He had bought it at a pre- 
vious time. We know not what his cost was, but was selling at 5 to 
6 cents per pound below the fresh market, so I don’t think we can 
assume he got a windfall price because of the higher fresh market. 

Senator Frear. I don’t want to monopolize the time, but for my 
own information, I would like to ask you a question: 

On storage, frozen poultry, do you as a warehouseman, or if you are 
not, from your knowledge, do you have a running cost per pound daily 
on the price of your stored poultry, frozen poultry ? 

Mr. Franz. I operate as a poultryman rather than a warehouse- 
man. A warehouseman is a separate industry, and is not really con- 
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cerned with the cost of the product. Asa poultryman, I carry a cold 
storage inventory, as most operators do, and it is impossible to keep a 
continuous daily running cost. We have the ingoing cost, plus added 
storage, and it is gener: ally stored during a time of surplus. Portions 
of it may be sold ‘below cost. Other portions may be sold above, and 
it is, up to now, a practically free economy. 

Senator Frear. But when you take that poultry out of storage, 
you don’t know how much it has cost you ? 

Mr. Franz. We can’t tell accurately. 

Senator Frear. Tell me what difference there would be, then, in a 
coal dealer who has 500 tons of coal in his locker, or in his bins, and 
that coal cost him so much. He added 100 tons of coal that cost him 
$1 a ton higher than that. His average on the 600 tons, then, would 
be the average of that price, and he took out 500 tons at that price. 
Is it not possible that he has a running daily cost of every ton of coal 
in that bin? ‘ 

Mr. Franz. I would think that he certainly could, and I would 
think if we could classify poultry in the same manner as we can clas- 
sify coal, such could be done. But we have so many myriads of grades, 
sizes which are in demand, other sizes which are not in demand, and 
production from different months of the year, that the classification 
between coal and poultry is, we think, one of the points why poultry 

can never successfully be controlled. 

In your Delaware broilers, under regulation, let us assume a ceiling 
existed of X cents per pound. I w ont make the mistake of using 6 
cents again. You and I are not permitted to pay more than X cents 


per pound, and we look at this load of poultry and I will say it con- 
tained about 10 percent barebacks, and the ceiling is 4 cents per pound 
less. That is what I can pay you, sir, under the ceiling regulation. 

You looked at the load of poultry, and you need it pretty badly. 


You don’t see the barebacks. It is only an example of the myriad of 
grades and differences that make it impossible to be controlled with 
regard to poultry unless you want to be controlled, and you are going 
to go to the last letter of the regulation, but there is nothing to say that 
the producer will permit you to go to the last letter of the regulati ion if 
another buyer doesn’t do so. 

Senator Frear. Just one further question : 

You are in the St. Louis market. Have you ever heard of a poultry 
racket in the New York market ? 

Mr. Franz. Yes; I think it has been newspaper copy many years 
ago. 

Senator Frrear. You think it has not been in existence recently, 
within the last 26 or 36 months? ‘ 

Mr, Franz. I honestly would be unqualified to say. We do ship 
frozen poultry 

Senator Frear. It is perhaps an unfair question. I didn’t know 
whether your knowledge of the New York markets, since you bought 
and sold there at times during the year 

Mr. Franz. It is practic ally done over the long-distance telephone. 
[am too far away to see the actual working of the New York market. 

Senator Frear. I appreciate your testimony very much, Mr. Franz. 


Mr. Franz. That covers our testimony, unless there are further 
questions. 
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I believe we have covered the fact that our organization does repre- 
sent producers, processors, distributors, in all sections of the country, 
whose problems are quite different, but who unitedly feel that, with 
regard to our product, we do need, require, nor can we live with price 
controls, and their attendant problems. 

It has been suggested, as I mentioned, that the poultry committee 
of the American Farm Bureau Federation is behind the problem, and 
our statement which we have presented, in addition to our own 
membership. 

(Mr. Franz’ prepared statement follows :) 


STATEMENT OF CHESTER FRANZ, [’RESIDENT OF ASSOCIATED POULTRY AND E«ae 
INDUSTRIES 


My name is Chester B. Franz, president of the Associated Poultry and Egg 
Industries, a long-established organization speaking as a unified voice of the 
following member organizations representing all phases of the poultry industry 
on a Nation-wide basis: ' 

National Poultry Producers Federation 
International Baby Chick Association 
National Turkey Federation 

Institute of American Poultry Industries 
National Egg Products Association 

National Poultry, Butter and Egg Association 
Chicago Mercantile Exchange 

Northeastern Poultry Producers’ Council 
Southeastern Poultry and Egg Association 
North Central States Institute 

Pacific States Dairy and Poultry Association 

We wish to make clear at the outset that we of the poultry industry are keenly 
aware of the grave world situation and the dangers now confronting our economy 
and our Nation. 

Realizing the dangers of inflation and wishing to avoid any action that might 
further aggravate inflationary trends and at the same time keeping in mind the 
best interests of producers, consumers and the possibility that the Nation may 
have great need for expanded production of all quality poultry products, we would 
like to point out to the committee that ceiling prices on poultry products would 
prevent the expansion of production in the industry that can most speedily supply 
the food products which may be required to meet the emergency. 

We are therefore opposed to any extension of title IV of the Defense Production 
Act of 1950 and to the enactment of the Defense Production Amendments Act of 
1951 as set forth in S. 1897 as they concern the poultry industry. 

I. We are convinced that price control treats only the symptoms of inflation, 
not the basic cause which is, in fact, the relationship between the supply of money 
and the supply of goods. Prices set arbitrarily actually aggravate inflation by 
artificially stimulating demand, curtailing supply and creating maldistribution. 

II. The inability of price controls to combat inflation is nowhere more clearly 
demonstrated than in the poultry industry. Legislative price controls on poultry 
products have been proved to be unworkable and unenforceable in every attempt 
that has been made in this country, or elsewhere, because of the widespread 
almost universaly nature of the producing industry, the large proportion of direct 
producer-consumer sales, the perishability of the product, grade variations and 
the small size of its marketing units. 

Ill. Price controls on poultry products are unwarranted and detrimental to 
consumers and the national economy. The great flexibility of the production 
potential of our industry is the surest guarantee of adequate supplies and reason- 
able prices. The industry has demonstrated that our production can shift and 
change quickly and dramatically. For example, during this past 8 weeks, pro- 
duction of commercially raised chickens has averaged 30 percent more than last 
year in response to uncontrolled markets for the producers. To shackle it with 
controls would destroy this flexibility and create chaos in the industry that sup- 
plies the Nation with one of its chief sources of protective food. 

IV. From experience to date under the provisions of the Defense Production 
Act and our vivid distasteful recollections of conditions that existed under NRA 
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and OPA, coupled with our intimate knowledge of our own industry, we are 
forced to conclude that controls will: 

1. Sharply curtail quality production. 

2. Lead to capricious and inequitable price results because of unusual market- 
ing factors typical of the industry and varied geographical, seasonal, and perish- 
able characteristics of the products. 

3. Creat havoc among legitimate operators, as prov ed by experience with past 
regulations and force the industry into restricted operations, thus encouraging 
the vast expansion of black marketing. 

4, Place a tremendous drain on the Nation’s most scarce commodity, man- 
power, in the attempt to enforce unworkable regulations covering the myriads 
of grades, types, classes, and units of products and operations in the most wide- 
ae agricultural industry in the Nation. 

Reduce the available supply and increase the difficulty of obtaining poultry 
sobiihate for the armed services, as proved by the necessity for embargo and 
freeze actions during the last emergency. 

6. Weaken the incentive of the poultry producer to expand his production, 
though he has demonstrated beyond challenge that he produces meat in less 
— with less feed, and with less labor than does any other meat producer. 

Create pric e disadvantages to both producer and consumer through in- 
c aed processing and distribution costs because of diverted volume away from 
legitimate channels, to say nothing of compliance expense. 

8. Result in the unnecessary waste of millions of pounds of byproducts— 
feathers, fats, proteins, medicihals, fertilizers, ete.—through diversion of poultry 
products from legitimate channels where they are now salvaged and utilized to 
benefit the national economy. 

9. Create maldistribution of supplies to population centers remote from 
production. 

We thank the committee for this opportunity to present the views of Asso- 
ciated Poultry and Egg Industries. 


The Cuamrman. Thank you for your testimony. I am sorry I 
wasn’t here for more of it. I know you will excuse me for that. 
The committee will stand in recess until 10:30 in the morning. 


(Whereupon, at 4: 35 p. m., the committee recessed until 10:30 a. m., 
of the following day.) 
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FRIDAY, MAY 25, 1951 


Unirep States SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank 
presiding. 

Present: Senators Maybank, Robertson, Frear, Benton, Moody, 
Capehart, Ives, and Schoeppel. 

The Carman. The committee will please come to order. 


Mr. Kline. 


(chairman) 


STATEMENT OF ALLAN B. KLINE, PRESIDENT, AMERICAN FARM 
BUREAU FEDERATION 


The Cuarrman. Mr. Kline, what do you wish to do? 

Mr. Kune. I should like to read this statement, Mr. Chairman. 

Senator Ropertson. You cannot read it under 30 minutes. It will 
take you a little better than 2 minutes to a page and we have a lot of 
witnesses to hear. I know you are thoroughly familiar with your sub- 
ject, and there are only four of us here as you can see. The full state- 


ment will be in the record, and if you could summarize it for us it 
would certainly save us a lot of time. 


Mr. Kune. I shall be happy to do my best. 

The CuatrMan. Suppose you highlight it as you wish. 

Senator Carrnarr. I just read ‘the statement hurriedly, and it is 
one of the best I have read, and we ought to listen to it. 

The CHairman. We want to listen to it but, since we have had it 
since last night, I just wondered if he wanted to highlight it. But 
you can proceed in your own way, Mr. Kline. 

Mr. Kuine. Thank you, Mr. Chairman. 

First, let me state my very keen appreciation of the opportunity to 
appear this mor ning. 

The Cuarrman,. | have only glanced at the statement, but I heard 
vou on the radio last night, and you did very, very well. 

Senator Ives. Mr. Chairman, before Mr. Kline starts, I would 
rather let him have all the time he needs and cut the time of some of 
these other people that are not so vital. 

The Cramman. Mr. Kline will certainly have all the time he needs. 

Mr. Kune. Thank you, sir. 

First, I want to say that we in the United States have a very great 
stake in the decisions made and recommendations proposed by this 
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committee. There is no more important area of discussion or decision 
than that which is before us in the war-production measure. 

Also I am impressed by the extent to which the act of 1950 and the 
proposed amendments extend and strengthen centralization of au- 
thority. 

I believe no one who studies carefully what is involved can fail 
to be impressed with the extent to which we take a chance on the 
continuation of a free government by a free people, with the exten- 
sion of this sort of authority. And I know that every member of the 
committee is fully aware of what is involved, and that all of us will 
do our level best to achieve answers which make sense in the light of 
circumstances and which will give us the greatest possible chance of 
avoiding a third world war on the one hand, and keeping the Ameri- 
can system of opportunity on the other. 

The extensions of authority which impress me are those that are 
concerned with the ability to buy commodities, materials; to process, 
to store, to transport, to use subsidies to cover losses, to use subsidies 
to support ceiling prices which would otherwise be illegal; to not 
only buy commodities and things but to buy real estate, to buy facil- 
ities, to do anything with them, including their operation, if deemed 
wise; to use Federal agencies to set up Government corporations to 
enable these corporations to borrow from the Treasury on their own 
debentures or evidences of obligation; to license individuals and per- 
sons and with all these broad powers on a discretionary basis. 

I think the point does not require argument, that these are serious 
considerations, and that they deserve the best that we can put into 
them. 

In accordance with the wishes of the committee I shall attempt to 
save time by going through this statement, hitting the high points and 
stating the significance of the paragraphs without reading them. 

The CuHarrmMan. Without objection, the entire statement will be 
made a part of the record. Please understand, Mr. Kline, it is not 
the intent of the committee to rush you in any way. I understood 
you flew up here from Mexico to be present here this morning. 

Mr. Kune. That is right. 

The Cratrman. I listened to you last night on the radio and I cer- 
tainly enjoyed it. 

Mr. Kurne. The first paragraph merely notes that we have ap- 
proximately 1,450,000 farm families in good standing in 46 States 
and Puerto Rico. 

The second one suggests that this is a time for clear thinking; that 
this is not a time to make decisions on the basis of prejudice or 
hysteria. We do not know the duration of the situation. The com- 
ment I made a moment ago that in a period like this where we are 
intending to spend 15 to 20 percent of gross national income, and 
where it is our objective to stay in a situation where we avoid a third 
world war and keep the American way—that in that situation one of 
our best defenses is without question this capacity we have to produce 
in the United States; the thing which I myself tied together and call 
the American way. This I think we must keep in mind: the fact 
that there are not definite terminal facilities placed on the proposi- 
tion that we are joined with the major enemy and seek the earliest 
possible decision, and in that case, of course, would be spending 45 or 
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50 percent of gross national income and would be prepared to dis- 
tribute on a per capita basis what was left after the war effort. This 
is not that kind of a situation, but it is one in which, it seems to me, 
it is not at all wise to be scared to death. We are the most powerful 
Nation in the world; we can outproduce the opposition without any 
question. 

Furthermore, there is great strength in the so-called free nations of 
the world. There is a predominance of strength, and it is my ob- 
servation that these people appraise the abilities of free peoples to 
survive in these times by looking at the United States. 

The prime example of what a free people can do is the United 
States. We have had this leadership in production and distribution 
for all of this century, and each decade it has improved over previous 
decades. It is my full conviction that this capacity, this dynamic 
character of the American economy, is fundamentally based on the 
proposition that we encourage the Government to be creative of op- 
portunity and the individual citizen to make use of the opportunity, 
and that it is oriented toward the citizen and not toward a centrali- 
zation of authority. 

We can turn the page where we analyze the basic causes of our in- 
flation. First, the fact that in World War II, and again in our pres- 
ent defense program, we have diverted considerable resources and 
production from domestic use to defense. 

Second, that our fiscal and monetary policies have contributed to 
the inflation. This is a very simple fact, that in the Second World 
War at the high point we paid 60 percent of the bill for new money. 
It is an inescapable thing; it is the kind of thing that can be covered 
up with a program of controlling prices, but any time that one goes 
back to a free-choice system to consumer preference in the market 
place, the supply of money does evidence itself and, to get an honest 
relationship between money in circulation and the desires of people, 
the goods and services must be available for purchase. 

We have in the second paragraph in the third place the statement 
that the inflationary rise in the general price level which has occurred 
since Korea is almost entirely the result of two factors. 

These are not clean-cut factors, but they are categories into which 
one can put the proposition which wil] result in the rise in prices. 
The first is the psychology of inflation. This is the attitude, the idea 
in the minds of the people that goods are going to get scarce and 
money is going to get cheap. It followed not alone from the fact 
that a certain number of troops went into action but from the ever- 
increasing estimates of what the thing was going to cost—$16¥, b\l- 
lion, $35 billion, $65 billion—so that the people said, “Here cones 
the Second World War again.” It also arose from a lot of the disc(is- 
sion with regard to production and with regard to price control and 
with regard to possible rationing. The i are not sodumb. They 
say, if we are going to control prices, obviously prices must be going 
to rise. 

If the Government wants authority for rationing, obviously there 
must be the danger that goods are going to be scarce. So the people 
made up their minds to do what would make sense under those cir- 
cumstances, that was to go out and buy today what you might have 
bought tomorrow or next June. This the people did. 
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These are all psychological factors which contributed to the idea 
that we were this time also not going to decide on a program which 

made sense in the American scene, then decide on a program to pay 
the bill, and therefore maintain a sound and continuing economy and 
a firm value for the dollar. The people got the attitude and the idea 
that this was not what we were going to do, so they went out to buy. 

The second thing which happened was that we furnished them the 
money to buy. Having spent their own money we followed a policy 
with regard to management of the public debt of creating unlimited 
reserves in the bank, ‘and this the people used. The demand deposits 
in the banks from May 1950 to February 

The Cuamman. Do you think bank credit ought to be further 
restricted ¢ 

Mr. Kurne. The point I make here is that we ought to manage the 
public debt in such a way that a primary overriding consideration 
is a stable price level, and I think that is exactly what we have not 
been doing. 

The CHarrMan. How would you do it; unless you restrict bank 
credit ? 

Mr. Kurne. What I talk about now is the restriction of bank re- 
serves, and this other thing is a matter ‘of individual credit control. 

The CHamman. They are going to send down here changes and 
amendments to the act. What they are going to contain I do not 
know, but they have what has been known as the Wilson committee, 
which has been working in the Federal Reserve Board to recommend 
the changes. Frankly, I am rather at a loss to ask you what you would 
be in favor of, because nobody knows what it is going to be. But 
there is going to be a further restriction in all types of credit, includ- 
ing reserves, and T just wondered if you thought that would be the 
thing to do, since you said it should be managed in a more efficient 
way. 

Mr. Krine. I am in the same position as the chairman. It is im- 
possible for me to say without knowing the recommendation, but let 
‘me say this: There was plenty of authority in the Federal Reserve 
Act, and it seemed to me it was the intent of Congress that this should 
be one of the considerations which the Federal Reserve used in its 
open-market operations in the management of the public debt, to 
keep a stable, adequate, and reasonable supply of money and credit 
in the country to do business. 

Senator Ronerrson. I would like to call your attention to the fact 
that the Federal Reserve Board in many instances is already at the 
top limit authorized by law on reserve requirements. There are just 
« few Federal Reserve districts in some of the bigger cities where it 
is not already at the top 

Do you favor a change in the law to permit a greater reserve require- 
ment than is now permissible, and would you extend that to non- 
member banks that are covered by FDIC or not, because if they come 
in with a request to change this law they are going to say we cannot 
make it work unless we apply it to State banks as well as Federal 
banks. They have always objected to Federal control. 

Are you recommending that this committee, before we finish this 
bill, put in this bill a change in the Federal Reserve Act that will 
authorize the Federal Reserve Board to further increase the require- 
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ments, and if you do, what would then be the situation with banks 
with respect to financing expansion of industry without RFC and 
other loans, and what would be the position of banks to buy non- 
transferrable Government bonds? 

Mr. Kune. Senator Robertson, I think I can answer your first 
question with a brief quotation from our resolution of this year : 

If the inflation threat continues reserve requirements for banks would be 
raised with appropriate adjustments in bank holdings eligible to be counted 
as reserves. 

This is an “if” and is conditional, and I should like to reserve « 
statement on this thing in detail until the proposition was before your 
committee in detail. 

Senator Ropertson. You realize, of course, that many farmers de- 
pend upon banks to finance their growing operations. Many Virginia 
farmers, not so many of them raise cotton, but those that do raise 
cotton, they need loans, tobacco farmers need loans, the cattle people 
need loans. 

Mr. Kuine. I appreciate all this, Senator Robertson. Further- 
more, we would certainly not be in favor of a proposition which re- 
duced the reserves of banks to a point where they were not able to 
handle the legitimate claims of business for production, because we 
have to have production. 

Senator Rogertson. My second proposition is since your resolution 

was adopted, an agreement was worked out between the Federal Re- 
serve Board, just before Chairman McCabe le ‘ft, and the Treasury, for 
the management of the national debt, and since that agreement has 
gone into ‘effect Victor y bonds dropped below par. The 214 Victorys 
dropped below par, and in the last 2 months the Federal Reserve 
Open Market Committee has bought practically no Government se- 
curities. It did not have to buy any. They let the market find its 
own level. 

You refer in your principal statement to the excessive purchases 
last year amounting to over $3 billion of these Victory bonds by which 
they increased the supply of money through the banks that cash these 
bonds of $8 or $9 billion. You call on the C ongress to stop that. 
I just wanted to point out that is one thing that has been stopped. 

Mr. Kuine. Yes, sir. I know of that, and that is the major point 
which I had in mind with regard to the management of the pablic 
debt. 

At the beginning of the Korean War we had in the Federal Reserve 
some $17 billion, or such a matter of Federal debt. We now have 
some $414 billion more. This net purchase on the part of the Govern- 
ment is what created the reserves in the banks with which we created 
the new money. It is also true that there is not an easy answer to 
inflation, and that nobody likes, or not everybody is going to like any- 
thing which is effective, but it is our position that we will be much 
better off to maintain a relatively stable dollar, and one of the most 
essential things in it is to have this indirect control of the total volume 
of money and credit which avoids the necessity of controlling indi- 
vidual farms and individual firms all over the country. 

Senator Rornerrson. We agree with you that it is better to attack 
the cause than the effect, and price and wage and credit controls are 
only stopgaps against the effect, but as I have said, the Federal Re- 
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serve has exhausted its reserve requirements except in New York and 
Chicago, where they are only two points left in those two cities that 
could be utilized as the further curtailment of bank-lending power 
to increase reserve requirements. 

Mr. Kuine. I appreciate that fully, and I want to say further that 
it seemed to us that the action of the Federal Reserve Board on the 
basis of the compromise agreement hag been very wise. It has been 
directed toward the control of inflation, and it is something more than 
talk, which is what I think we are all interested in. 

The Cuarman. On the other hand, Mr. Kline, what we are con- 
cerned with is what the Federal Reserve Board has done to stop infla- 
tion ina certain manner. The mortgage bankers and housing people, 
and all of that group, say because of the decline of Government bonds 
to below par they are unable to sell any mortgages, so they are unable 
to build any houses, and they are unable to liquidate any FNMA mort- 
gages or put any more into the FNMA portfolio. 

The first part of this week was taken up with the mortgage bankers 
who said the Federal Reserve had gone too far, as I remember. When 
I say that, they thought their inability to sell any mortgages at all was 
due to the fact that the Government bonds had gone down and people 
were not going to buy them. So I am just showing you the problem 
that this committee has been trying to solve. It is a terrible situation 
we find ourselves in. Of course, this committee passed a law that 
was not put in effect last year. If it had been put in effect we would 
not be where we are today, with things going up and up and up. 

The House has a tax bill that will not help balance the budget be- 
cause Army procurement has gone up 20 percent since October, and 
the.money we have appropriated, $48 billion since October, plus $62 
billion that is now before the House for the 1952 budget, adds up to 
$110 billion. We have lost $21 billion of purchasing power from that 
$110 billion already, so even with the increased tax we are going to 
have a bigger deficit. That is a terrible situation to find ourselves 
in. We have been trying, each one on this committee, to solve it. 

Senator Roserrson. The morning paper says that the Ways and 
Means Committee has practically completed tentative action on a new 
tax bill and have reached a total of approximately $7,100,000,000 of 
new taxes if it allstaysinthere. There is a pending proposal to make 
1t——— 

The Cuamman. Twenty-one billion dollars has gone out the window 
since October. 

Senator Roperrson. As the chairman said, since the budget was 
originally submitted they are asking now, instead of $42,000,000,000, 
for $60,000,000,000. 

The CuHatrman. We have appropriated $48,000,000,000 since June. 
The present national defense rnd bill calls for $62,000,- 
000,000. It is now before the House. In addition to that, we have 
appropriated billions for the atomie energy program and war prep- 
arations. Now we find ourselves—so Genera Marshall says, and he 


is going to be here Tuesday, and we are going to have him brin 

down his procurement officers—he said we lose $2,000,000,000 out o 
every $10,000,000,000 we have appropriated through increased costs. 
In other words, we would have 11,000 tanks, we thought; now we 
only have seven. 
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Senator Caprnarr. There is something wrong somewhere. We 
are going to have the procurement agency before us on Tuesday to 
find out. Some of these things, these increases, I do not believe. I 
think we ought to find out the back round of it. 

The Cuarrman. Nevertheless that is the statement before the 
Appropriations Committeé by Army officials. 

Senator Capenart. That is the basis on which they got more money. 

The CuatrMan. Well, the average is up 20 percent since October, 
and I know what the Cadillac Co. said, I know what some of the 
big corporations said, that they could not for their October dollar 
give you a tank or plane or gun on the May dollar. I think you 
realize that. 

Mr. Kune. It seems to me the implication of what has been said 
is that we have not really controlled inflation. 

The Cuatmrman. That is correct. 

Mr. Krine. And the basic proposition which I make here is that 
you do not control inflation with price and wage controls. 

The Cuatrman. To that I agree. 

Mr. Kurne. But that we buy ourselves a different system with it 
and one dramatically less productive. I further believe, and I am 
as confident as I can be, that the American people have the kind of 
courage that it would take to keep the dollar good, and it is for that 
reason that I appreciate the responsibility of a committee like this, 
and we are certainly prepared to do our share to sell the idea. You 
see what happened in this area which we are currently discussing is 
that under this pressure, the psychology that the dollar is not going 
to be good is that the people did go out and buy; installment pur- 
chasing is up some 24 percent. 

The Cuarrman. The Federal Reserve has acted on those regulations. 

Mr. Kuine. The more important thing was that the over-all supply 
of money was allowed to go up by this activity in the management of 
the public debt, it seems to me. 

The Cuarman. It will go up a great deal more when this new money 
gets out, and there is $62,000,000,000 more that was appropriated. 

Senator Ronertson. I think we have a good man as Chairman of 
the Federal Reserve Board. He is going to be independent and he is 
going to carry out the intent of Congress, that the Federal Reserve 
Board shall manage the debt, but they have to cooperate. The plans 
that have already been adopted are working, and I do not know any- 
thing that we can do unless we deliberately issue new Government 
bonds at a higher interest rate which would be reflected in a high in- 
terest rate to farmers and everybody else who would get credit from 
the bank and just add that much more to the inescapable burden of 
servicing the public debt. I am in thorough accord with you about 
a pay-as-you-go plan, but I just call your attention to the bill that 
the House is getting ready to report. You suggest that we ought to 
cut administrative expenses of all Government agencies 20 percent. 
No doubt many of them could be cut 20 percent, but the biggest one 
is the Post Office Department. You know you cannot cut 20 percent 
off that, because they are losing $500 million a year now. That ad- 
ministrative expense is the Postmaster’s—his clerks, the rural carriers, 
people that work for the Post Office Department. The few that work 
in Washington, that is a bagatelle of the cost of running and carrying 
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the mails. You very generously, I think, put your farm organization 
on record as su pporting the cut of $135 million for soil conservation, 
and it is carr ied in the House bill. That is fine. We are getting a lot 
of letters to put it back, though. That is $135 million. 

Mr. Taber stated some weeks ago that he thought the total cuts in 
the House appropriations bill w ould be $4 billion. Three of us are 
on the Appropriations Committee of the Senate, and nearly every cut 
that has been made we have been asked to put back in some form. I 
hope we will not do it, but we are being challenged to do it. But sup- 
pose we do not put any of it back ? Suppose we cut the budget $4 bil- 
lion? You add $7 billion taxes and cut the budget $4 billion; that is 
$11 billion out of an anticipated $1614 billion difference, but since that 
$1614 billion was suggested, as Chairman Maybank has said, they 
have increased the request for military aid $9 or $10 billion. 

Unless we are going to come up with 4 or 5 billion dollars more in 
new taxes and 4 or 5 billion dollars less spending, we inevitably face 
deficit financing sometime before the end of fiscal 1952. 

Senator Capenart. Would the Senator yield? 

Senator Ropertson. Yes. 

Senator Carenartr. Would it not be much better to raise the interest 

rates on Government bonds to the point where people would hold them, 
where people would buy new Government bonds as a saving because 
they would be getting a return that would be an ine entive, even though 
it increased the carrying charge to the Government 2, 3, or even 4 bil- 
lion dollars a year? 

It would decrease the cost, let us say, of what the Government is 
going to buy for national defense over ‘the next few years, 20, 30, 40, 
er 50 billion dollars, and if it did decrease or hold prices down w here 
the American people would save literally billions and billions of dol- 
lars. Is not that good, sound common sense? Is not that good, sound 
business, if you can spend $3 billion and keep prices down $20 billion, 
have you not made $17 billion in the purchases the Government makes 
itself, plus the fact that you have kept prices down for the American 
people to the tune of billions and billions of dollars? 

Senator Roserrson. I do not believe it is going to work out that 
way, because I think the people in Virginia are as conservative and 
thrifty as they are in the average State. I get out into Virginia on 
these pretty week ends as often as I can. Last week end I drove down 
to Bath County, a very lovely section near my home. Coming back 
I saw where somebody had started a house. It was not a big house; 
it was a relatively small house. He evidently ran out of money, be- 
cause he had finished only about a third of it. But over that third 
was a television aerial, and outside a great big automobile. If a man 
buys his television set and automobile first before he has finished a 
house to live in, what interest rate would you have to offer him to 
keep him from spending what money he has got, to say nothing of 
going into debt to give him credit? 

Senator Carenarr. The time is going to soon come where you are 
going to have to sell a lot of Government bonds to the people, and hope 
that they will hold them over a period of years. They will only buy 
them if the return is an incentive or is sufficient so that they are making 
money on them. We just ought to make up our minds to that, we are 
not going to do it otherwise. They ought to be the kind of bonds that 
they will hold as a part of their savings, rather than spend. 
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I think one of the best ways to solve this whole problem—and I 
know the Federal Reserve is doing something about it at the moment— 
is to increase the interest rate on Government bonds as an incentive 
for people to buy them, as an incentive for people to hold them, and 
eliminate all this great amount of credit that we have in the United 
States, thereby holding prices down. It will mean a saving to the 
Federal Government in the things that they are going to buy with 
the money that has now been appropriated. 

As our able chairman was telling us, the Defense Establishment says 
that last October, with a given ¢ amount of money, they could buy 11,000 
tanks; now they can only buy 7,000 tanks. 

The Cuan. That is the testimony. What we ought to be worry- 
ing about is this $48 billion we have appropriated and we have lost 
alres dy. 

Senator Capenart. The recent reserve requirements of all banks, 
Federal and State, ought to increase the interest rate on Government 
bonds. We ought to sell many billions of dollars’ worth to the people 
at an interest rate that is attractive to them, so that they will hold 
them. 

Senator Roperrson. But I call attention to the fact that you cannot 
issue a new series of bonds at a higher interest rate without doing 
something about the $257 billion of bonds that are already outstand- 
ing. 

Senator Caprnart. I appreciate that. 

Senator Roperrson. Those are held by banks and insurance com- 
panies. If you increase the rate you have got to do one of two things; 
you have to exchange those bonds at the ‘higher rate to get them to 
hold them and give them an unearned increment, or else they are going 
to drop them in 1 the market and you have to buy them. 

Senator Caprenarr. I appreciate that that is no easy problem and 
we should have thought about that, of course, 2 years ago when we 
were issuing these $257 billion of bonds, but I still maintain it is the 
one thing that we ought to do. I think the quicker we do it, and ac- 
tually do it, the better off we are going to be. I am not going to say 
at the moment that we will not need certain controls above that, but 
I will say to you if you do not do that and can cut down credit you 
will not control inflation. 

The Cratrman. Senator Schoeppel. 

Senator Scnorpret. Mr. Chairman, after listening to all these pre- 
dictions as to what the Government is going to continue to spend, I 
do not know what incentive there is for the average American tax- 
payer and American citizen to be very enthusiastic : about saving money 
when the Government of the United States is running amuc *k like a 
drunken sailor, spending money and wanting every cockeyed kind of 
a program inaugurated at home besides national defense, throwing 
billions and billions all over the world. We sell bonds to do that; 
the average American stops and says, “Well, if the Government does 
that, what incentive is there for me to be frugal. I might just as well 
get these goods while they are able to be gotten and move out on it.” 
When we add over 2,200 to the public payroll every day, why, we can- 
not expect the American people to be too enthusiastic about saving a 
lot of money. I think what we have to do is be realistic about the 
money policy, cut out a lot of this credit and get down to brass tacks 
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on the type of legislation that is going to mean economy even in the 
military program that not so many people want to question seriously 
because of the implications that follow if they question it. 

The Cuarmman. Senator, I thoroughly agree with you, but I am go- 
ing to assure you of this much, I am certainly going to question 
this $62 billion appropriation and every billion-dollar item—every 
item init. I want to agree with what Senator Capehart said on the 
floor yesterday. I do know there is-2 general price rise of 20 percent 
over everything, and I can only*tell you what General Marshall and 

the Chiefs of Staff and the people that testified before the committee 
said. Another thing—of course, we are getting off the subject, but 
we have the Veterans’ esc pm Mar bill up here now, and they 
want a huge sum of money. I do not think it is generally known, 
but there is not one nickel there for any veteran from Korea to go to 
school or get the benefits World War II veterans got. The V eterans’ 
Administration bill was reported yesterday afternoon, and I called 
attention then to the fact that there is not a nickel for Korean veterans 
to go to school or get any GI benefits. We passed a bill the other 
day from the Finance Committee that gave these veterans hospitali- 
zation, but there is not one dime appropriated for these World War 
III veterans, except insurance. 

Senator Carrnartr. They are going to send that up a little later. 

The CHarrman. That is coming up later and that is going to be a 
big one. I do not mean to burden you with our troubles, but we 
have plenty. 

Mr. Kirin. Mr. Chairman, I have troubles, too. The point which 
was made, many of the points which the Senators have been making 
with regard to cost does not change the basic fact that the costs are 
going to be big. They are going to be paid either with inflation or 
with taxes. 

Senator Carenart. They are going to be paid, even with the great- 
est economy possible exercised. "They are going to be big even though 
you cut out all new spending on all new projects. They are still 
going to be so great that we are going, in my opinion, to have to in- 
crease the interest rate on Government bonds in order to get the people 
to hold them and keep that money out of circulation. 

Mr. Kuine. Well, I should like to depart very briefly from the 
statement and say the statement I made a moment ago, which may 
have been misunderstood, was that this bill is going to be paid. It 
is paid in a very real way when you take goods, t take labor, and you 
build other things than consumer commodities. 

Senator Rosertson. Well, I just wanted to ask this further ques- 
tion in connection with what the Senator from Kansas said about how 
discouraged the American people are. I know they are discouraged 
about taxes and cashing in these bonds and withdrawing their savings. 
They feel they cannot do this, and they cannot do the other. 

Do you know of anybody so discouraged that he would rather 
quit what he was doing and get on the firing line in Korea ¢ 

Mr. Kune. I do not, and I do not know “anybody so discouraged 
that he would rather go to Russia and give up his freedom. 

Senator Ropertson. Well, that is right. Do you not think that is 
a pretty good proverb that says, “I had no shoes and complained until 
I met aman who had no feet”? 
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Mr. Kuine. I think that is an excellent proverb. 

Senator Roserrson. That is what we may be up against if we do 
not spend enough to get strong enough to head off these Communists 
that would beat our brains out. 

Senator CareHartT. But you do not get strong with money, you get 
strong with physical things. You get strong “with tanks and guns 
and wheat and corn and meat, and so forth. “You do not get strong 
with money. You cannot shoot money. 

Senator Ropertrson. Well, it has been said that with every admin- 
istrative expense closed up, everything shut up, no costs at all, have 
no expense at all but the military, you would still have the $62 billion 
budget, and that is more than our revenue is going to be. 

Mr. Kurne. I want to make the point again, that this bill is going 
to be paid, whether it is taxes or its equivalent in inflation. The in- 
flation may be delayed by selling bonds to the public, which is a very 
good thing, but it can only happen in the circumstances and in view 
of the inflation or the Second World War, if the people have con- 
fidence in the continuing safety of the American dollar, and we have 
a program here that is a tough program that is not concerned with 
stop-gaps or palliatives, it is the real thing. Since it is going to be 
paid, what we need to do is to determine what is a sound program 
in these United States, and we are free to do it. ‘The assumption that 
we are not free is not a sound assumption, in my opinion. We can 
decide what ought to be a domestic program and what ought to be 
the program with regard to defense, and | think that the American 
people have all the courage and self-reliance necessary to evolve a 
program to pay the bill. Tf we can decide what the program is then 
we are in a position to decide a program to pay the bill, and it is the 
only way to stop inflation, and that is what we are very sincerely 
concerned with. 

The Cuatrman. I agree with you, Mr. Kline, but I do not think 
that we will ever get a program to balance the budget by putting 
enough taxes on the people. I cannot understand it. I cannot figure 
it out. Senator Robertson said the House has given a little tax in- 
crease, but that is all but gone with the wind with the increase in cost 
of the Army budget alone. 

Senator Capenart. It is an interesting thing. They increased 
taxes in the Ways and Means Committee 1214 percent, but in some 
brackets now it is 91 percent. Twelve and one-half percent brings 
it up over 100 percent, so the man would owe the Government in 
addition to his rate X amount of dollars, to show you how ridicu- 
lous sometimes people can get when they do a thing of that sort. 

Mr. Kure. I should like to make a comment here with regard to 
the second point I'made, which is that the defense of America has 
two major points: One is the military and the other is this produc- 
tiveness of the American economy. I have not the least doubt. but 
that one of the best protections and one of the great coalescing forces 
of the so-called free nations is their confidence in observing the « capac- 
ity of the American people to produce, both at home and abroad. 

The substitution of rationing coupons and political decisions for 
the automatic functioning of the market inevit: ably moves in the diree- 
tion of per capita distribution on the political basis of one vote, one 
share. This is not only not the American way, it is not the way by 
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which America got the leadership of the world in production and 
distribution, but it is somewhere near the other way. It is in that 
context that we are prepared to propose the kind of tough program 
which we suggest. I am confident on the other hand that with price 
controls we are far more apt to get a serious inflation than we are 
with a system where the bill is honest and people know what money 
is worth all the way through. 

Price and wage controls are an ineffective and unworkable approach 
to the problem of preventing inflation. They are a clumsy and ineffli- 
cient substitute for the automatic functioning of a free economy. 
They cannot possibly prevent inflation, because they strike at the 
symptoms and not at the causes. As a matter of fact, if a Govern- 
ment were to decide to deliberately create an inflation, it would want 
first to put on price controls so as to conceal from the people, as long 
as ea iia the fact that the value of their money was being destroyed. 

By creating confusion, disrupting normal business procedures and 
relationships, ceiling regulations make a job of getting production 
vastly more difficult. 

On this point they waste manpower. Manpower is one of the things 
we do not have to waste in this country. They use a great deal of 
manpower in the Government writing regulations. This is obvious, 
and everyone can see it. But far more importantly they waste a tre- 
mendous amount of manpower in every level of business reading 
regulations, trying to understand regulations, trying to do business 
and stay out of jail. 

Senator Rozerrson. Would you yield there? 

Mr. Kurne. Yes, sir. 

Senator Roserrson. If you think that price and wage controls ipso 
facto are inflationary, how do you explain the testimony of the wit- 
ness before us yesterday, that of all the things that had advanced since 
the war, rents has advanced least of all. Did we have control of rents 
or did we not? 

Mr. Kuine. This question would seem to be a rhetorical question, but 
the fact of the matter is 

Senator Rozerrson. This is not rhetorical. You can see from expe- 
rience. 

Mr. Kune. It is not too difficult to explain. Take a short-run prop- 
osition, it does not necessarily prove what it seems to prove. For 
instance, let us look at rent control since the Second World War. In 
the spring of 1947 I traveled 1,600 miles in a bus in southern France, 
and I did not see a new house. There were a great many new houses in 
the United States. One of the things that has happened in the United 
States is the movement out of rent property into other property be- 
cause of rent controls. It would take a lot more facts with regard 
to what goes on in this country to prove that that was a significant 
fact in the cost of housing for all the American people; significant for 
the people who happened to have rental property in the areas where 
there is rent control. It can also be said that if one made a real study 
of rent control in a lot of areas he would find areas where there was 
not rent control and where rent was very reasonable because they had 
used the American way to get more housing. 

I am simply saying that to take this thing out of context in a short 
period does not prove what it seems to prove. I think that you start out 
with this kind of control because there are shortages and you end up 
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by continuing the shortages by taking the incentive out of increasing 
available housing. ; ' 

Senator Rosertson. I am prepared to concede to your major thesis, 
that if we do all the things that we recommend to affect the causes 
of inflation, we would not have to do anything to try to control the 
effect, but I do not believe that any member of this committee is pre- 
pared to categorically say that he thinks the Congress is going to do 
all of the things that you have recommended, increase reserve require- 
ments until banks are right down at rock bottom, including State 
banks under control, increase Regulation W on automobiles, second- 
hand automobiles, washing machines, radios, increase Regulation X 
on credit for houses, increase taxes, and reduce expenditures until 
we have a balanced budget. Now those things are not in sight. Some 
of them will be done in part measure. 

Then where does that leave us if we still increase money pressure? 
When we first hit a billion dollars a week for defense spending and 
ultimately get it up, as they propose, to a billion and a quarter a 
week, do you think we could go deliberately this fall or next winter 
into an expenditure of that kind without any checks whatever on 
vages or prices ¢ 

Mr. Kuine. There would not be anything in my testimony which 
would suggest that we-could do this deliberately and without a pro- 
gram to pay the bill, and I am confident the American people have 
the courage to do this when they understand this bill is going to be 
paid anyway, and that as a matter of fact, if they decide on a pro- 
gram of defense then the best way to pay it is with an equitable 
proposal where they do pay it with taxes and keep the “free choice” 
of the American system. 

When you go the other way they not only destroy their own 
privileges and rights and take incentive out of the system, but they 
also reduce the production, which is one of the very greatest defenses 
that we have. 

The CuatrmMan. Well, they have a definite plan, Mr. Kline. They 
have a plan to spend the rest of the $48 billion that has not been spent 
plus $62 billion more. 

Senator Carenart. Plus $814 billion for foreign nations. 

The Cuatrman. And you are going to add to that the veterans 
of world war ITT, or the Korean War. 

Senator Carenart. At the moment we are going to have a budget 
of over $100 billion. 

Mr. Kune. Again I say that the dependence of the American people 
on the Congress and these matters is complete. We have in this 
country freedom by law. Congress writes the laws. I am saying 
to you that as one great group of American citizens we are prepared 
to take this route. We do think that it requires a firm decision with 
regard to what we are going to do. We do know that it requires 
an efficiency in Government both as it relates to domestic expendi- 
tures and as it relates to defense, and we are thoroughly aware of 
the fact that we can destroy our country with a continuing defense 
program in which we do not insist on these essentials. We are just 
as confident that the American free choice, opportunity system is on 
the way out unless these things are understood and this bill is paid 
and inflation is controlled. We are confident that America’s oppor- 
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tunity system can be destroyed with inflation, and we are also con- 
fident, from observation in this country and in other countries, that 
it is more apt to be destroyed with a palliative of price controls which 
kids the people and makes them think that the earnings which they are 
getting are honestly related to rigged prices, and there is no truth 
in it. The fact of the matter is that when the prices are rigged and 
the people get rich with money whose value is decreasing because it 
covers an unbalanced money budget with new money payments by 
the Federal Government, that atthat time they are going in the direc- 
tion of per capita distribution of goods which we think is inappro- 
priate to an enduring period of defense. 

Senator Roperrson. I am not trying to defend the way all of these 
controls have been exercised. You speak for the American farmer. 
I represent a State that is still primarily an agricultural State. 
although we would like to see it about 50-50, that is, industrial and 
agricultural. In my opinion a farmer can protect himself in a period 
of inflation better than he can in a period of deflation, and I have 
never known in the history of any period of extreme inflation that 
did not ultimately turn into a period of deflation, and generally the 
deflation is as severe as the inflation preceding it has been. 

You know and I know that in a period of deflation the farmer 
becomes helpless while the manufacturer can still control his output 
in the way that he does not have to dump his products at a loss, and 
the farmer has to dump them. That is one thing that disturbs me, 
and if we do not do everything in our power to prevent this present 
program of tremendous diversion from peacetime consumption to 
war expenditures from causing ruinous aelation. the farm group will 


be hit harder than any group in the United States except possibly 


the widows and orphans, arid old people who cannot work. 

Mr. Kurne. Yes, sir. We appreciate fully what the results of infla- 
tion and the succeeding deflation are, and that is the reason that we 
can offer the kind of program that we present here. 

I should like to continue by noting that the continuation of price 
control threatens the respect which we have for law, and that price 
controls continued over a significant period break down the ideals and 
concepts on which our country’s solidarity depends. Black markets 
and maldistribution are an inevitable consequence of price controls. 
I know that this is often argued against; I merely state it as a fact. 
We had experience ourselves before. This thing happened in many 
countries of the world where you put the price of material below 
the supply and demand price you get a black market. 

In this country the black markets are more extensive and there are 
various reasons for it. One is that the country is a very large country. 
Another one is that there is a certain independence of spirit in the 
American people. At the presnt moment there is also a very con- 
siderable discussion about what sort of national program does make 
sense. This is the fundamental necessity we have to decide, and then 
ourselves make up our mind that we are going to pay the bill. 

Senator Roserrson. Let me ask you a question there, and that is 
about beef, that has me a great deal disturbed. 

Mr. DiSalle claims that beef is now 150 percent of parity and that 
he is going to roll back to 125 percent of parity and that ought to be 
enough. ‘The witnesses before us this week have testified that there 
has never been any accurate and fair estimate of what parity on meat 
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is. Do you know whether a parity price on beef, in your opinion, 
accurate and as fair as has ever been established ? 

Mr. Kurne. The fact of the matter is that parity, in the language 
of the Farm Bureau, has been used as sort of sound way to judge 
farm prices so that you can see whether they are fair or not in rela- 
tion to nonfarm prices and wages, but not as a basis for guaranteeing 
profitable prices in agriculture. This you know well from the stand 
of the American Farm Bureau over the past several years. 

The Carman. It has nothing to do with profits. 

Mr. Kune. Yes, sir. I believe it would be impossible today with 
beef grown under all the various conditions to say what was a fair 
parity for beef any more than it is possible to say what is a fair rental 
on a lawyer’s office. 

Senator Roserrson. With all due deference to our tobacco farm- 
ers—and we have a lot of farmers in Virginia, and I have been with 
them—is it not a fact that they complained of the first parity formula 
on tobacco and then we changed it once and raised it, and then we 
changed it the second time and raised it to get what we thought was 
a fair parity on tobacco; is that a fact? 

Mr. Kurne. It is quite true that tobacco has been treated differently. 

Senator Ronerrson. And there has never been any change or any 
effort to change, or reestimate, what is a fair parity on beef, has there? 
There has never been any real effort made to scientifically assign to 
the production of beef an accurate and fair parity value. 

Mr. Kune. This gets into a rather involved discussion on parity 
which is a complicated proposition itself, but the fact of the matter 
is that we evolved and supported a 10-year moving average plan as 
a substitute for the old parity. It related in the parity definition of 
the price of a particular commodity its actual relationship to the 

value of other commodities over the past 10 years, so that you did 
get into a situation where you had the actual demand situation as it 
was reflected in the market place in the United States. That would, 
and did change the parity on beef. 

The CuHarrman. Of course, Mr. Kline, I do not have to tell you 
that a lot of city boys believe parity is the cause of inflation. 

Mr. Kune. If that is the case, it is because they do not understand 
the situation. 

The CuHamman. Of course. 

Mr. Kune. I should like to make another point here—that when 
prices are set and costs rise gradually and the various elements have 
caused that capacity to rise in a period of this kind, that there come in 
inevitably proposals for subsidies. They are part of the proposal sys- 
tem and they lead to a situation where you have the price fixed as a 
level in the market place well below cost and the difference made up 
of subsidies. This gets us into a terrific political situation. When 
you have prices at one level, costs at a materially higher level, and the 
difference made up of subsidies, and the people have learned to believe 
that these rigged prices were honest prices, the political job which is 
involved in going back to a free-choice system, which I firmly believe 
is the basic essential of America’s productiveness, becomes a practically 
impossible one. 

This I have observed in our own country with some of the subsidies 
after the Second World War and have observed it very closely in Great 
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Britain where they have a great deal of it and have never gotten out 
from under it. 

Senator Ronerrson. What about section 103 that would give the 
Government the right to become the purchaser and distributor of for- 
eign wool? Do you think that that is good or bad ? 

Mr. Kutne. As I mentioned earlier, with regard to foreign wool, 
wool is a very special commodity, and before I answered on a particu- 
lar coramodity I would have to study the commodity. But I think 
that the provisions in this bilfwhich relate to both the matter of 
being able to buy and resell at a loss, if necessary, and cover the differ- 
ence in subsidies, if deemed wise, and to buy facilities and to operate 
facilities—I think all these sort of things are the kind of things which 
if actually exercised in this country over a considerable length of time 
would make it relatively impossible to return to the sort of productive- 
ness that we have gotten out of free capital from free enterprise and 
free labor. 

Senator Roserrson. Do I understand you are definitely opposed to 
subsidies and you are definitely opposed to the Government going out 
and buying farm products and reselling them here ? 

Mr. Kurne. Yes, sir. 

Senator Moony. Mr.Chairman. Mr. Kline, I would like to get your 
position clearly. Your program for credit controls and pay-as-you-go 
taxation, of course, is a fundamental and commendable way to fight 
an inflationary gap. I am wondering, however, if because of heavy 
spending and the diversion of civilian goods to the military, we simply 
cannot close the inflationary gap by those means. Then would you 
accept price controls or do you feel that under no circumstances should 
price controls be imposed ? 

Mr. Kune. I would not say that under no circumstances should we 
use price controls and all the things that go with it; that is, the use 
of the subsidy, the use of rationing, and per capita distribution, but 
I believe this situation would be one in which we had fallen down, 
we had failed in the effort to avoid the third world war. We were 
coming to a situation where we were, say taking half, for instance, of 
the total gross income of the American people and spending it in an 
effort to survive. Now, in this situation it makes sense to divide 
what is left on a per capita basis, and I would be in favor of it because 
the proposition is then to survive. But also remember that that is a 
different situation than this in that you have terminal facilities, and 
the terminal facilities are these: That next week, next month, next 
year at the earliest possible date we come to a conclusion and we go 
back to the American way. 

Senator Moopy. I am certainly in favor, of course, as I see you are, 
in allowing the economic forces to operate whenever they can operate 
without exposing us to an inflationary spiral. I notice here you say 
that price and wage controls are ineffective and unworkable as an 
approach to the problem of preventing inflation. I wonder what you 
feel about their suecess during World War II. The figures show that 
for 1943 to 1945 the consumer’s index went up from 123.7 to only 
128.5. That was 5 points during the time of the heaviest spending and 
the greatest production we have had, and, of course, those controls 
were lifted in 1946, and in the subsequent years it went up about 20 
points, to 184. Do you not feet that they were a necessary part of 
the system in the Second World War? 
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Mr. Kurne. I think we would have been a lot better off if we had 
been able oor ay at least more of the bill directly. 

Senator Moopy. You are speaking there of your taxation. 

Mr. Kune. Yes, sir. I would like to answer your question. The 
assumption that what happened after price controls went off was 
inflation seems to me to be an unsound assumption. Inflation took 
place when we increased the money supply by paying the bill with 
new money. Then we submerged the inflation with price controls and 
with rationing and with all the things that went with it, which I do 
not need to explain to the committee. 

‘ When we went back, all we did to go back to the freedom of 
choice, the consumer preference in the market place, the individual 
decision with regard to what to do and how to do it and what to buy 
with what he got for what he did. This is all we did. Then all we 
got was an honest relationship between the money in circulation, the 
desires of the people to save or to spend the money which they made, 
and the amount of goods and services available. This caused some 
prices to increase dramatic ally. It was one of the most dramatic 
periods in which all of the prophets of doom proved to be wrong, 
in which the American people’s productiveness expanded very 
dramatically, and in which they got a great many things, such as 
housing, automobiles, and also leisure and books and m: igazines, all 
of those things. It was one of the most productive periods in the 
history of America. 

Supposing now we had continued the delusion that what we were 
doing was controlling inflation and continued the effort to deny the 
citizen the right of consumer preference in the market place. I think 
that productiveness would have been impossible. 

Senator Carenart. Mr. Kline, you said that you would be in favor 
of controls if we were using possibly 50 percent of the national income 
for the war effort. That is exactly what we were doing in World War 
LI. 

Mr. Kurne. That is right. 

Senator CaPEHART. Today we are only using about 8 percent, and 
the best estimate I have heard is that it will not go beyond 18 percent 
in the next 12 months. You said you might well be in favor, if we were 
using 50 percent of our national income for war. That is exactly what 
we did in World War II, and we had controls in World War Il. But 
at the moment we are only using about 8 percent, I think it is, for 
national defense. It will go up, I understand, to about 18 or 20 per- 
cent within the next 6 to 12 months if this program is carried out. 

Senator Moopy. Mr. Kline, in your statement a moment ago where 
you said the inflation was created during the war period by creation 
of new money, of course, the inflationary pressure was created in that 
period, but the actual translation of that pressure into higher prices, 
of course, could not take place until those controls were removed. I, 
of course, would not contend that controls could or should be kept on 
indefinitely, and I agree with you that the action in the market place 
subsequent to lifting controls was responsible for a great increase in 
production. I am wondering how you would feel about our present 
policy, when we are going to take such a large proportion, I believe the 
estimate was $50 billion, of the goods that are to be created next year 
out of the consumer markets, and at the same time will be creating 
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that money as we did during World War II. That was my point of 
my question, sir. 

Mr. Kurine. Mr. Chairman, I believe I might save considerable time 
and still answer your question, or enable you to point it up on the basis 
of our recommendation, if I turned clear over to page 9 of my state- 
ment and read the specific recommendation which I make. 

The Cuarrman. Go ahead, Mr. Kline, do what you wish, because 
the committee wants to hear all that if can from you. 

Mr. Kune. If we really want to control inflation, and our national 
welfare demands that we do control it, we must do the following 
things: 

1. Meet increased demand with increased production wherever pos- 
sible. This will be much easier to do if we discontinue price and wage 
controls and thereby avoid strangling our economy with unworkable 
regulations. 

2. Eliminate all nonessential Federal expenditures and institute 
real efficiency in all Government activities, including defense. The 
bill must be paid. We must make the hard decisions necessary to 
insure that we get a bill which we can pay. 

We believe that Congress can, and head, make a 20-percent reduc- 
tion in the administrative expenses of the activities of Government, 
including those in the Department of Agriculture, not directly con- 
nected with the national defense. In the present situation, we not 
only must cut administrative expenses, but we must also cut non- 
defense program expenditures throughout the Federal budget. As an 
indication of our willingness to do this in agriculture, we have recom- 
mended that the authorization for a 1952 agricultural conservation 
program be reduced from the budget estimate of $285 million to 
$150 million. 

3. Continue to emphasize measures to restrain credit. 

Selective credit controls, such as have been applied to installment 
buying and home financing, can help, but measures to restrain the 
over-all expansion of money and credit are more important. 

4. Encourage increased private saving. 

This will be much easier to do if we adopt a realistic program to 
control inflation and thereby reassure our people as to the future 
value of present savings. 

5. Continue to stress the sale of Government bonds to individuals 
and nonbank investors and take steps to prevent a further shift of 
nonbank-held negotiable bonds to the banking system. The establish- 
ment of confidence on the part of the people that inflation is going 
to be curbed is a prerequisite to an accelerated voluntary savings pro- 
gram. The average citizen wants to know, and has a right to know, 
that the purchasing power of his investment in bonds is not going to 
be diluted so that a bond buys less at maturity than did the original 
amount invested. The people of America are looking to the Congress 
of _ United States to take such action as will provide this assurance 
to them. 

6. Manage the public debt so as to make a maximum contribution 
to price and economic stability instead of with the objective of keeping 
interest costs at a minimum. This means that the Federal Reserve 
System must discharge its statutory responsibilities by relating its 
purchases and sales of Government obligations to the Nation’s need 
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for money and credit instead of endeavoring to peg the market. Con- 
siderable progress has been made in this direction since the Treasury 
and the Federal Reserve Board reached their so-called accord on debt- 
management policies. 

7. Finally, we must pay the bill through higher taxes. 

It is a delusion to believe there is any other alternative, or to believe 
that price controls in any way contribute to the solution of the prob- 
lem. If the bill is paid by taxes, people will know that they are paying 
it, and we will have the opportunity to distribute the burden equi- 

tably on the basis of ability to pay. At the same time, we can reduce 
the inflation threat by bringing consumer purchasing power more 
nearly in line with the av: ailable supply of consumer goods. 

I note here again that there is no question, none “whatever, about 
where the leadership i in producing and distributing goods is in the 
world. At the turn of the century the question became one on which 
there was no difference of opinion possible. It is in the United States. 
I have the conviction that this proposition of freedom of choice on 
the part of the individual citizen of a Government tuned to the propo- 
sition of being creative of opportunity and creative of the kind of en- 
couragement which leads the citizen to develop his abilities to use his 
opportunities to deliver the goods and to believe that, if he does, he 
will go a great deal better than if he does not, I think that this proposi- 
tion is a fundamental of the proposition, which has taken the leader- 
ship in producing and distributing goods, not in an incidental way, 
but in one of the most dramatic ways that has ever come to pass. I 
just do not believe that we can do it with a political determination 
in the economic field of who is to do what and what he is to get for it, 
and that sort of thing. 

Senator Moopy. May I comment for a moment on that. I do not 
think you would find anyone on this committee, Mr. Kline, that dis- 
ugreed with your statement of what has made America great, produc- 
tiveness and the free play in market. The problem we have to face 
nere is whether during this period which has been defined by Mr. Wil- 
son as 2 years, when we, as a country, will be trying to increase pro- 
duction to a point where the inflationary gap will not exist, whether 
or not unusual emergency controls are not necessary during that 
period only. 

I noticed here on page 10 of your statement under your fifth point, 
you say that: 

The establishment of confidence on the part of the people that inflation is 
going to be curbed is a prerequisite to an accelerated volunts iry savings program, 

I think that is a very good and very important point and, believe me, 
there is no one on this committee, I am quite sure, who wants to have 
any more control than they think is the minimum necessary to accom- 
plish that and other aims. It has been testified here that Canada, 
which has tried the indirect control method, has seen a much more 
rapid increase in prices than we have, even though we were late in 
applying those controls. 

T would like to renew the question I asked you a while ago, that 
in a period of emergency where it is not necessary to find some tem- 
poser: y means of keeping things in balance so that we will not get a 

idding up of prices, wages, and so forth, that cannot benefit anyone, 
including the farmer, in my judgment. 
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Mr. Kune. My answer to that is implicit in the evidence already 
en but I should like to state the reasons for the answer, if 

may 

First, with regard to Canada, of course the most important fact in 
Canada’s s economy is what happens in the United States, because we 
are close to them and there is a very free movement back and forth 
across the border. 

Senator Moopy. But their prices: have been going up faster than 
ours have. m 

Mr. Kurne. Secondly, I do not: think that—you would have to 
know the conditions in Canada, but I make the point that it would be 
quite impossible for Canada not to have an inflation, if we have one, 
because we dominate the Canadian economy in such a dramatic sort 
of way without ever intending to at all. 

Senator Moopy. That is true, Mr. Kline. The point that was made 
here the other day was that Canada has applied very tough and direct 
controls. They have a general sales tax. They have an excess tax 
of 25 percent on automobiles, so you have to pay 35- -percent sales tax 
to buy an automobile. They have been very tough in applying the 
very program, as I understand your program, that. you want to apply 
here, and yet their prices have gone up much more rapidly than 
prices in the United States have gone up. 

Mr. Kune. May I make a further point: It is my reasoned convic- 
tion that prices in this country are higher than they would have been if 
we had not had the act of September 8, 1950, and the discussion preced- 
ing it and the activities following it. I have made the point earlier 
that we created the psychology of inflation, as we were the controlling 
factor, not Canada, in the rise in Canada’s prices. 

I started to cite what had happened once, but did not finish it. 

The total sales during this period were very much higher than the 
year before. I am not sure of the figure, but maybe 13 percent. For 
the month of January I remember they were 30 percent at retail, 
approximately. In addition to this, businessmen made judgments on 
the basis of very largely the proposition and psychology that prices 
were going to be controlled pretty soon and wages were going to be 
controlled | pretty soon, and we had better get re: ady. So it was wise 
to raise prices even though it was not necessary. It was wise to raise 
wages even though it was not necessary, because you could not be 
raided and your labor taken away. The inventories proposition was 
also an obvious one, and inventories, as I remember the figure at the 
end of March, compared to a year earlier, were up several billion, so 
the productiveness of‘the American economy did not break down. 
Now, it is also true that the budget was balanced; in fact, it was over- 
balanced about $1.8 billion from the beginning of the period to the first 
ist of January, 1951. What we demonstrate here is that carried over 
from the inflation of the Second World War we have the basis for an 
extraordinary inflation, and if we are going to survive as a free 
people you have to understand the proposition and act intelligently, 
because if we re-create a situation like the Second World War under 
price controls of submerged inflation, the job will be very much more 
difficult than it is now. 

I think we are currently in a situation where we have both the ability 
and the courage to pay the bill, but I do not think we can do it if we 
take this narcotic en that you can fix these prices and control infla- 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1741 


tion, because it is not true. It is like putting an ice cube on the ther- 
mometer. It does not change the temperature of anything but the 
thermometer. Inflation is concerned with money. Price control is 
concerned with the rationing of currency in a different method of 
distribution. 

Inflation is really directed toward the proposition of consumer 
preference. Now, our first point is an important one, and that is to 
increase production where it can be done to meet demand. There are 
some places in agriculture where we are confident that it can be done. 
Some of them are the most sensitive areas. I myself am a hog grower, 
sir, and we can increase the production at hogs, and we can do it on 
a firm and enduring basis, and we can increase the production of things 
in back of the hogs, that is feed, but I am not sure we can do it under 
price controls. 

Senator Moopy. Of course, that is the answer. If you are going 
to check inflation, you must ultimately bring production up to the 
money supply. 

Mr. Kune. And keep the money supply down to the production. 

Senator Moopy. But is it not true, Mr. Kline, that if you have a 
situation where you must take out of the market $50 billion worth of 
consumer goods a year, or 2 years, you are going to have to do some- 
thing to keep prices from going up so high that it would be disastrous 
to all sectors of the economy ¢ ¢ Would you dispute that point 

Mr. Kune. No; but I would also point to the recommendation that 
we have made for doing it. We think they are the ones that will 
work, we know that they are tough, oon that they are harder to sell, 
and they are politically undesirable, but just the same they are the 
things that will do the job. 

My observation of this country in the Second World War and sub- 
sequently, and in those powerful countries which have become much 
weaker because of inflation, has been that what they did was to assume 
that you could control prices and distribution and rents, and all this 
sort of thing, and keep the power of the people to produce, and nobody 
has yet done it. 

Senator Moopy. Mr. Kline, I would just like to say that since the 
Korean invasion, the comparatively mild amound of inflation is mild 
compared to what we would get in a $50 billion military production. 
The amount of inflation we have had so far which, indeed, includes 
so far the factor that you mentioned, psychological and otherwise, 
has increased the prices of military goods alone more than the tax 
increase voted last year by Congress, so that the taxpayers have an 
interest in keeping those prices on a level while we are buying the 
military strength that we need to defend ourselves in this country. 

Mr. Kurnr. I was just agreeing with your statement whole- 
heartedly, but I would also insist that price and wage controls were 
not even a satisfactory stopgap to do that job. 

Senator Moopy. I refer you again to the figures from World War IT. 

Senator Ives. Mr. Kline, I would like to ask a question of you. It 
is a political question; it cannot help being so. You have been very 
cliscreet in the way in which you worded your statement. I would 
like to ask you if it is possible ever to control inflation or anything 
approac ching it if a large segment of the population has lost confidence 
in their Government ? 
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Mr. Kune. The answer would have to be “No.” 

Senator Ives. Is that not what we are largely faced with at the 
present time ? 

Mr. Kune. Since you have stated that this is a political question, 
then I do not think it is fair to ask it. I mean in this context: I am will- 
ing to have an objective discussion with regard to anything, but when 
you put it in political context, we being a great national organization 
and nonpartisan, then it does not seem to me a fair question. 

Senator Ives. The question was not aimed at the immediate situa- 
tion ; the question was hypothetical. 

Mr. Krine. As a hypothetical question it is easy to answer. But, 
you say is that not the situation now? It does not seem to be very 
hypothetical. 

Senator Ives. Well, I will take that back. 

Another question I would like to ask you, Mr. Kline, is this: Mr. 
Baruch, when he was here last year, was very insistent that all kinds 
of controls be imposed at once. I take it you disagree utterly with 
Mr. Baruch, insofar as his over-all approach is concerned. 

Mr. Kurne. I think that Mr. Baruch had a fundamental misunder- 
standing of our situation, that he was thinking of a period, where as he 
looked at it, this country was very greatly threatened immediately and 
therefore we were to go all out at once. But we were in no situation 
to goallout. The fact of the matter is that if you look at it logically, 
there is a good possibility of the United States of America over-arm- 
ing in the present situation and getting into a situation where 5 years 
from now we go to war whereas our objective is to avoid the war. 

Senator Moopy. You mean that we go to war in 5 years because 
we start it? 

Mr. Kune. Because we got into a situation which proved to be un- 
bearable. and additional people began to say this is unbearable, let us 
do something about it, and the psychology grew to the point where you 
did not quite have the patience and the resistance to do the things 
necessary to avoid the war. 

Senator Moony. Do you mean to say, Mr. Kline, you think the Amer- 
ican people would get into a situation where they would want to start 
a war? 

Mr. Kune. I have heard a good many people in America say, “Well, 
we are in the war now, for my money.” What I say to them then is, 
“If we should get into the war I will not have to explain the difference 
to you.” What I am trying to do is to restrain the psychology which 
says, “We are at war,” and to maintain the firm position that the major 
objective of the American people, of the United States of America, is 
to avoid the holocaust of a third world war. 

Senator Moony. Do you not think the best way to do that is to be 
sufficiently strong so that the Russians will not dare to attack us? 
Do you think there is more danger of our being over-strong than 
under-strong in this world situation ? 

Mr. Kutne. To the latter part of the question I would say “No.” 
Now, it is worthy of note that we are not at war with Russia because 
the Russians have not attacked us. The inititaive may have been ours 
a number of years ago, but it is not now ours. We have plenty of 
commitments whereby the Russians could have commenced war with 
us. We went into Korea; they had troops in Vladivostok. They had 
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planes, but they did not attack. They have troops in the Western 
European sector and there are plenty of troops there; they 
attack. 

Senator Moopy. They are conscious of the fact that we have our 
atomic bomb and our atomic air force. 

Mr. Kxine. I think they are conscious both of this military prop- 
osition and they are quite sure there is the possibility of having a 
devastating enemy in the United States. But also that they could not 
conquer the United States, and the second factor is no less important 
than the first; that one of the reasons they could not conquer us is 
because we have an indomitable spirit based on the self-reliance 
and courage which arises from our knowledge that the American way 
works, for no other reason. ‘Therefore, I am afraid of price ¢ entre 

Senator Moopy. And I think we all agree with you on that, but 
the question is whether or not we are going to do what Mr. Stalin 
would like to have us do, that is, explode our economy from within 
in a period when we have to devote so great a proportion of our 
industrial production to the very strength we need to deter them from 
a possible subsequent attack. But I do not want to delay the 
commitee- 

Senator Ives. Mr. Kline, I did not quite finish with you. These 
are not political questions. 

Mr. Kune. Thank you, sir. 

Senator Ives. The first question is this, and I was very glad to get 
your observation on Mr. Baruch’s recommendation. The next ques- 
tion I want to raise is this: Are you in favor, then—and I gather 
you are from your statement here—of eliminating and dropping en- 
tirely wage and price controls? 

Mr. Kurnr. Yes, sir. 

Senator Ives. With the idea that the other controls which you 
recommend would be quite sufficient ? 

Mr. Kune. Yes, sir. 

Senator Ives. You have seven recommendations here. 

Mr. Kurnr. Yes. I made only a general comment with regard to 
all the provisions of the proposed amendments to the act and of the 
act. We believe that you have to start with the philosophy of making 
the minimum interference with this American productive system, 
and that the obvious thing is, for instance, allocations, which are re- 
quired. This is a matter of producer rationing. We know that this 
is required on certain things like cobalt and possibly steel, that sort of 
thing. But we believe that when you start with price controls, you 
start with the maximum interference, and the one most unlikely to be 
able to get rid of. 

Senator Ives. I understand all that, Mr. Kline, but on the other 
hand, are we not, before too many months have elapsed, likely to run 
into a period where there are going to be shortages in certain con- 
sumer goods, 

Mr. Kine. The present supply of consumer goods is very good. 

Senator Ives. That is right; I will not argue with you there. 

Mr. Kurnr. In agriculture we have a dramatic capacity to supply, 
and there is just no country that is more fortunate than we now are. 

Senator Ives. Wait a minute. We have the capacity now, yes, 
but only up to a limited amount. I think only 8 percent of our pro- 
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duction is devoted to the war effort, or to the defense effort, as Senator 
Capehart says. We are anticipating about 18 or 20 percent. We may 
get consider: ably about 18 or 20 percent before we get through and 
still be technically at peace. Now on that kind of a Sais is there not 
inevitably bound to be certain areas of production where there is 
going to be a considerable scarcity of consumer goods? 

Mr. Kune. I think there will be. 

Senator Ives. How are you going to handle it? 

Mr. Kune. First, I think wé start in the areas where we can get 
the production, and I come back to agriculture. In spite of the short- 
ages, the inevitable shortages, some will be chemicals, some will be ma- 
chinery, some will be labor. In spite of that, if we really build on the 
techniques we now have at hand, we cannot only maintain, but we can 
increase the production and the quality of the American food supply 
and the fiber supply. It is a dramatic possibility. 

Now, in the other areas, I think it is very easy to adopt a scare 
psychology and fail to appreciate the ingenuity with which we can 
create substitutes for things. The basic proposition is that we have 

taken 20 percent of the gross national income; that means we have 
80 percent left. 

Senator CapeHarr. We are not taking it yet, but we will take it 
possibly the first of the year. 

Mr. Kune. We expect to take it, but so far the supply of goods 
is very high in this country. 

The CuHatrman. By October easily. 

Senator Ives. I admit that if you can sell your American people 
to take substitutes and if you can keep them away from this scare 
psychology to which you refer, perhaps you could eliminate price con- 
trols and I think rent controls with them. Perhaps we could elimi- 
nate price controls and get away with it, but do you honestly think 
that you can sell the American people on these things so that they will 
accept substitutes, so that they will not have a scarce psychology 
among themselves, and will not suddenly start stocking up when 
things begin to get scarce, as they inev itably will within the next 
6 months in some areas of productivity ? 

Mr. Kurne. Senator, it has been my privilege since Korea came 
along to discuss this thing with a great many people in this country 
in all walks of life. We started early on this proposition because 
we said here is a very great danger, and our organization has had 
a long history of trying to study the elements of a more stable price 
level so that it would fit into a system such as ours and do it suc- 
cessfully. We have this interest partly because farm prices go up 
and down so much more rapidly than farm costs. So we started early. 
We had a meeting the first week in August with some of the best ex- 
perts we could find in this country and our executive committee on this 
proposition. 

Then I started talking to various groups of people, and we analyzed 
our situation. My effort always was to attempt to analyze with them 
what the situation is. In direct answer to your question, I have the 
most extraordinary confidence in the American people. This propo- 
sition that I have been discussing with them has been based on the 
toughest analysis of this situation I know how to make. I said to 
them, “This means taxes,” and I said to them, “It does not mean some- 
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body else’s taxes either; it means yours. It does mean that if we do our 
best, however, we can have the maximum possible standard of living 
at the same time, and that we are free to make up our minds to do it 
and free to keep the productive sort of system out of which that 
standard of living is made; but, if it is going to be done, it is going to be 
your decision ; it is a tough decision, and you will have to make it, be- 

‘ause there is nothing wrong with that, because this is a free people, 
and it is your job.” 

Senator Ives. That is all right, assuming you can sell them on that 
idea. I am not so certain. I have a great deal of confidence in the 
American people, too. I believe the American people once they un- 
derstand the thing are always right in their determination on it, but 
sometimes they do not always understand all the angles on the thing. 
If you could sell the people on this question or not, you answered a 
hypothetical question I asked initially. I will not go into that now, 
but I will say this, that assuming that condition might pertain in the 
fall, which I indicated in my hypothetical question, the question of 
confidence in Government, assuming these other things pertain, which 
I have indicated, we might run into a serious condition. We might 
run into a case where the prices will go right straight through the 
ceiling, right through the stratosphere, might we not? You are bas- 
ing your whole idea on the thought that you can sell the American 
people on the fundamental rightness of our economy, which we all 
know is true, that it is fundamentally right, but you have to sell the 
American people on something a little more than that. You have to 
sell them on faith in it, faith in those that are running it. I do not 
know if you can do all that or not. 

Mr. Kune. Senator, it is my considered conviction, again with 
regard to the purely hypothetical situation, one in which you would 

say that there is considerable lack of confidence in the Central Gov- 
ernment. If you assume this kind of a situation in the United States, 
then I say to you that price controls not only would not work any- 
way but they will work far less well than a free system, bec “ause under 
that situation the breakdown in the moral fiber of the American people 
due to black market and circumventions and resistance and irrita- 
tions, and so forth, would be extraordinary. 

I do not think it is that bad in this country, I hasten to say, and I 
hasten to say that there is a fundamental confidence on the part of 
Americans that we still are free and that we still can answer the ques- 
tions, and even if the questions are tough we can answer them, be- 
cause the fundamental question which is raised in the domestic situa- 
tion and in the international situation is the question of survival of 
freedom, and there is no proposition to which the American people 
are so much dedicated, when they are aroused and understand the 
thing that is under question. 

Senator Ives. If you could only arouse them. I only have one more 
observation I would like to make. 

I am not aruging this with you at all. One thing that causes me 
to have some hesit: ancy in eliminating some of these controls like wage 
controls and price controls at this time is my fear of what may happen 
if after their elimination things would be much worse. I can plainly 
see a condition arising in which the overwhelming public demand 
would force the Government itself to take over everything in opera- 
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tion—the production operation—of everything, and that would be 
inevitably the end of our capitalistic society. It is a gamble, and 
that is one of my main reasons for wondering if we are not taking a 
wild chance when we do, at this present time, even consider elimi- 
nating price controls and wage controls. 

Mr. Kurne. I would like to comment on that. 

Senator Ives. That is bothering me a great deal. 

Mr. Kure. I agree entirely with what you have said, but my com- 
ment would be that there is nothing automatic about the survival of 
freedom. It is my opinion that this kind of self-reliance and self- 
determination, which the answer to this problem requires, is one of the 
fundamentals for the survival of freedom in this particular contest. 
There is a very great diminution of the freedom of individual citizens 
in an economic and political sense, in the so-called free nations, the 
more advanced free nations of the world. We are the stronghold, we 
are the cortex of this thing now. What we do is the most important 
thing to the survival of freedom, ours and others’ freedom. It would 
seem to me to be a travesty if the country which has the freedom, and 
understands the responsibility, assumed that the way to maintain it 
was to have this extraordinary release of local and individual respon- 
sibility to the Federal Government. I just do not think it makes 
sense. 

The Cnarrman. Senator Benton has a question or two along the 
lines of Senator Ives’ questions. 

Senator Benton. In line with previous testimony this week, could 
I ask you for a moment about meat and milk, just to try to get this 
clearer in my mind. 

Secretary Brannan showed when that shortages developed in the 
economy in other produéis, refrigerators, automobiles, and so forth, 
our people seemed automatically to switch to buying more meat, so we 
had in 1947 the highest per capita meat consumption in our history, 
several pounds even ahead of today. Do you not think that will 
happen again as these shortages develop of the kind touched on by 
Senator Capehart’s figures ? 

Mr. Kiinr. There is no question but that that tendency would be 
present. Neither does there seem to be any question to me of the wis- 
dom on a continuing basis of increasing the production to satisfy the 
demand—— 

Senator Brenton. This is the point. Let us say it goes to 155 
pounds, or 160 pounds, or 200 pounds, as one of the witnesses hoped 
it might 

Mr. Kune. A very optimistic witness. 

Senator Benton. Well, why not? I would just say from my own 
observation I think it is pretty hard to guess the limit of the American 
people’s desire to take meat if they have the money. Would you not 
accept that ? 

Mr. Kiine. Yes; high-quality meat. I would say I did not know 
the limit. 

Senator Benron. At some point will you not get great distortion, 
even in your agricultural economy, from continuing to emphasize and 
force production of meat in order to meet this expanding demand 
growing out of shortages in the balance of the economy ¢ 

Mr. Kuine. I think, Senator Benton, that the experience of the 
Second World War, because it is close up and it is American, is a 
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pretty ¢ good experience. The annual consumption of meat today runs 
15 to 18 pounds above what it did in 1935 to 1939. There was a con- 
tinuing increase in per capita consumption; that is, an upgrading of 
diets, an improvement of consumption. Supposing we were to go to, 
say, 165 pounds. The distortion would really not be a distortion 
because assuming now, again, that people like it and that it was an 
expression of their prefere nce in diet, and their preference as against 
other things which they might spend money for, because we have to 
compete for the market like everybody else. But just suppose now 
that we were able to furnish the high-quality meat. There is every 
reason to believe that if they went up to 160 pounds they probably 
would not drop back too far, and a good many of us who had been 
squeezed in our capacity to produce probably would be perfectly will- 
ing to drop back somewhat. So I do not think that distortion would 
be anything like the distortion you would get out of the political 
determination through price control and rationing. 

Senator Benron. When we have these abnormal factors entering 
into one aspect of the economy, to wit, shortage of automobiles an 
refrigerators, which is an abnormal control that none of us welcome, 
I am trying to query you as to what impact the necessary controls 
over our industrial machine, when we cut back on automobile produc- 
tion in order to produce tanks and our people cannot buy automobiles, 
have on meat. It would seem to me that at some point, whether it is 
160 pounds, 170, 180, or 200 pounds, you will have the problem either 
of holding back production or of controlling prices, one of those two 
things. 

Mr. Kune. You probably will not have the distortion from produc- 
ing 165 or 175 pounds pere apita if you use price controls. 

Senator Benton. Well, at some point. We cannot convert our 
economy or our resources and manpower overwhelmingly into meat 
production just because people want to spend their money on meat 
due to inability to spend it on other products. At what point would 
you think that you must have some effort to control either the pro- 
duction or the prices? If you do not control the prices you will have 
to control the production. The minute you control the production 
I would think you would have to control the prices, because you will 
have more demand than you will have supply. 

Mr. Kurne. You mean with regard to automobiles, now ¢ 

Senator Benton. If people want to buy 200 pounds of meat per 
capita and there are only 165 pounds available, the price will go up 
very rapidly. 

Mr. Kuixe. Oh, well, if you want to talk now about meat 

Senator Benton. I am just taking meat as an example of an agri- 
cultural product that is going to be ‘greatly affected by distortions in 
our economy and on which we can look forward confide ntly to a very 
rapidly expanding demand. 

Mr. Kurnr. We have had a considerable inflation and a very high 
demand over the past several months—— 

Senator Benton. We have felt that already. We have, I think, a 
152-percent price basis on meat, as was brought out the other day. In 
contrast, many other factors of the economy have had nowhere near 
uw proportionate increase. 

Mr. Kune. This is only in the case of beef, but again if we want to 
maintain a free economy we have got to have a certain amount of self- 
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discipline. There are lots of kinds of meat in this country which are 
relatively cheap. Meat itself has been upgraded materially since 
1935 to 1939. You can buy the diet which was the American people’s 
diet with 4 percent less of their income than it took then. There 
is nothing wrong with that, as we expect to buy tractors with less of 
our income because the American economy becomes more productive. 

I merely point out that it did take place. 

Senator Benton. If the people had the money and wanted to buy 
the beef, by what method do you get them to buy turkeys and chickens 
or fish ? 

Mr. Kune. We are talking about keeping the money supply down, 
and that is what has to be done. If, for instance, you roll back the 
price of beef—it was already nip and tuck between supply and de- 
mand—now you roll it back. Then you have 

Senator Benron. Do you not agree, though, that as 20 percent of our 
total production goes into the war economy that people will inevitably 
have more money to spend on meat, as they are unable to buy other 
products ? 

Mr. Kurne. If we have really an effective control of money supply 
there will be a modest increase only. 

Senator Benron. But you pay these people for making tanks. The 
man makes a tank and he gets his money. Now he goes out and he 
cannot buy the automobile with it and he wants to buy the meat. 

Mr. Kune. Well, we do two things with the money. One of them 
is increase the taxes, which we have talked a lot about this morning. 
The other one is a really strong voluntary savings campaign among 
the people. These two things are the way you get the demand down. 
Now, if we do a good job there and do a good job of production, then 
I think we have a very good chance to get meat at very reasonable 
prices, and I would insist that there is good nutritious meat at those 
prices now. 

Senator Benton. Let us admit that we had a good chance, but 
that this legislation is passed in part, as Senator Ives helped to 
bring out, on the assumption that some of these good chances do not 
work out and that we need the power and authori ity in the hands of the 
administrative officials in time of a potential price emergency. I 
would like to hope with you that we do have a good chance. f we 
have that good chance I would like to hope that the price controls 
will not be thrown in. 

We. had the poultry people here testifying yesterday, and they 
made a remarkable presentation, and their prices are 93 percent of 
parity today, or maybe 92 percent, and leas they go up another 
10 percent they will not get any price controls in poultry. Of course, 
that is, from my sté andpoint, is to be hoped for. But suppose they 
did go up 10 percent, 20 ea or 30 percent. As you know, from 
your long experience with Government, as you see reflected in the 
report of ‘the Joint Economic Committee, which reflects and embodies 
many of your recommendations, it must be conceded that we here do 
not operate our Government or do not have control of Government— 
we cannot automatically sit here in this committee and put these things 
into effect. We are having a tragic delay right now in getting our tax 
bill through. I do not know how to get that tax bill through—to 
get it through the Ways and Means Committee or the Finance Com- 
mittee, and 1 am sure you do not know how to get it through or you 
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would be getting it through. When you do not get it through these 
pressures mount. It seems to me we must have legislation that takes 
account of these risks and hazards. 

Would you say about meat, that if we did not have controls, and 
as the price goes up and demand goes up, there would be a tempta- 
tion to farmers and others to switch their production from milk and 
dairy products over toward filling this demand for meat ? 

Mr. eae There is not any question but that if costs went up dairy 
products would go up, too, and that both these things are tied to the 
proposition of whether or not we really control inflation, and that 
if we really control inflation and our program of production increases 
works, then we would have reasonable prices for food. We have 
every reason to believe that the production job can be done. 

Senator Benton. I did not put my question clearly. I was trying 
to show in the first part of my question distortions and shortages in one 
section of the economy automatically came over and affected meat, so 
you cannot keep farm products isolated and in a sense in a vacuum 
as a separate problem all by itself, apart from the balance of the 
economy. 

My next question is if you get this distorted demand for meat that 
is mounting much more rapidly than it would otherwise, and perhaps 
higher prices in a continuation of the present trend, would that in 
turn cause producers to switch their emphasis off of dairy products and 
more toward production of meat for slaughter ? 

Mr. Kuine. That would again depend on consumer preference. If 
people buy milk dairymen are going to produce it. 

Senator Benron. Then you would get competition and rising prices 
between meat and milk? 

Mr. Kiine. That is a fairly good definition of the consumer prefer- 
ence in the market place, which I think is the basis of American 
progress. - 

Senator Benton. ] agree with you wholly. I donot take any excep- 
tion to that at all. 

Mr. Kune. If a man wants to buy beer instead of milk, it is his 
privilege. 

Senator Benron. It seems we are in a crisis here where we do not 
have the competition in the market place because we are taking auto- 
mobiles, refrigerators, and all kinds of things off the market place. 
That destroys—— 

Mr. Kuine. Have you talked with the producers of refrigerators 
and automobiles lately? ‘lhe big shortage in the automobile business 
is warehouse space. 

Senator Benton. Again we are going to Senator Capehart’s state- 
ment of what we anticipate a year hence. This legislation is designed 
to provide authority for Government operating executives. No one 
Lelieves in the operation of a free market place more than Mr. Charles 
Wilson, and yet he sees the coming distortions out of the enforced 
shortages due to war production, and how we therefore cease to have 
a market place. When you cease to have a market place, of course, 
it affects meat, and when it affects meat it affects milk, and thus these 
unhappy controls tend to spread and generate other controls. That 
is the danger, a fear which I share with you. 

Mr. Kune. That is one of my points. That is the nature of con- 
trols. I do not think that they are an appropriate approach to this 
problem. 
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Senator Benton. Perhaps, in line with Senator Moody’s question, 
you would agree that if Congress is unable to apply the seven points 
which you have recommended we then face a problem that we do not 
now envisage. 

Mr. Kurne. I envisage the problem, but I think we are a lot more 
apt to solve it if we do not adopt this delusion of price controls. 

Senator Benton. There is a large element of delusion in it—I can- 
not help but agree with you on that—and it is d: angerous. 

Mr. Kune. There is not any doubt in my mind that it interferes 
with production also. 

Senator Capenart. I wanted to say this: I think we might give 
some thought to the fact that durable goods, particularly in the yea 
1950, might have been anywhere from 10 to 20 percent overproduc ~¥ 
and if there was no war and no inflation that we might well, in 1951, 
produce and sell anywhere from 10 to 20 percent less than the *y had 
been selling. I think they were overproducing. 

The Cuamman. I think that is‘absolutely correct, but, at the same 
time, I think the military is going to take 

Senator Carenart. It is going to take up a lot of the slack. 

The Cuatrrman. In textiles, for instance, we do not have the cloth. 

Senator Benron. Will not Senator Capehart agree it will take up 
more than the slack ? 

Senator Caprenart. I am using the figures the National Defense 
organization used, and I would say used about 8 percent and will 
use to about 18 percent, if there is no further increase. 

The CuarrMan. Have you about finished, Mr. Kline? 

Mr. Kurne. I would like to read the concluding paragraph of my 
statement. 

The Cruatrman. Senator Moody said he wanted to ask a question. 

I would like to say to Mr. ctelwer and Mr. Bishop of the National 
Wood Trade Association we are indeed sorry we took so long, but 
we will meet again at 2:30 ine we recess for lunch. 

Senator Moopy. I wonder if I could ask a question at this point? 

The CuarrmMan,. That is all right. 

Senator Moony. I just wanted to say, Mr. Kline, that I think the 
Senator from New York has expressed the apprehension that is felt 
by members of this committee. None of us fundamentally disagree 
with you, lam sure. Production is the thing that has made America 
great and the free market is a dramatic way of increasing production. 
The thing that is worrying me, and I believe Senator Benton brought 
this out, it would be a fundamental omission in your presentation, 
namely, what do you do with the situation that is growing out of such 
a large proportion of our national production over a temporary period 
that would bring about sort of a wild price runaway that Senator 
Ives referred to? I am sure that you would agree we do not want 
to undermine our great capitalistic system by a situation that became 
so bad in an inflation and deflation which would lead for demand for 
Government to take over. I thought Senator Ives put that very well. 

Again let me ask you, I am wondering if you have any other way 
than taxation and savings and these other points to take care of that 
emergency proposition other than control of prices. 

Mr. Krinr. I have made a number of points which bear on it, but 
I would say this: That it is the considered opinion that the use of 
price and wage controls in this period would not only not contribute 
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to the answer, but that it would make the answer more difficult by 
creating a situation where it was easy for the people to be in favor 
of the things that created inflation because they did not see what 
happened. 

Senator Moopy. Now you are talking about, for example, the lack 
of a proper tax program ¢ 

Mr. Kuine. Yes, sir; the increase in the money supply, the lack 
of a proper tax program, the real use of our own techniques and stand- 
ards to get the kind of production that matched the demand to the 
highest possible extent, which is also the thing that supports the 
morale of the American people. 

Sen: tol Moopy. Do you hi ave any ide sa of how large a tax progr: umn 
will be necessary to put this Government on a pay-as-you-go basis in 
a year when we are increasing our military expenses by $50 billion 4 

Mr. Kurxe. I certainly do. 

Senator Moopy. What would your estimate be / 

Mr. Kur. The estimate is that it would take $50 billion to pay 
that, plus whatever else it took. 

Senator Moopy. So you are asking Congress to increase taxes by 
$50 billion, is that right ? 

Mr. Kune. Oh, no, no; you know better than that. 

Senator Moopy. That seems to me to be the logical conclusion of 
your argument, and that was the reason I asked the question. 

Mr. Kune. You are assuming now that we are going to increase 
expenditures by $50 billion above the present tax program, then. 

The CuatMan. We are. 

Senator Moopy. We are, are we not ? 

Mr. IKLINE. No. 

The CHARMAN. We will before the year is out. 

Mr. IK INE, What we have to clo 

The CHAIRMAN, You have a S62 billion Army appropriation, Mr. 
Kline. 

Mr. Kune. But that is not an increase. 

The Cuaimman. Well, 1 have the deficiency bill here before me. 
Also there is not one nickel here for Korean veterans. We have the 
Maritime Commission, we have the Atomic Enerey increase that will 
not be ready until December. It is going to be ‘u lot more than $60 
billion. 

Senator Capenartr. Mr. Chairman, may I say this: Congress has the 
authority to cut it back. Just because the President Bn for it is 
no reason why the Congress should pass it. 

Senator Moopy. Some of us in C onvress feel that the worst thing 
that could possibly happen would be to cut back our military strength 
at this time. 

The CHarrmMan. I would like to vet the record straight—— 

Senator Carpenarr. | agree, but there is nothing to keep us from 
cutting out the waste, cutting out the inefficiency and cutting out the 
frills that do not amount to anything. We can certainly do that. 

Senator Moovy. Well, I will agree with you on that. 

Senator Carenart. Just because some general comes over here and 
says that he wants something we have to give it to him. 

The Cramman. I agree with you. ‘Here we have the Atomic 
Energy Commission: last vear we appropriated for them $1,900.- 
000,000. This vear we appropriated $6,837,000,000. I am worried 
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about this. During the last war I saw one appropriation bill for $60 
billion for the Army and the next week we had one of $45 billion for 
the Navy. You remember that in 1942. 

Senator Carenartr. We do not have to give away billions and bil- 
lions to foreign countries. I listened on the radio last night to our 
Ambassador to Greece, Mr. Peurifoy, who was asked the question : 
What was the military strength of Greece? “Why,” he said, “the 
Greeks could put 500,000 men into the field any time they wanted to, 
trained, sound men.” Then he was asked about Yugoslavia and 
Bulgaria. “Why,” he said, “they could put two and a ‘half million 
men into the field any time they wanted to to resist Russia.” 

Senator Moopy. Not Bulgaria, Turkey. 

Senator Carenarr. Yugoslavia and one other country. They could 
put 21% million men into ‘the field any time they wanted to. If they 
could put 214 million men into the field any time they wanted to and 
if the Greeks have 500,000, let us send a couple of hundred thousand 
of them to Korea and let us put another 500,000 of them in Western 
Europe. Let them get in there and do some fighting and do some pro- 
tecting, the very thing he said they were qualified to do. You see, 
these things just do not make sense. Why should we go to the expense 
of sending our boys over there when he says there are 500,000 Greeks 
that, as far as I know, do not have anything else to do but to fight. 

Senator Moopy. The Greeks might take exception to that. 

The Cuarman. Mr. Kline, I have a matter that I must attend to 
at this time, so I am going to ask if you will excuse me. But before 
leaving I want to ask permission of the committee to place into the 
record at this point a letter to the Honorable Earle C. Clements from 


Mr. Harry F. Walters, Commissioner, Kentucky Department of Agri- 
culture, in reference to the roll-back of beef, which has been so w idely 
discussed in the last 2 weeks. 

(The letter referred to follows :) 


KENTUCKY DEPARTMENT OF AGRICULTURE, 
Frankfort, Ky., May 10, 1951. 
Hon. Eartg C. CLEMENTS, 
Senate Office Building, Washington, D. C. 


Dear SENATOR: The proposal of Mr. Michael DiSalle to arbitrarily roll back 
the price of finished cattle as much as 10 cents per pound and the further pos- 
sibility of rolling back all meat prices, to one in my position who is daily in 
close contact with the farmers of Kentucky seems, in view of all the facts at 
hand, to be very foolish and might in the course of the next 12 months result 
in a great meat shortage in this country. 

The cattle feeders have, of necessity, purchased their feeding animals at a 
very high price—some as high as 40 and 42 cents per pound and if Mr. DiSalle 
or anyone else thinks that the farmers of America are going to feed these cattle 
$2 corn and high-price proteins and then sell the finished product for what ap- 
parently he is going to place as a ceiling price on them, they are just foolish, 
because it will not be done. 

At the present time, partly due to our green pastures program and partly due 
to the old law of supply and demand, there are more cows and young calves in 
Kentucky that was ever known, and I firmly believe that if the meat industry is 
left alone and our law of supply and demand is allowed to operate, that our sup- 
ply of meat in America will increase substantially and will, in the next 12 months, 
not increase, but rather decrease the cost of beef, whereas, if the price ceilings are 
placed on beef we are sure to have thin, half-fat cattle rushed to market and 
many of our feed lots will be left empty and the supply of meats will thereby be 
greatly curtailed.. 

As to the price of pork—at the present with $2 corn, the average man who is 
feeding hogs is not making any profit whatever and we cannot look for much in- 
crease in our supply of meats from this source. 
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If this Federal order goes into effect without rolling back prices on other 
commodities, such as farm machinery, and continuing to allow wage raises for 
industry, the farmer is going to feel that he is being made the goat of, and our 
agricultural pursuits are going to suffer if this course is pursued. 

On behalf of the farmers and cattle feeders of Kentucky, I trust that you will 
use your influence to thwart Mr. DiSalle’s efforts, which I assure you will be 
greatly appreciated by the farmers of Kentucky and in so doing I believe your 
position will be sound. While I know that it is probably going to be necessary to do 
something to fight inflation, I certainly do not think that one industry should 
be picked out by anyone in authority and jumped on. One thing I feel would 
be a great help is a tightening of all credits for as long as the American people 
are allowed so much credit and can borrow so easily, they certainly will throw 
their money around indiscriminately for whatever they may see and desire. 

Thanking you on behalf of the farmers of Kentucky for your kind considera- 
tion of this matter, I remain 

Yours very truly, 
Harry F. WALTERS. 
Commissioner of Agriculture. 

Senator Moopy. Mr. Kline, if I might ask just one more question. 

A great many of us, Mr. Kline, agree with you, that an anti-infla- 
tionary tax program is a necessity. Would you not agree that when 
you have money being created by the manufacture of tanks that you 

cannot drain off the entire supply of money so created, because ob- 
viously the man who makes tanks must eat and support his family 
in the same way that a man who makes a civilian product is going 
into the market, so that if you are creating $50 billion as a result of 
military production which is not met by consumer goods, does not 
Congress have a very serious and complicated problem in trying to 
find a way to drain off that much money from the economy along the 
lines you are suggesting ? 

Mr. Kure. Nobody denies that it is a serious problem. 

Senator Moopy. And a very complicated problem. I would be in- 
terested in having your ideas on what sort of tax program might 
reach that point. 

Mr. Kune. In the first place, I am not sure I understand your 
statement, but you seemed to say would it not be difficult to drain off 
the money from that place because that man worked there and pro- 
duced a tank instead of something else. 

Senator Moopy. It would be possible to take all his wages away 
from him. 

Mr. Kurne. Obviously you do not take it off at that place. You 
take it off of the American people; this man earns wages and other 
people earn wages, other people have management ability just the 
same as these people have management ability, and all of us tax our- 
selves on the basis of ability to pay, and we pay the bill. 

Now, with regard to the amount of this bill, there has been a sort 
of implication here that you have to develop a program for $50 bil- 
lion in extra taxes, or something like that. If you take the adminis- 
tration’s figures they suggest that $10 billion of additional taxes 
would do the job. T think we are ver y greatly discounting the cour- 
age and ability both of the American people on this proposition to 
pay the bill. If we used a realistic approach to the problem and we 
did not kid the folks in regard to their inability somehow to circum- 
vent this payment of the bill, that it is not easy to get it paid—it is very 
difficult. But it can be done. In a period of continuing defense in 
which we hope to be able to outlast the enemy, we hope to be in a firmer 
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position with a higher morale than he has. I think the best way to 
do it is to use the techniques of the American way, with which price 
controls, wage controls, rationing diametrically disagree, and I just 
do not think we can do this thing on a temporary basis because the 
longer it goes the more difficult it is to get out of it and the more diffi 
cult it becomes for those that carry ‘the political responsibility to 
get out. 

The fellow who is really on the firing line, when you come to this 
situation where you have a lot of subsidies involved between what a 
commodity is worth and what the retail pr ice seems to be, the fellow 
who is really on the firing line is the fellow who sits in your position, 
because then the job is a ver vy difficult one, unless of course, he has his 
mind made up that the thing to do is to just go toward nationalization 
rather directly and let the subsidies stay in and—— 

Senator Moopy. I take it you do not share Senator Ives’ apprehen 
sion that a very sharp spiral of prices might lead us away from our 
free system and toward a more stringently regulated Government 
system or even be taken over by the Government. 

Mr. Kutne. I am confident we know the answer and that we can 
do the things required to answer it. 

Senator Moopy. What we are all looking for is the answer. 

Mr. Kuine. That is why I came up this morning. 

The American Farm Bureau Federation recognizes that in the 
present situation the Government must be allowed to exercise certain 
powers not necessary or appropri: ate under more normal conditions. 
We agree, for example, that there must be authority for allocations 
and priorities so that scarce materials can be directed to the most 
urgent uses. We are convinced, however, that in this emergency, 
which may prove to be of long duration, direct Government controls 
must be held to a minimum and we must seek to minimize Government 
interference with the things that have made our economic system the 
most efficient in the world. Carried to their logical conclusion, price 
and wage controls, rationing, and subsidies would mean the complete 
abandonment of our present economic system. It is our considered 
opinion that the other provisions of the Defense Production Act of 
1950 centralize at least as much power in the hands of the Federal 
Government as is consistent with the survival of economic and politi- 
cal freedom in America, The extension of the power to control pr ices 
and wages with the attendant authorities which are part of a system 
into which these powers fall threatens the foundation of America’s 
success, both as a nation and from the standpoint of opportunity of 
the individual citizen. We, therefore, recommend that titles I, IT, 
iT, VI, and VIT of the 1950 act be extended without an increase in 
the Federal Government’s existing authority and that titles IV and 
V be allowed to expire on June 30. 

Thank you, Mr. Chairman. 

Senator Frear. Thank you, Mr. Kline. 

Senator Capehart ? 

Senator Carenart. No questions. 

Senator Frear. Senator Schoeppel? 

Senator Scuorrret. No questions. 

Senator Frrar. Thank you very much, Mr. Kline. We enjoyed 
listening to your testimony. ae 
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(Mr. Kline’s prepared statement follows :) 


STATEMENT OF ALLAN B. KLINE, PRESIDENT, AMERICAN FARM BUREAU 
FEDERATION 


Mr. Chairman and members of the committee, the American Farm Bureau 
Federation—a voluntary general farm organization composed of over 1,449,000 
farm families in 46 States and Puerto Rico—appreciates the opportunity to 
participate in these hearings on the proposed Defense Production Act Amend- 
ments of 1951. 

This is a time for clear thinking. The situation faced by the United States 
today is unparalleled in our history. Our military forces are engaged with an 
enemy, but we are not in an all-out war with the only nation that presently is 
eapable of threatening our security. Without question, our national policy is 
still to avoid the outbreak of a third world war and to build up our national 
military and economic strength as rapidly as possible so that we will be able 
to win if such a war proves unavoidable. As long as we are not directly engaged 
with our real enemy, we do not have the timetable. We cannot estimate the 
probable duration of the present tension or calculate when we may face the 
greatest test of our strength. We must adopt policies which will not only meet 
our present needs but contribute to the rapid development of a much greater 
national strength. Therefore, we must consider this period of tension and 
mobilization as being of extended duration—perhaps 5, 10, 15 years, or longer. 
In the light of this fact, we must make sure that the policies adopted will not 
only meet our present needs but will be policies under which the American 
system can operate over a long period of time. 

We must decide how much of our resources we heed to devote to defense, 
then carry the program forward on an enduring basis as long as the threat of war 
continues to exist. Our major task is to keep the Russians continuing to decide 
not to precipitate a third world war. 

Above all, we must strive to increase the productive ability which appropri- 
ately has been called “our most potent nonsecret Weapon.” In addition, a major 
air is to preserve our American system of individual initiative and reward 
based on service rendered. These two aims are in no way inconsistent. It is 
the American free-choice system that has created our present ability to out- 
produce the rest of the world. It is only logical that we should build on the 
techniques that have made it possible for the United States, with 6 percent of 
the world’s people and 7 percent of the total land area, to produce one-half of 
the world’s steel. We can outproduce the Russians, but it is doubtful that we 
could “outeontrol” them. 

We could lose our freedom here at home without ever getting into a war. We 
could lose it by adopting wrong policies—by destroying the value of our money 
with inflation and by strangling the most productive economic system the world 
has ever known with unworkable controls in an effort to conceal the inflation. 
Fortunately, sound techniques for the control of inflation are available and well 
known. All we need is the courage to adopt them. 

The basic causes of our inflation problem lie in (1) the fact that in World 
War II, and again in our present defense program, we have found it necessary 
to divert substantial proportions of our resources from production for con- 
sumption to production for defense, and (2) the fiscal and monetary policies we 
have been following. We created inflation during World War IL when we threw 
our resources into the war effort, unbalanced the Federal budget, and paid a con- 
siderable part of the bill by selling bonds. The Federal debt rose from $48 
billion at the end of the fiscal year 1940 to $257.4 billion at the end of fiscal 
1950. Much of this increase was financed through the commercial banks—a 
process which not only adds to the money supply as directly as if new money 
were printed to pay the bill but also provides a basis for the expansion of credit, 
since banks can obtain reserves by shifting Government bonds to the Federal 
Reserve System. 

Heavy expenditures for war or defense create inflationary pressures by putting 
more dollars in the hands of the people without producing a corresponding in- 
crease in the things people can buy. Asa result of the conditions which devel- 
oped during World War II and the postwar period, our economy is particularly 
vulnerable to inflationary pressures at the present time. A very considerable 
inflation already had occurred before Korea. (In terms of its 1940 purchasing 
power at the retail level the dollar was worth only 59 cents in June 1950. On the 
same basis, today’s dollar is worth only 54 cents.) We had a huge Federal debt 
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and a greatly expanded money supply; the economy was operating at a high 
level; there was little unemployment; some nraterials were relatively short; 
and prices were showing a tendency to rise. Furthermore, people’s experience 
with inflation has been such as to encourage the kind of actions which aggravate 
the danger. 

The inflationary rise in the general price level which has occurred since Korea 
is almost entirely the result of two factors: 

1. Inflation psychology, which developed as a result of irresponsible state- 
ments from Washington and elsewhere on the magnitude and ultimate cost of 
the defense program, doubts that taxes would be raised sufficiently to pay the 
hill, controversy over the need for price and wage controls which suggested 
that prices were going to run away, and the rumors which preceded the actual 
imposition of controls. Quite reasonably, many people became convinced that 
money was going to be cheap and goods scarce, so they rushed out to get things 
done while they could. New wage contracts were negotiated, because employees 
wanted to improve their position before the wage freeze and employers wanted 
to strengthen their ability to hold workers in the event a manpower shortage 
developed. Stocks of goods were built up all the way from the manufacturer 
to the consumer, as witness the following seasonally adjusted data: 


[Billions of dollars} 


June 1950 | February 1951 


Monthly retail sales seth arcle eric che wpa eaea cin alaia itis 6 deitinga wicca 11.7 | 13.0 
Retail inventories ae ih eae Pees rece aS = 7 ; 14.7 | 17. 
Manufacturers’ tnventories... ... -. ncn cnn nance eget ee aes ey SE 30.0 | 35.6 


Source: Survey of Current Business, U. 8. Department of Commerce, April 1951. 


2. Cheap-money policies: As a result of the Treasury's insistence that interest 
rates be kept low to keep down the cost of carrying the Government debt, the 
Federal Reserve System increased its holdings of Government bonds about $4.5 
billion between May 1950 and the end of February 1951. This increased bank 
reserves and made it possible for the banks to increase their loans and deposits, 
with the result that the supply of money went up about $8 billion in the last 
half of 1950. 

We stimulated demand by causing people to think that money was going to get 
cheap; then we increased the supply of money. Is it surprising that prices have 
gone up Since Korea? 

The declining purchasing power of money, which is the other side of rising 
prices, is a matter of vital concern to every American citizen. Inflation dilutes 
the value of every person's wages or other income. It works a particular hard- 
ship on persons who have fixed incomes or less than average opportunity to obtain 
higher cash incomes. As the inflation progresses, it whittles away the value of 
cash savings, bank deposits, loan investments, Government and corporate bonds, 
pension and annuity rights, and insurance policies. Inflation reduces the incen- 
tive to plan for one’s own future security and increases reliance upon Government 
to provide such security. 

The value of the dollar is also of concern to every citizen, because the free- 
choice system we have come to call the American way depends for its successful 
operation upon the use of money. Under this system, the individual sells his 
goods or services for money; he decides what to do with the money he receives, 
and he knows that he can expect to do better individually if he strives to make 
his efforts productive than if he does not. Money and free-market prices are key 
factors in determining the distribution of goods in a free-choice system. If we 
allow inflation to destroy the value of our money, we will have to use ration 
coupons and the decisions of Government administrators to determine what is to 
be produced and how it is to be distributed. Such a system leaves little freedom 
of choice to the individual. It reduces individual incentive, promotes the misuse 
of productive resources, and reduces our ability to produce goods and services. 
The substitution of ration coupons and political decisions for the automatic func- 
tioning of a free market inevitably moves in the direction of per capita distribu- 
tion on the political basis of one vote, one share. 

Price and wage controls are an ineffective and unworkable approach to the 
problem of preventing inflation. They are a clumsy and inefficient substitute for 
the automatic functioning of a free economy. They cannot possibly prevent 
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inflation, because they strike at the symptoms of the problem and not at its real 
causes. As a matter of fact, if a government were to decide to deliberately 
create an inflation, it would want first to put on price controls so as to conceal 
from the people, as long as possible, the fact that the value of their money was 
being destroyed. 

By creating confusion, disrupting normal business procedures and relationships, 
ceiling regulations make the job of getting production vastly more difficult. 
This situation grows steadily worse as the number of regulations multiplies. 
Each new order inevitably creates new problems and thereby forces the develop- 
ment of further regulations and still further problems. Each step down this road 
increases Government controls over the actions of the individual and brings us 
closer to the complete regimentation of our entire economy. It has been estimated 
that there are 9,000,000 different’ prices in our economy: The complex nature of 
market prices, particularly in agriculture, is illustrated by the fact that there 
are over 400 recognized official qualities of raw cotton, each of which represents 
a different combination of grade and staple. In addition, different lots of cotton 
consisting of identical combinations of grade and staple may vary significantly in 
value because of differences in such factors as tensile strength, uniformity, 
variety, moisture content, maturity, and fiber diameter. The task of fixing 
ceilings on cotton is further complicated by the fact that the thousands of indi- 
viduals and firms who buy and sell this commodity apply varying methods and 
standards in determining the value of the individual bale. 

It is an obvious impossibility for any group of men to fix 9,000,000 different 
prices and keep them in a proper relationship to each other. Even if the adminis- 
trators were smart enough to determine proper relationships between so many 
prices, they couldn't change their regulations fast enough to keep up with chang- 
ing economic conditions. A free market does this tremendous job automatically. 

Continued price control will lead to a breakdown of respect for the law, and 
a consequent breakdown in public morality. Price controls create an oppor- 
tunity for the unscrupulous to make money by violating price-ceiling regulations 
with only a slight possibility of getting caught. They establish a premium for 
dishonesty and violation of law. They create cynicism with respect to law. 
An economic base for the support of a new criminal group in our population is 
being created. The disrespect for law created by price controls and related 
measures inevitably will result in the deterioration of the moral stamina of 
all citizens. Price controls continued for any significant period of time thus 
break down those ideals and concepts which are basic to a Christian democracy. 

Black markets and maldistribution are an inevitable consequence of price 
control. In the case of meat, this can mean the loss of valuable byproducts, 
including raw materials for leather and life-saving medicines. Also, in the 
case of meat, controls can result in health hazards, due to the fact that black 
market operators may follow unsanitary practices in uninspected operations. 
Although meat production is currently at a high level and can be increased fur- 
ther if not restricted by unworkable controls, the continuation of price ceilings 
eventually will cause meat to be very scarce at regular meat counters. The 
recently announced roll-back program for beef is a bold move to reduce the supply 
of beef—particularly grain-fed beef. This program already has caused many 
cattle feeders to rush cattle to market before they were ready, with the result 
that current supplies are being increased at the expense of a reduction in the 
total amount of beef we will be able to produce. Further reductions in produc- 
tion can be expected, because the roll-back regulations will discourage feeders 
from refilling their feed lots. 

Price and wage ceilings waste manpower, which is our searcest resource. 
Millions of man-hours must be diverted from productive effort to the un- 
productive job of writing regulations and the impossible job of enforcing them. 
The task not only requires thousands of Government employees, it also forces 
private employers to divert thousands of man-hours of labor to the unproductive 
effort of interpreting and carrying out the multitude of regulations. 

Shortages inevitably occur whenever price controllers succeed in depressing 
a price below the free-market level, because the lower price stimulates demand 
and discourages production. This leads to rationing and forces housewives to 
stand in line for commodities which we have the ability to produce and distribute 
in a much better way. 

In time, price controls lead to subsidies, because special incentives become 
necessary to get needed production. Subsidies increase Government costs in 
a period when the Federal budget is already inflated. They conceal the true 
cost of an item and give the public an unrealistic idea of its worth. Costs be 
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come fixed at one level and prices at another and relatively lower level, with the 
result that it becomes very difficult to go back to a free market. Subsidies 
uggravate inflation by increasing the Government deficit if the Government is 
not balancing the budget and by increasing the purchasing power available to 
the public for the purchase of other items. 

Section 103 of the proposed Defense Production Act Amendments of 1951 
authorizes the payments of subsidies to high-cost producers. In combination 
with price ceilings, this proposal would discourage the expansion of low-cost 
production and put a premium on the expansion of high-cost production. This 
approach is basically unsound. 6 

The American Farm Bureau Federation is aggressively opposed to the exten- 
sion of price and wage controls beyond June 30, 1951. We are for a positive 
program to control inflation by making a bold attack on its real causes. Our 
position is based on resolutions adopted by the elected delegates of our member 
State Farm Bureaus at our annual meeting in Dallas, Tex., last December, which 
read, in part, as follows: 

“The inflationary pressures generated by our present national-defense pro- 
gram make effective action to stabilize the purchasing power of the American 
dollar more urgent now than ever before. 

“Inflation cannot be stopped by price, wage, and ration controls. Such meas- 
ures deal with symptoms rather than fundamental causes, They interfere with 
production; impair the flexibility of our economy: reduce our capacity to expand 
output; require huge administrative staffs: and invite black markets. We face 
an emergency of indefinite duration. In such a situation the premature adop- 
tion of price, wage, and ration controls could strangle our economy to the point 
of impairing our ability to fight an all-out war should such a conflict prove 
unavoidable. 

“American farmers have produced beyond belief in times of need and we 
pledge ourselves to ample production now. We believe that if we are given 
full information as to production desired, and if productive aids are made avail- 
able to us, we can produce more food and fiber more efficiently if controls are 
held to an absolute minimum. We insist that we be given an opportunity to 
demonstrate our productive capacity without controls. If total war forees 
the application of price and wage ceilings, we will insist that they be applied 
on an across-the-board basis. 

“The present situation calls for a bold attack on the fundamental cause of 
inflation, which cause is an increase in the supply of money in relation to the 
supplies of goods and services available to consumers. 

“Most importantly, we must pay the bill. There is no possibility of controlling 
inflation without taxes high enough to get on a pay-as-we-go basis. 

“We must strive to meet increased demand with increased production wherever 
possible. To do this we must enhance the opportunity of individuals to be 
productive, and increase the length of the workweek. Strict Government econ- 
omy is a must. Nonessential Government expenditures must be eliminated. 
Necessary Government borrowing must be planned so as to prevent an increase 
in the Government debt to the banks, because such an increase would both 
directly and indirectly increase the supply of money. To this end we urge that 
efforts to sell E bonds be intensified: that careful consideration be given to the 
desirability of offering additional inducement for holders to reinvest the pro- 
ceeds of maturing E bonds in Government securities; and that steps be taken 
to prevent a further shift of non-bank-held negotiable bonds to the banking 
system. 

“The national debt should be so handled as to make the maximum contribu 
tion to price and economic stability, rather than to finance the debt at a minimum 
cost. 

“Monetary and credit policies carried on by the Federal Reserve System can- 
not alone achieve a stable level of prices. Yet they are an important factor and 
should be geared toward that objective. The Federal Reserve’s authority to 
vary member-bank reserve requirements should be increased. If the inflation 
threat continues, reserve requirements for banks should be raised, with appro- 
priate adjustments in the bank holdings eligible to be counted as reserves. 

“The Government’s present policy of restricting the expansion of housing and 
the installment credit should be continued in effect, with such adjustments as 
may be necessary from time to time to keep these restrictions consistent with the 
reavirements of an effective program to control inflation. * * * 

“The expanded defense program made necessary by the current international 
situation is adding many billions to our Federal budget. As a fundamental step 
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to prevent this program from touching off a run-away inflation, we insist that 
the legislative and executive branches of the Government take the necessary 
action to place Federal spending on a pay-as-we-go basis. Neither Government 
inefficiency nor the waste of manpower or material can be tolerated. Economy 
and efficiency must be achieved to minimize the additions which a pay-as-we-go 
program will make necessary in our already heavy tax burden. We insist that 
all nonessential Federal expenditures be eliminated; and that all expenditures 
be reduced to the minimum necessary for the national interest, essential world 
aid, and adequate national defense. No Government expenditure should be ex- 
empt from scrutiny by both Congress and the administration to determine 
whether it can be reduced or eliminated without impairing an essential govern- 
mental function. While the nature of military operations makes some waste 
inevitable, it is nonetheless urgent that every effort be made to get the most out 
of the money appropriated for defense. 

“Costly new programs should be deferred except where immediate action is 
essential for the national defense. Now, during a period of high employment 
and scarcities of many essential materials, is not the time to add new services or 
eonstruct works which can be deferred.” 

If we really want to control inflation, and our national welfare demands that 
we do control it, we must do the following things: 

1. Meet increased demand with increased production wherever possible. This 
will be much easier to do if we discontinue price and wage controls and thereby 
avoid strangling our economy with unworkable regulations. 

2. Eliminate all nonessential Federal expenditures and institute real efficiency 
in all Government activities, including defense. The bill must be paid. * We must 
make the hard decisions necessary to insure that we get a bill which we can pay. 

We believe that Congress can, and should, make a 20-percent reduction in the 
administrative expenses of the activities of Government, including those in the 
Department of Agriculture, not directly connected with the national defense. 
In the present situation, we not only must cut administrative expenses but we 
must also cut non-defense-program expenditures throughout the Federal budget. 
As an indication of our willingness to do this in agriculture, we have recom 
mended that the authorization for a 1952 agricultural-conservation program be 
reduced from the budget estimate of S285 million to $150 million. 

3. Continue to emphasize measures to restrain credit. 

Selective credit controls, such as have been applied to installment buying and 
home financing, can help, but measures to restrain the over-all expansion of 
money and credit are more important. 

4. Encourage increased private saving. 

This will be much easier to do if we adopt a realistic program to control in 
flation and thereby reassure our people as to the future value of present savings. 

5. Continue to stress the sale of Government bonds to individuals and nonbank 
investors and take steps to prevent a further shift of non-bank-held negotiable 
bonds to the hanking system. The establishment of confidence on the part of 
the people that inflation is going to be curbed is a prerequisite to an accelerated 
voluntary savings program. The average citizen wants to know, and has a 
right to know, that the purchasing power of his investment in bonds isn’t going 
to be diluted so that a bond buys less at maturity than did the original amount 
invested. The people of America are looking to the Congress of the United States 
to take such action as will provide this assurance to them. 

6. Manage the public debt so as to make a maximum contribution to price and 
economic stability instead of with the objective of keeping interest costs at a 
minimum. This means that the Federal Reserve System must discharge its 
statutory responsibilities by relating its purchases and sales of Government ob- 
ligations to the Nation’s need for money and credit instead of endeavoring to 
peg the market. Considerable progress has been made in this direction since the 
Treasury and the Federal Reserve Board reached their so-called accord on debt 
management policies. 

7. Finally, we must pay the bill through higher taxes. 

It is a delusion to believe there is any other alternative, or to believe that 
price controls in any way contribute to the solution of the problem. If the 
bill is paid by taxes, people will know that they are paying it, and we will have 
the opportunity to distribute the burden equitably on the basis of ability to pay. 
At the same time, we can reduce the inflation threat by bringing consumer pur 
chasing power more nearly in line with the available supply of consumer goods. 

The Farm Bureau is fully aware of the threat of excessive taxes to a free 


system; however, we must choose between alternatives. The real cost of war 
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or a defense program occurs when labor and materials are diverted from civilian 
uses to the creation of military strength. As the Government spends the money, 
the bill must be paid, either by taxes or by inflation. We prefer to pay it by taxes, 
and have recommended a pay-as-we-go tax program to the Ways and Means Com- 
mittee. 

Inflation, on the other hand, is an insidious and inequitable way of paying 
Jovernment costs. If we inflate, there is a good chance that, even though. we 
successfully avoid a third world war, we will substitute a vastly extended control 
system for our American way in the process. 

Farmers are entirely willing to bear their full share of the sacrifices and costs 
involved in the investment in nationardefense called for by the world situation, 
Some will inevitably assume our opposition to price control springs from selfish 
motives. Let us point out that, if the seven-point program outlined above is 
carried out, farmers, along with everyone else, will pay more taxes and all prices 
will be restrained as the effective anti-inflation measures take hold. Although we 
are vigorously opposed to price and wage controls, we are just as vigorously 
for price and wage stability. We are for a tough stabilization program. Direct 
price and wage controls have no place, either alone or in conjunction with other 
measures, in a well-balanced anti-inflation program. As a matter of fact, with 
price and wage controls available to create the delusion that the value of the dol- 
lar is being stabilized, any government is far more likely to follow inflationary 
policies than if such controls are not available. 

All of the above seven points are important parts of a sound anti-inflation 
program. Each supplements the effects of the others. For example, a high level 
of production will do much to hold down prices of individual commodities, but we 
must recognize that production alone cannot solve the inflation problem. When 
we increase production, we also increase income. Consequently, increased pro- 
duction cannot completely close the gap that exists, by reason of the fact that the 
defense program is creating purchasing power without producing a correspond- 
ing increase in the supply of goods to consumers. Furthermore, the effects of in- 
creased production on the general price level could be dissipated by failure to 
adopt appropriate policies on taxation, debt management, and credit. Likewise, 
the fact that the Federal budget has been more than balanced since Korea makes 
it clear that a pay-as-we-go tax program must be supplemented by appropriate 
policies in other fields if we are to prevent further inflation. 

Price and wage controls have no place in this coordinated attack on the infla- 
tion problem. Leading proponents of this “economic narcotic” have told us that, 
if we will use the stuff for 2 years, we will then be able to put it aside and return 
to a free economy. There is nothing in the picture to indicate this is so. In 
fact, if we use controls to suppress prices and then go ahead and inflate by 
adopting wrong tax, fiscal, and monetary policies, it will become progressively 
more difficult to remove controls. Once we get into a situation where the removal 
of ceilings would result in an explosive rise in prices, it will be politically im- 
possible to go back to a free-choice system. In the interest of getting the produc- 
tion we need for defense and to preserve our freedom at home, we must drop the 
pretense that price and wage ceilings can control inflation and concentrate on 
measures which really can do the job. With a few exceptions, ceilings have not 
yet had a substantial effect on prices or wages. There never will be a better time 
to drop these unworkable controls. 

It will be noted that our testimony is devoted to setting forth the need for, 
and the sound approach to, an effective anti-inflation program, and our oppos- 
sition to the reenactment of authority to impose price and wage controls. Our 
testimony has not dealt with the retention of parity price guides and other 
guides to the administration of title IV of the bill. We are concerned far more 
with reversing the trend toward political management of economic affairs than 
we are in trying to write the rules for the sort of an economy that more nearly 
resembles that of the opposition than the American way which we are preparing 
to defend. 

The American Farm Bureau Federation recognizes that in the present situa- 
tion the Government must be allowed to exercise certain powers not necessary 
or appropriate under more normal conditions. We agree, for example, that there 
must be authority for allocations and priorities sc that scarce materials can be 
directed to the most urgent uses. We are convinced, however, that in this emer- 
gency, which may prove to be of long duration, direct Government controls must 
be held to a minimum and we must seek to minimize Government interference 
with the things that have made our economic system the most efficient in the 
world. Carried to their logical conclusion, price and wage controls, rationing, 
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and subsidies would mean the complete abandonment of our present economic 
system. It is our considered opinion that the other provisions of the Defense 
Production Act of 1950 centralize at least as much power in the hands of the 
Federal Government as is consistent with the survival of economic and political 
freedom in America. The extension of the power to control prices and wages 
with the attendant authorities which are part of a system into which these powers 
fall threatens the foundation of America’s success, both as a nation and from 
the standpoint of opportunity of the individual citizen. We, therefore, recom- 
mend that titles I, II, III, VI, and VII of the 1950 act be extended without an 
increase in the Federal Government’s existing authority and that titles IV and V 
be allowed to expire on June 30. 


Senator Frear. The committee will stand in recess until 2: 30. 
(Whereupon, at 12:40 p. m., a recess was taken until 2:30 p. m 
of the same day.) 


AFTERNOON SESSION 


The Cuarrman. The committee will come to order. 

The other day Mr. Mosher made a statement (on p.1226) about the 
legality of the President’s Executive Order, 10233, to which the Deputy 
Attorney General has written me in reply. I would like to place the 
letter in the record. 

(The letter referred to follows:) 

DEPARTMENT OF JUSTICE, 


Washington, May 23, 1951. 
Hon. Burnet R. MAayBANK, 


Chairman, Senate Banking and Currency Committee, 
United States Senate, Washington, D. C. 

My Dear Senator: It has been called to my attention that on May 18, 1951, 
in his testimony before your committee, Ira Mosher, chairman of the mobilization 
committee of the National Association of Manufacturers, indicated that in his 
opinion the President had exceeded his authority in assigning functions with 
respect to the settlement of labor disputes to the reconstituted Wage Stabilization 
Board, and that “apparently, * * * the Office of the Attorney General agrees 
with this.” 

I believe that it would be desirable for the record before your committee to 
show that prior to the issuance by the President of Executive Order No. 10233 


—e? 
of April 21, 1951, by which the President reconstituted the Wage Stabilization 
Board and assigned it functions in connection with the settlement of labor dis- 
putes, the Attorney General had approved the order as to form and legality. 

Yours sincerely, 
PEYTON Forp, 
Deputy Attorney General. 
The CnHarrman. Will you come up, Mr. Steiwer? 


Will you identify yourself for the record ? 


STATEMENT OF W. H. STEIWER, PRESIDENT, THE NATIONAL WOOL 
GROWERS ASSOCIATION; ACCOMPANIED BY J. B. WILSON, LEGIS- 
LATIVE REPRESENTATIVE; AND J. M. JONES, EXECUTIVE 
SECRETARY 


Mr. Sreiwer. Mr. Chairman and Senator Schoeppel, my name is 
William H. Steiwer, I live at Fossil, Oreg. I am in the sheep busi- 
ness, and I am here representing the National Wool Growers Asso- 
ciation, of which I am the president. 

We have submitted to your committee members a statement of our 
position relative to Senate 1397 and House Resolution 3871, and I 
have here a short summary of that statement, which I propose to 
follow quite closely, and if possible cut down. 
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The Cuarrman. Without objection, Mr. Steiwer, we will have your 
statement printed in the record in full, and you may determine your- 
self whatever you wish to say. 

Mr. Srerwer. Thank you, Mr. Chairman. 

We do want to call to your attention that we are appearing today 
with the same fear and concern that the sheep industry expressed in 
March and April of 1944, before these same committees. That is 
in the records of those committee hearings, and the reading of that 
record will almost duplicate the statement we make to you toda iy. The 
only difference is that today we have the proof of what we said in 
1944 concerning the industry and what would happen to it. There- 
fore, the fear and concern is far greater this time for the welfare of 
the industry because of this past experience. 

Today stock sheep numbers in the United States are only 56 percent 
of what they were at the beginning of the last OPA. They are 22 
million head short of what they were January 1, 1942. 

There are many factors which caused this liquidation. One of the 
main contributing causes was the unrealistic regulations and controls 
placed on the industry by OPA. The prices of our products were 
among the first to be “frozen” and never changed to meet the increasing 
costs of production. 

During the 5-year period 1942 through 1946 ceiling prices on wool 
remained constant while labor which represents 30 percent of our 
production costs rese 150 percent and feed prices, representing 15 
percent, rose from 72 to 108 percent. The United States Tariff Com- 
mission’s studies show that from a profit of 97 cents per head in 1941 
the loss per head in 1946 amounted to $1.18. 

In 1941 the slaughter of ewes amounted to only 6 percent of total 
slaughter of sheep and lambs but during the period 1941 to 1946 it ran 
as high as 21 percent of the total. 

Wool production went from a production of 454,997,000 grease 
pounds to 252,535,000 pounds 1 in 1950. 

E veryone in this country is conscious of the fact that the United 
States is “paying through the nose” now to meet the requirements of 
this essential commodity. A condition brought about by the loss in 
production. 

The Cnatrman. Mr. Steiwer, you do not mind being interrupted ? 

Mr. Srerwer. No, sir. 

The CHatrMAN. You are familiar, of course, with the order that the 
OPS has issued on wool ? 

Mr. Srerwer. Yes, sir. 

The CuarrMan. | forget what the number of the order was. 

Mr. Jones. CPR-35. 

The CuarrmMan. In which they stated, as you say, that the wool pro- 
duction in the United States has decreased 45 percent below pre- 
World War IT levels. Is that correct ? 

Mr. Srerwer. Approximately; yes, sir. 

The Cuamman. The United States must now import 70 percent of 
its wool, primarily from Australia. You are familiar, of course, with 
the prices that the OPS has sent to this committee with relation to the 
order ¢ 

Mr. Srerwer. Yes, sir. 

The Cuamman. June 30, $2.13, and so forth, up to March 19, $4.18, 
and the OPS. placed dollar- -and-cent ceilings on standard grades of 
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apparel wool and other animal fibers at prices which will allow orderly 
importations at current world markets. 

Mr. Sterwer. Their present ceiling prices / 

The CuarrmMan. That is what they say. 

Mr. Srerwer. I would like to have the last sentence repeated, if you 
please. 

I think they are correct in their statement that at the time they 
issued this order the ceiling prices for wool were above the world price. 
Does that answer your question, Senator 

The Cuairman. Yes; I just wanted you to check—of course I think 
the shortage has occurred in the northwest probably because of regu- 
lations that existed from 1942 to 1948. 

Mr. Sretwer. That is correct. 

The Cuaiman. When controls were so heavy, say, on wool many of 
the sheep were sold and the herd was decreased, you might say / 

Mr. Srerwer. That is absolutely correct. 

The Cuarrman. Go ahead, sir, I am sorry I interrupted. I won- 
dered whether those figures might be concurred in by you. 

Mr. Srerwer. Our only answer is to increase production. 
reasonable incentives the industry will produce. 

Senator ScHoEPrEL. Mr. Steiwer, would you mind 
there ¢ 

I note on page 2 you say: 


Given 
an interruption 
Everyone in this country is conscious of the fact that the 


“paying through the nose’ now to meet the requirements of 
modity. 


United States is 
this essential com 


I picked up the New York Times of May 22, this year, where a 
report from Reuters of Canberra, Australia, indicates that aie 


sig 


Four is to bolster prices. Britain, Australia, South Africa, and New 


Zealand agree on a minimum support level. It is rather interesting 
to note that they have set up a fund of $183,800,000 to buy up any wool 
which does not bring the agreed price at auction, and the central 
authority, representing all four of these countries, is to be headquar- 
tered in London, England, and its task will be to recommend the 
minimum acceptable price; the reserve price would not be changed 
during the season except under abnormal conditions, but it might be 
varied from season to season. 

Now, the thought and theory is that the wool would be marketed at 
auction, but they would have representatives at these auctions to see 
that it would not be purchased by ousiders—that is Americans, or 
anyone else—unless it was bid up beyond that price that these Big 
Four have set as the minimum price at which they would let it go. 

Now, I note from Brisbane, under the same date, a new series of 
Brisbane wool sales began today on a more buoyant note than the 
last Sydney sales. British, American and Australian mills competed 
strongly for the best stvle wools which were firm on April rates in 
Brisbane. Prices for inferior wool, however, drop ped as much as 
i0 percent. Competition was led by Great Britain and with strong 
support from continental and local mills. 

Now, what effect will that have on your industry here 

Mr. Srerwer. Well, that simply shows that in ae countries they 
are putting a floor under the price of wool, and in this country, the 
OPS is trying to put a ceiling on it. . 
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Senator Scuorrre.. In other words, it is the reverse, is it not? 

Mr. Srerwer. That is right, Senator. 

Senator Scuorrret. I thought you would be interested in that 
report under date of May 22 of this year in the New York Times. I 
think the article should be placed in the record. 

(The article referred to follows:) 


Woo.’s Big Four To Botster PRICES 


BRITAIN, AUSTRALIA, SOUTH AFRICA, AND-AEW ZEALAND AGREE ON MINIMUM SUPPORT 
LEVEL 


CANBERRA, AUSTRALIA, May 21.—Britain, Australia, New Zealand, and South 
Africa, which produce three-quarters of the world’s wool, have agreed on forming 
a joint organization to prevent wool prices falling below an agreed level. 

John McEwen, Australian Commerce Minister, announced today that the four 
commonwealth countries would set up a $183,800,000 fund to buy up any wool 
which did not bring the agreed price at auction. 

A central authority representing all four countries would sit in London. Its 
task would be to recommend the minimum acceptable price. The reserve price 
would not be changed during the season except under abnormal conditions, but 
it might be varied from season to season, Mr. McEwen said. 


OFFICIAL BUYER COULD BID 


Wool would be marketed at auction as before, but a buyer backed by the four- 
power fund would attend and bid at the agreed reserve price if commercial buyers 
failed todo so. Wool bought by the central authority would be held for later sale. 

Mr. McEwen said that for a start the plan would operate for 5 years. There 
was no provision in the agreement for any other countries to be admitted, and 
any plan involving this would need a completely new agreement. 

Australian sheep farmers will contribute more than half of the total to the 
eentral fund. They will benefit most because they are by far the world’s biggest 
wool producers. They will also have a big say in fixing the reserve price because 
they will appoint 7 of 10 men who are to control the Australian end of the wool 
marketing organization. 


BRISBANE WOOL PRICES FIRM 
STRONG COMPETITION MARKS SALES OF BEST STYLE PRODUCT 

BRISBANE, May 21.—A new series of Brisbane wool sales began today on a 
more buoyant note than the last Sydney sales. 

3ritish, American, and Australian mills competed strongly for the best style 
wools, which were firm on April rates in Brisbane. Prices for inferior wool 
dropped as much as 10 percent. Firm competition caused a rise of up to 5 percent 
in the price of crossbred wools at Melbourne sales. Merino wools held last week’s 
higher level. 

Competition was led by Great Britain, with strong support from continental 
and local mills. American interests operated but did not buy strongly enough 
to affect the market. 

Mr. Srerwer. I had not seen it. I am very much interested. 

The CuarrMan. Just for the record, what is wool selling at in the 
United States today ? 

Mr. Srerwer. From day to day, that is hard to say, Mr. Chair- 
man. 

The CuatrMan. What about the foreign markets at the same time? 

Mr. Srerwer. The ceiling established by the OPS would average 
somewhere around $1.12 or $1.13 per grease pound, 

The Cuatrman. What would it sell for in England, or somewhere 
else ? 

Mr. Srerwer. Presumably the landed cost would be somewhere 
near that figure in Boston today. 
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The Cuarrman. In other words, the price that they put on the 
American woolen crop from the farmers would be approximately 
the same price that it could be imported from some foreign country 
to Boston ? 

Mr. Sreiwer. I presume that the ceiling was set slightly above 
the world price, in order that the United States interests could com- 
pete in the world market. 

The Cuatrman. Thank you. Go ahead, sir. 

Mr. Srerwer. We submit that price controls—which are supposed 
to limit inflation—breed black markets, cause maldistribution of 
meat; disrupt meat production; create health hazards through un- 
sanitary practices and lack of inspection; cause loss of byproducts 
including lifesaving medicines; divert manpower to an impossible 
enforcement job; encourage disregard for law; and are one more step 
toward Government regimentation of our entire economy. As far as 
the sheep industry is concerned, past experience has taught us this 
lesson. 

There is no more “whiching” for us. We are not here to try to 
tell you which controls will work best. Our answer is “they won't 
work.” 

Wool is an import commodity and always has been. Definitive 
price ceilings have been placed on raw wool (clean basis) at a level 
50 cents per clean pound below the highest prices reached which is 
a roll-back of approximately 14 percent. 

Should subsidies, purchase and resale programs be permitted, it 
would mean that the Government or its authorized agents would 
buy wool in the world markets, bring it into the United States, sell 
it at or below the ceiling prices established, and thereby pay the 
foreign producer a subsidy. 

It has already been shown what happened to the domestic sheep 
industry under OPA and large wool accumulations caused by war 
conditions. Everyone is conscious that we are “paying through the 
nose” in the acquiring of our wool needs for the defense effort as a 
result of those former policies. 

Senator Scnorrret. Mr. Chairman, I would like to ask Mr. Steiwer 
a question right at this re 

I have before me a bulletin from the Department of Agriculture of 
our country under May 17, 1951, and on table 1, I note the recent 
change in livestock numbers and meat production and related fac- 
tors in the United States, 1935 to 1939, and 1951. Now, there it says 
sheep and lambs, they put it on the basis of million head—in 1935 
to 1939, the average price was 51.2. In 1947 it dropped to 37.8. 
In 1948, 34.8. In 1949, 31.7. In 1950, 30.7. And in 1951, which 
is a projected figure, 31.5. 

Now, let us go back to the 1935-39 index there. That is produc- 
tion—I am talking only about production now—in 1947 it dropped to 
37.8. Look at the tremendous reduction there in numbers. 

Now, maybe you can enlighten me, but I am wondering if that was 
not caused by the wool subsidies that we paid, hammering down our 
prices here, and going outside of the country to get a lot of the wool 
production at the expense of the local producers, which made it un- 
profitable for him to continue to build up his flocks. 

I wonder if you have observed this situation here, and what you 
have to say about it? ; 
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Mr. Srerwer. Senator, I think we have covered some of that in our 
statement which has been filed for the record. 

The price of wool was frozen on December 8, 1941, and this freeze 
was never lifted, in spite of our increased cost of production, and in 
the meantime there was, due to world conditions and shipping condi- 
tions between here and Australia, an accumulation of wools held here 
for storage and possibly for dumping, and those were the reasons 
why the price of wool did not increase during that time. 

Senator Scnorrre.. Of course your flocks of sheep, as a result, 
went down. 

Mr. Srerwer. The result of course was that it was necessary for 
the sheep people to reduce their flocks, to go out of business entirely or 
to reduce their flocks in order to stay in business. The price showed 
no profit. 
~ The Carman. You may go ahead. 

Mr. Srerwer. Many people “believe that the Office of Price Stabili- 
zation is partially responsible for the high price of wool because of 
its announcement that military orders would not be exempt after a 
certain date from the price-freeze order and, as a result, the military 
felt the necessity of getting their requirements before the exemption 
expired, thereby putting pressure on the market. 

Are the American producers to assume that they are not entitled 
to the world market price for their product and at the same time be 
asked to pay for subsidies to the foreign producers of the same com- 
modity ¢ 

With the costs of production everywhere in the world below pro- 
duction costs in the United States, how can anyone expect increased 
domestic production under such treatment. 

Senator Roperrson. If you could read that a little faster, it will 


help us all. I have already read this statement last night, and when 
| come here in the morning I have some idea of what questions, if 
any, I want to ask. 

The Cuarrman. You go ahead and highlight it, bring out any 


. ~= 
pots you want. 


Mr. Srerwer. Let us take another example of what the OPS has in 
mind regarding subsidy payments to foreign producers under a pur- 
chase and resale program. 

Cattle hide prices have already been rolled back to November 1950 
levels. This was possible because the United States produces ap- 
proximately 80 percent of its own needs and it is possible for all seg- 
ments to operate with the raw materials at hand. The comparison 
between the foreign market and the domestic market price is 50 cents 
yer pound for foreign cattle hides and 30-cent ceilings on domestic. 

The United States produces only 30 percent of pickle skins pro- 
duced from sheep and goats. Not enough for the industry to operate, 
but under the proposal above, purchase of pickle skins would be made 
at the world market prices, brought into the United States and sold at 
or below the price ceilings—which would have been rolled back in line 
with November prices of cattle hides—and again subsidize the for- 
eign producer. 

Senator ScHorppe.. At the expense of the American producer. 

Mr. Srerwer. It is unbelievable that such a proposal would be made 
when it is admitted, even by OPS, that increased production is most 
important in stabilizing the economy. 
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Definitive ceilings were placed on raw wool May 9, 1951, under 
CPR 35—over 100 days after the issuance of the General Ceiling Price 
Regulation. This order constituted a 14-percent rojl-back from the 
highest price reached. During this time all segments of the industry 
were in a chaotic condition, with the exception of defense orders, 
which were exempt until April 1. 

This condition created a surge of military orders to enable the 
Quartermaster to get the necessary requirements before being ham- 
strung by OPS. All other segments of the industry were confused 
and uncertain to the extent that the wool market, except for defense 
orders, was at a standstill. 

On February 2, 1951, we offered our assistance on the de velop- 
ments covering regulations and price ceilings that might be estab- 
lished on wool. The request is reproduced in full in the detailed 
statement, page 15. 

On March 5, 1951—over a month later—we received a reply which 
announced that the advisory committee from the woolen and worsted 
industry had been selected from an approved list—all manufacturers 
and top makers. Also, “the assistance which your association can 
give this agency is most important and desired. Further commit- 
tees, no doubt, will be necessary and you may be assured that your 
association’s assistance will be weleomed.” 

At and during this time we made every attempt possible to secure 
representation on wool advisory committees and as consultants. 
Promises were made by OPS to our friends in Congress that repre- 
sentation would be granted, but this was never ac ‘omplished.. Finally, 
after wires and representations were made, permission was granted 
for Mr. J. B. Wilson, our assocnation re esate itive here at the time, 
to sit in on all policy meetings concerning wool. 

This resulted in our attendance at two or three meetings, but not 
because we were notified by OPS but because we happened to find 
out about the meeting, or stumbled on them. 

The reasons given for this attitude were, one, because our repre- 
sentatives were paid association executives, and, two, consideration 
was not being given - price ceilings at the producer level. 

In answer to No. 1, let’s look at the composition of the Wool Ad- 
visory Commitee. i consisted entirely of wool manufacturers and 
top makers and is understood to be the same as the advisory committee 
under the NPA. 

Consultants in the wool section of the OPS came from the fol- 
lowing segments of the industry—manufacturers, top makers, and 
wool trade—dealers in foreign and domestic wool. There are no 
producer representatives; nor have we been asked to furnish any. 

Every one of the consultants came from a private manufacturer 
private top maker, or a private wool-trading concern. This does 
not in any way impugn the motives of honesty of these men, but the 
fact remains that a representative of a large part of the wool pro- 
ducers, who attempts to represent all growers’ interest and is in no 
way connected with a single producer, is denied the opportunity to 
serve. 

Senator Scuorrret. Mr. Steiwer, the Congress, at the time that this 
legislation was originally enacted, placed in that legislation, which 
was passed by the C ongress, provision for industry or advisory com- 
mittees. Quite fr: ankly, I will say to you that I am sure the Congress 
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intended that that was to be given full faith and credit, and was not 
meant merely to be a token establishment. 

You again reiterate what has so many times been reiterated by 
witnesses here from the various industries: that they have not been 
given the opportunity either as an association, or as an organized 
group through a representative to be present in the first, preliminary 
stages of these regulations. 

Mr. Srerwer. That is right, sir. 

Senator ScHoepre.. | merely want to state for the record that that 
certainly was not the intent of the Congress of the United States, to 
preclude or prevent, rather, we thought the folks writing these regu- 
lations should have the benefit of the experience and judgment of 
representatives of your association, cattlemen’s associations, and 
other associations, to eliminate some of the pitfalls that are develop 
ing here because someone was writing regulations that are proving 
now to be rather disjointed in character, and are leading to a lot of 
difficulties. 

It is a repetition of a situation that I regret very much has come 
about. 

Mr. Srerwer. Senator, we fully realize that the Congress did not 
intend to have happen to anybody what has happened to us in trying 
to get representation, or hearing before the OPS, or any of these 
agencies Which were created by the Congress, and on page 9 of our 
statement is a letter addressed to Mr. Joseph N. Kallick, Director of 
the Consumer Soft Goods Division, Economic Stabilization Agency, 
Washington, D. C., in which we quote to him the law, and that was 
written on April 11 and to date we have not had a reply from oh 
Kallick, or anyone from that agency, and further I would like to s: 
that a representative of our industry—a representative of the sacl 
industry wired Mr. DiSalle on April 10, in part as follows: “Would 
be very interested to know why producers have no membership on 
sulvisory committees.” 

On April 17 Mr. DiSalle replied, in part: “This office has no wool 
growers industry advisory committee because we do not at present 
pr ice wool at producer level.’ 

Definitive price ceilings were placed on raw wool, clean basis, Bos- 
ton, on May 9. 

Anyone who believes that the establishment of definitive price ceil 
ings on raw wool, clean basis, Boston, is of little concern to the pro- 
ducer of that wool knows nothing about the wool business, ‘This is 
just a play on words, and an excuse which has no valid basis. 

On March 14, 1951, we wrote the Director of the Consumer Soft 
Goods Division the following letter, because of the trite brush-off we 
received on March 15; on April 11, 1951, or almost a month later, we 
had had no reply to our letter of March 14, 1951, and sent a second 
request : 

Mr. JOSEPH N. KALLICK, 
Director, Consumer Soft Goods Division, 
Economic Stabilization Agency, Washington 25, D. C. 

DrEAR MR. KALLIcK: This will acknowledge your letter of March 5 in reply to 
our letter of February 2, in which we requested representation on advisory com- 
mittee affecting the formulation of rules, regulations, orders, and amendments 
that may be issued relative to wool. 


I understand that in the “interest of expediency an advisory committee from 
the woolen and worsted industry has been selected from a list approved by the 
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National Production Authority and that this committee is working diligently.” 
You also state that “Problems such as yours are being given careful considera- 
tion.” 

It has been our understanding that the above statement is true and that con- 
siderable thought has been given to the establishment of price ceilings on domes- 
tic wool. We understand, however, that because of the inability to control the 
price of foreign wool, such consideration of prices on domestic wool has been 
postponed for the time being. 

You, of course, realize that the present advisory board is composed entirely 
of manufacturers, top makers, and foreign wool dealers and, as far as we know, 
there is not a representative of producers on this board. May I point out to 
you that tithe —, general provisions section T01-B, in Public Law 774, Eighty 
first Congress, provides that: “In order to carry out this policy (ii) such busi 
ness advisory committees shall be appointed as shall be appropriate for pur- 
poses of consultation in the formulation of rules, regulations, or orders or amend- 
ments thereto issued under authority of this Act and in their formation there 
shall be fair representation for independent small, for medium, and for large 
business enterprises, for different geographic areas, for trade association mem- 
bers and nonmembers, and for different segments of the industry.” 

From the above we are of the opinion that the present advisory committee 
has not been established in accordance with the law. 

We therefore ask that you again give consideration to our request of Feb 
ruary 2 to be properly represented on advisory committees dealing with our 
commodity, wool. 

Sincerely yours, 
J. M. JONEs. 

To date we have not had the courtesy of a reply. 

Senator Scnorerret. Mr. Steiwer, I would like to ask you this ques- 
tion: 

We frequently have hearings here with reference to wages in all 
types of industries. Do you know what the relative wages in industry 
were during the period of 1910 to 1914 as compared to the present 
time ? 

Mr. Sretwer. Yes: I think we have that. Hourly wage of 20.8 
cents in 1910 to 1914. The price of wool at that time was 18.3 cents 
per gross pound, compared to $1.13 ceiling today, and as much wool 
could be purchased at $1.37 per grease pound today as could have 
been bought in the 1910-14 period when the wool was selling for 18.3 
cents per grease pound. 

The labor rate as of April 1951 is $1.57. 

Senator Scnorrre.. At the present time? 

Mr. Srerwer. Yes. 

I thank you for your time, and I do want to say that we think that 
we will, in the future, get better treatment than we have in the past 
sympathic underst: nding of our problems, and we hope that we will 
continue to have it. 

(Mr. Steiwer’s prepared statement follows :) 


STATEMENT OF W. H. STEIWER, PRESIDENT, NATIONAL Woot GROWERS ASSOCIATION 


GENERAL 


The National Wool Growers Association is the service organization for the 
domestic wool and lamb industry. At the present time the organization is com- 
posed of member State sheep grower associations in 12 western range States, 
including Texas, These 12 States have 66 percent of the stock sheep popula- 
tion of the United States. There are also individual members in eastern and 
midwestern sheep-growing States. 

We attempt to speak for the whole domestic wool- and lamb-producing indus- 
try and we believe that the views we express are the yiews of more than a 
large majority of the 350,000 growers of wool and lambs in the United States. 
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WHAT HAS HAPPENED TO THE INDUSTRY SINCE 1942 


Present stock sheep numbers in the United States are approximately 56 percent 
of what they were January 1, 1942. In other words, we are almost 22,000,000 
head short of our 1942 sheep population peak. 

On December 8, 1941, the day following the Japanese attack on Pearl Harbor, 
the Office of Price Administration announced it would impose maximum prices 
on wool at the December 6 price level. The official order freezing wool prices 
became effective December 18, 1941. On January 30, 1942, the Emergency Price 
Control Act of 1942 was approved and wool ceiling prices, which became 
effective February 28, 1942, were set ormthe basis of clean wool prices as of De- 
cember 15, 1941. Prices remained firmly pegged at that level until September 
1, 1946, when wool ceiling prices were removed by the OPA. 

Then on August 1, 1942, prices of lamb carcasses and wholesale and retail 
cuts of lamb were frozen at the highest sales price levels of the period July 27-31, 
42. On December 28, 1942, new and permanent dressed lamb and mutton ceil 
ings became effective. The ceiling on lamb carcasses and cuts at wholesale and 
retail were based on the average price prevailing during July 27-31, 1942, inclu- 
sive, as in the original order. Ceilings were also placed on dressed mutton at 
the wholesale and retail levels. 

In May of 1943, the OPA announced that retail ceiling prices on meat would 
be reduced. They also announced that livestock prices would be continued 
around then existing levels and that packers would be paid subsidies to offset 
losses resulting from lower meat prices with no lowering of live animal prices. 
On June 21, 19438, the roll-back in retail meat prices and payment of subsidies 
to packers commenced. Under existing circumstances live lamb prices should 
have been increased due to conditions we shall mention later, but instead of 
that they tumbled, following the roll-back. No relief was granted to lamb pro 
ducers until August 5, 1949, whén the Commodity Credit Corporation Was author- 
ized to pay a subsidy to those selling sheep and lambs to legitimate slaughterers 
until June 80, 1946, although it is our opinion that the actual producers re 
ceived little benefit. 

After a short period of decontrol in 1946, while OPA extension was under 
consideration, ceilings were again placed on lamb and mutton on August 30, 
1946, at the June 30 level plus the equivalent of 33 per hundred pounds live 
weight in prices of Good and Choice grades of live lambs, with appropriate 
adjustments to offset removal of the subsidy on other grades. Then on Novem 
ber 10, 1946, dressed meat, along with most other commodities, was removed 
from price control. 

Thus the sheep producer’s income was stationary in the case of wool from 
December 18, 1941, to September 1, 1946, a period of almost 5 years. In 
the case of lamb and mutton, dressed ceiling prevented any rise in live sheep 
and lamb prices from August 1, 1942, to August 5, 1945, a 3-year period. 

What was happening to the sheep grower’s operating costs during this 5% 
to 5-year period when his income was shackled? In the first place, average farm 
wages increased from $49.54 per month in 1941 to $125.52 in 1946 (average of 
western range States and Texas). From the standpoint of the sheep industry, 
hired labor represents between 20 and 30 percent of the total cost of production. 
A 150 pereent rise in one-fourth of the entire expenses during this 5-year 
period was something which could not be overlooked. In spite of wage rises 
paid by sheep producers, many sheepherders weer lured from the camps during 
these early 1940's because defense plants and other industries could pay 
salaries which the sheep producer with a pegged income could not possibly meet. 
Another item of cost which represents beetween 12 and 15 percent of the total 
cost of production is feed. Hay, for example, increased from $9.70 per top 
in 1941 to $16.70 in 1946, an increase of 72 percent. Corn rose from 75 cents per 
bushel in 1941 to $1.56 in 1946, a 108 percent rise. 

This situation in the sheep industry of controlled income and uncontrolled 
or partially controlled operating expenses is dramatically revealed in the 
studies made by the United States Tariff Commission, which show a 97-cents 
per head profit on a specified number of western sheep ranches in 1941 as com- 
pared to an estimated $1.18 per head loss in 1946. 

During the same period, stockpiles of both foreign and domestic wools were 
being accumulated. These overhung the domestic wool market and as late as 
March, 1948, the Commodity Credit Corporation still held in excess of 260,000,000 
pounds of domestic wool. 

With such conditions facing sheepmen, many of them either reduced or liqui- 
dated their flocks entirely. This is clearly shown in United States Department 
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of Agriculture statistics of increased ewe slaughter commencing in 1942. Many 
of these animals which went to the killing floor of the packing plants would have 
been held for replacements in the breeding flocks if the industry had been profit- 
able. Back in 1941, out of the total sheep and lambs slaughtered, only 6 percent 
were ewes, which is normal. In 1946 ewes represented 17 percent of the total 
slaughter and during this 1941-46 period the ewe slaughter ran as high as 21 
percent of the total sheep and lamb slaughtered. After reducing or liquidating 
their herds, sheep growers went into more profitable pursuits such as raising 
farm crops and industries requiring less labor, such as cattle production. In 
this manner they could still be patriotic in producing needed food and at the 
same time come nearer to realizing a fair return on their investment. It was 
also found more profitable in the 1940's to use the marginal lands of the country 
for vegetables and grain than for sheep grazing. 

Wool is recognized as a strategic wartime commodity and due to the dis- 
couraging factors of the 1940's, we find our domestic wool industry in dangerously 
low production, especially so if our foreign supply line should be cut off. United 
States shorn and pulled wool production in the peak production year of 1942 was 
454,997,000 grease pounds. In 1950 it was 252,535,000 pounds. Annual produe 
tion recommended by the United States Department of Agriculture is 33: 
pounds, 

Unfortunately the sheep industry cannot be rebuilt overnight. The recovery ot 
the sheep industry from the blows of the 1940’s now appears to be on the way. 
The year 1950 has shown the first real indication of increased sheep numbers in 
the United States. Numbers of stock sheep and lambs on farms January 1, 1951, 
were estimated by the United States Department of Agriculture to be 4 percent 
greater than numbers on farms January 1, 1950. That means more wool and 
meat for our Armed Forces and civilian needs. Individual cost studies show 
that the industry was profitable in 1950. 

Sheep production will continue to increase if given a reasonable incentive 
Just as surely will sheep production decrease if the industry is again subjected 
to a repetition of the errors, confusion and stifling restrictions of Government 
controls of the 1940's. If sheep producers are once again caught in a squeeze 
between pegged price controls and increased operating expenses, and with uncer 
tainty of the future, the production incentive will once again be killed. 

We submit that price controls (which are supposed to limit inflation) breed 
black markets; cause maldistribution of meat; disrupt meat production: create 
health hazards through unsanitary practices and lack of inspection: cause loss 
of byproducts including lifesaving medicines; divert manpower to an impossible 
enforcement job; encourage disregard for law; and are one more step toward 
Government regimentation of our entire economy. 


7.000 COO 


INCREASE PRODUCTION IN THE DOMESTIC SHEEP INDUSTRY 


The practical solution is to concentrate on the cause of the problem 
increasing the supply of meat and wool, by growing more livestock ; an 
ing existing purchasing power by a pay-as-you-go taxation, limitation on 
credit, incentives for individual saving, strict economy by Government, business 
and individuals, and restriction on the expansion of the money supply 

Increased domestic lamb and wool would achieve some important objectives: 

(1) Increase the supply of meat at a time when demand is high as a result of 
increasing consumer purchasing power, increased population and increased need 
for the defense effort. 

(2) Take the pressure off of the world raw material market for wool to the 
extent possible as production increased. 

(3) Relieve the anxiety on the part of the military for its basic wool 
requirements. 

(4) Create new wealth from otherwise wasted natural resources in the United 
States, in the form of critical materials. 

(5) Help stabilize the economy. 

As a result of decreased domestic lamb and wool production prices have 
increased to an all-time high. Need for products of the industry have been felt 
by all concerned. A serious drain on the world wool markets has been occasioned 
by the lack of production. We have been paying “through the nose” because of 
the inability to meet not more than half of our military requirements and not 
over 30 percent of our total wool requirements. After all fundamentally there 
is only one way to relieve the short supply and that is production. 
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Given a reasonable incentive, production will increase. Stock sheep and lambs 
on farms were estimated to be 26,065,000 on January 1, 1951, an increase of almost 
a million head over the same period a year ago—4-percent increase. In the 
projection made in the study, Domestic Wool Requirements and Sources of Supply, 
June 1950, 27,400,000 was estimated for 1951. In other words, the forecast is 
600,000 head below the number reported by BAE. This shows the industry can 
come back much faster than we realize if given the proper incentive. 

If the same incentive existed to increase production for the years ahead instead 
of 250,000,000 pounds of shorn and pulled wool production (grease basis) the 
United States could reach 400,000,000 pounds without straining our resources. 
This would assure strategic requireméfts and alleviate the pressure on world 
wool markets. 

Many factors must be taken into consideration to accomplish these results. 
Briefly some of them are as follows: 

1. Liberalization of the immigration restrictions on importation of Basques or 
other competent sheepmen over a period of years to assure a skilled and expe- 
rienced labor supply. 

2. Opportunity to compete in the labor market to retain experienced help by 
receiving prices sufficient to meet wages offered by other industries. 

3. Freedom from Government controls and restrictions, 

4. Clarification of Government policies to eliminate some of the uncertainty 
in the sheep industry. 

(a) A long-range adequate wool tariff policy. 

(b) A stable Federal land policy of use. 

5. More research work done on sheep on such things as breeding, diseases, 
parasites, range management, and improvement. 

6. Educational and informative services by land-grant colleges and Department 
of Agriculture. 

Strong predatory animal and dog-control measures, 
Eradication of scab in the United States. 

9. Control of big game. 

10. Above all, a sympathetic understanding on the part of all Government 
Departments—Defense, State, Labor, Agriculture, ete.—of the problems and the 
strategic need for a strong domestic sheep industry. 

Finally: (1) Government regulations and controls with subsidies, allocations, 
rationing, and red tape will not do the job. 

(2) Only increased production coupled with sound monetary policies will for 
the “long pull” do the job. 

(3) It is our position, therefore, that the reenactment of title IV of the Defense 
Production Act is not the proper way to combat inflation. 


PROPOSED AMENDMENTS 

Differential subsidy 

Notwithstanding the above position as to the proper action necessary to control 
inflation, our position should be made clear on some of the proposed amendments. 

We are opposed to the so-called “differential subsidy” provision for agriculture. 
As applied to agricultural products these become consumer subsidies paid to the 
producer with all the red tape, high cost of administering the program, and 
inequities which accompany such a program when prices are not arrived at in 
the market place. 

Subsidy experience in agriculture in OPA days is no doubt the reason why they 
were not provided in the Defense Production Act of 1950. 


Purchase and resale programs 


Although Mr. DiSalle’s statement to the committees makes a strong plea for 
“differential subsidies’ and purchase and resale programs, when queried on 
these points he was very vague praticularly on purchase and resale programs 
effecting agriculture. He brought up their application to copper many times 
but only gave one possibility for agriculture—wool, and no explanation was given 
as to how this would work. 

Wool is an import commodity and always has been. Definitive price ceilings 
have been placed on raw wool (clean basis) at a level 50 cents per pound below 
the highest prices reached which is a roll-back of approximately 14 percent. 

Should subsidies, purchases, and resale programs be permitted, it would mean 
that the Government or its authorized agents would buy wool in the world 
markets, bring it into the United States, sell it at or below the ceiling prices 
established and thereby pay the foreign producer a subsidy. 
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It has already been shown what happened to the domestic sheep industry under 
OPA and large wool accumulations caused by war conditions. Everyone is con- 
scious that we are “paying through the nose” in the acquiring of our wool needs 
for the defense effort as a result of these former policies. 

Many people believe that the Office of Price Stabilization is partially responsible 
for the high price of wool because of its announcement that military orders would 
not be exempt after a certain date from the price freeze order and, as a result, 
the military felt the necessity of getting their requirements before the exemption 
expired, thereby putting pressure on the market. 

Are the American producers to assume that they are not entitled to the 
world market price for their products and at the same time be asked to pay 
for subsidies to the foreign producers of the same commodity? 

With the cost of production everywhere in the world below production costs in 
the United States, how can anyone expect increased domestic production under 
such treatment. 

Let us take another example of what the OPS has in mind regarding subsidy 
payments to foreign producers under a purchase and resale program. 

Cattle hide prices have already been rolled back to November 1950 levels. 
This was possible because the United States produces approximately 80 percent 
of its own needs and it is possible for all segments to operate with the raw 
materials at hand. The comparison between the foreign market and the domestic 
market price is 50 cents per pound for foreign cattle hides and 30-cent ceilings 
on domestic. 

The United States produces only 30 percent of pickle skins produced from 
sheep and goats. Not enough for the industry to operate, but under the proposal 
above, purchase pickle skins would be made at the world market prices, brought 
into the United States and sold at or below the price ceilings (which would have 
been rolled back in line with November prices of cattle hides) and again sub- 
sidize the foreign producer. 

It is unbelievable that such a proposal would be made when it is admitted, 
even by OPS, that increased production is most important in stabilizing the 
economy. 


TREATMENT UNDER OPS 


Definite ceilings were placed on raw wool May 9%, 1951, under CPR 35—over a 
hundred days after the issuance of the General Ceiling Price Regulation. This 
order constituted a 14-percent roll-back from the highest price reached. During 
this time all segments of the industry were in a chaotic condition, with the 
exception of defense orders, which were exempt until April 1. 

This condition created a surge of military orders to enable the quartermaster 
to get the necessary requirements before being “ham strung” by OPS. All other 
segments of the industry were confused and uncertain to the extent that the 
wool market, except for defense orders, was at a standstill. 

On February 2, 1951, the following letter was sent to the Director of Price 
Stabilization: 

This letter sent to the following: 

Mr. Eric Johnston, Administrator, Economic Stabilization Agency. 

Mr. Michael V. DiSalle, Director of Price Stabilization, Economie Stabilization 
Agency. 

Mr. William H. Harrison, Administrator, National Production Authority. 

Mr. MICHAEL V. DISALLE, 
Director of Price Stabilization, Economic Stabilization Agency, 
Washington 25, D. C. 

Dear Mr. DISALLE: My president, Mr. W. H. Steiwer, Fossil, Oreg., requests 
through this office that the Wool Advisory Committee of the National Wool 
Growers Association be invited to sit in on the developments covering regula 
tions and price ceilings that may be established on wool. During World War 
II this advisory committee represented the sheep industry in all of the confer- 
ences with Government officials in this connection. 

The position of wool at the present time is well known to you and there is no 
need of amplifying the situation with which we are confronted. The primary 
concern, of course, of the wool industry is to increase production and it is our 
feeling that the Wool Advisory Committee of the National Association can be 
of assistance to the Government agencies in the development of a program which 
will aid the emergency effort. Again we ask that we be permitted to confer with 
you as developments take place. 
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We would appreciate your reactions and decision in this matter. 
Sincerely yours, 
J. M. Jones. 

The letter was answered on March 5, 1951, by the Director of the Consumer 
Soft Goods Division of ESA: 

ECONOMIC STABILIZATION AGENCY, 
Washington 25, D.C. 
Myr. J. Bi. JONES, 
Exrccutive Secretary-Treasurer, Nationak Wool Growers Association, 
414 Pacific National Life Building, Salt Lake City, Utah. 

Drar Mr. JONES: This will acknowledge receipt of your letter of February 2 
relative to representation of your association on advisory committee. In the 
interest of expediency, an advisory committee from the Woolen and Worsted 
Industry has been selected from an approved list prepared by the National Pro 
duction Authority. This committee is working diligently on drafting an order 
which, it is expected, will relieve many problems at one time. 

Problems such as yours are being given careful consideration. The assistance 
Which your association can give this agency is most important and desired 
Further committees will, no doubt, be necessary and you may be assured that 
your association’s assistance will be welcomed. 

Very truly yours, 
[s] Joseph N. Kallick 
JOSEPH N. KALLICK, 
Director, Consumer Soft Goods Division. 


At and during this time we made every attempt possible to secure representa 
tion on woo! advisory committees and as consultants. Promises were made by 
OPS to our friends in Congress that representation would be granted, but this 
Was hever accomplished. Finally, after wires and representations were made, 
permission was granted for Mr. J. B. Wilson, our association representative here 
at the time, to sit “in on all policy meetings concerning wool.” 

This resulted in our attendance at two or three meetings, but not because we 
were notified by OPS but because we happened to find out about the meeting or 
stumbled onto them. 

The reasons given for this attitude were (1) because our representatives were 
paid association executives and (2) consideration was not being given to price 
ceilings at the producer level. 

In answer to No. 1, let’s look at the composition of the Wool Advisory Com 
mittee. It consists entirely of wool manufacturers and top makers and is under 
stood to be the same as the advisory committee under the NPA. 

Consultants in the wool section of the OPS came from the following segments 
of the industry: Manufacturers, top makers, and wool trade (dealers in foreign 
and domestic wool). There are no producer representatives; nor have we been 
asked to furnish any. 

very one of the consultants came from a private manufacturer, private top 
maker, or a private wool-trading concern, This does not in any way impugn the 
motives or honesty of these men, but the fact remains that a representative of 
a large part of the wool producers, who attempts to represent all growers’ in 
terests and in no way connected with a single producer, is denied the opportunity 
to serve, 

Now, as to No. 2 above: Anyone who believes that the establishment of defini 
tive price ceilings on raw wool, clean basis, Boston, is of little concern to the 
producer of that wool knows nothing about the wool business. This is just a play 
on words and an excuse which has no valid basis. 

On March 14, 1951, we wrote the Director of the Consumer Soft Goods Division 
the following letter because of the trite brush-off we received on March 5. On 
April 11, 1951, or almost a month later, we had had no reply to our letter of 
March 14, 1951, and sent a second request. We have not had the courtesy of a 
reply up to the present time. 

Mr. JosepH N. KALLicK, 
Director, Consumer Soft Goods Division, 
Economic Stabilization Agency, Washington, D. C. 

Dear Mr. Kariick: This will acknowledge your letter of March 5 in reply to 
our letter of February 2 in which we requested representation on advisory com- 
mittee affecting the formulation of rules, regulations, orders, and amendments 
that may be issued relative to wool. 


~~ =—_— >. 
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IT understand that in the “interest of expediency an advisory committee from 
the woolen and worsted industry has been selected from a list approved by the 
National Production Authority and that this committee is working diligently. 
You also state that “Problems such as yours are being given careful considera- 
tion.” 

It has been our understanding that the above statement is true and that con- 
siderable thought has been given to the establishment of price ceilings on domestic 
wool. We understand, however, that because of the inability to control the price 
of foreign wool, such consideration of prices on domestic wool has been postponed 
for the time being. 

You, of course, realize that the present advisory board is composed entirely 
of manufacturers, top makers, and foreign wool dealers, and, as far as we know, 
there is not a representative of producers on this board. May I point out to 
you that title 7, general provisions, section 701 B, in Public Law 774, Eighty- 
first Congress, provides that “In order to carry out this policy (ii) such business 
advisory committees shall be appointed as shall be appropriate for purposes of 
consultation in the formulation of rules, regulations, or orders or amendments 
thereto issued under authority of this act and in their formation there shall be 
fair representation for independent small, for medium, and for large business 
enterprises, for different geographic areas, for trade-association members and 
nonmembers, and for different segments of the industry.” [Italics ours, } 

From the above we are of the opinion that the present advisory committee has 
not been established in accordance with the law. 

We, therefore, ask that you again give consideration to our request of Febru- 
ary 2 to be properly represented on advisory committees dealing with our com- 
modity—wool. 

Sincerely yours, 
J. M. JONES. 
CONCLUSION 


Considering the history of the past decade for the domestic sheep industry with 
the unrealistic controls, Government regulations, red tape, decrease in breeding 
stock, and the present treatment accorded the industry by OPS, which is just 
as involved and far worse, if possible, than OPA, is there anyone interested in 
the welfare of this country who believes that production of these vital materials 
will be increased? The answer is obvious. Increased production will not result 
and increased production is the only possible way to create stability. 

CPR-85—Ceiling prices for wool and related fibers—is admittedly an interim 
order and subject to further roll-backs and uncertainties. The OPS has for 
many weeks been delaying the issuance of a ceiling order in an attempt to place 
the ceiling at the lowest price possible. 

If and when the world wool market exceeds the ceilings, one of two things will 
happen—the United States will not get the wool or ceilings will have to be raised 
to meet world competition. The way OPS as performed in the past, it is more 
than likely that delaying tactics will be such that we will miss the wool. 

We earnestly recommend that title 1V be stricken from the Defense Production 
Act, that “differential subsidies” and purchase and resale programs be denied 
as injurious to the welfare of the country, and that a program of increased 
production and a sound monetary and fiscal policy be adopted. 


Senator Ropertson. We will try to cooperate in tempering the 
wind on the shorn lamb. 

The next witness is Mr. Harold A. Bishop. 

Will you come forward and identify yourself ? 


STATEMENT OF HAROLD A. BISHOP, PRESIDENT OF THE BOSTON 
WOOL TRADE ASSOCIATION, BOSTON, MASS., REPRESENTING 
NATIONAL WOOL TRADE ASSOCIATION, PHILADELPHIA WOOL 
AND TEXTILE ASSOCIATION, AND CHICAGO MID-WEST WOOL 


TRADE ASSOCIATION; ACCOMPANIED BY HERBERT WILER AND 
ARTHUR MILNES 


Mr. Bisuor. My name is Harold Bishop. I am engaged in the 
wool business at 274 Summer Street, Boston, Mass. I am president 
of the Boston Wool Trade Association and appearing here today on 
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behalf of that association, as well as the National Wool Trade Asso- 
ciation, the Philadelphia Wool and Textile Association, and the Chi- 
ago Mid-West Wool Trade Association. On my right is Mr. Herbert 
Wiler, president of the Philadelphia Wool Trade Association, and 
on my left is Mr. Arthur Milnes, president of the Mid-West Wool 
Trade group. 

Senator Ronerrson. Are there any others? 

Mr. Bisnor. We had another representative here this morning, 
Senator, but I regret that he is unable to be with us now. He is Mr. 
Thurmond, a director of the } National Wool Trade Association. 

Senator Roserrson. These associations for whom you speak repre- 
sent what percentage of the wool trade in this country, sir? 

Mr. Bisuor. Senator, the four associations for which I speak handle 
practically all of the wool. 

Senator Roperrson. Are the views you are going to express today 
the views of all of these associations ? 

Mr. Bisnor. Yes. 

Senator Rorerrson. You may proceed. 

Mr. Bisuor. I appear in opposition to section 103 of S. 1397 which, 
as We view it, would permit the Government to take over the buying 
and selling of all wool consumed in the United States. 

Before I proceed further with my testimony, I would like to take 
this opportunity to thank you, Mr. Chairman, and the members of 
the committee, for myself and on behalf of the re presentatives of these 
other wool trade associations present here this morning, and the mem- 
bers of all of these associations, for the opportunity which you have 
afforded us to have me appear here and testify before your committee. 

Before I present to vou our objections to section 103, ms iv I say that 
the members of these four wool trade associations buy and sell prac- 
tically all of the wool that is consumed in the United States. The 
members of these associations and their predecessors have been en- 
gaged in this business for generations. 

The raw-wool business is a complicated one that has been handed 
down from father to son and from employer to employee. Nowhere 
in libraries can one find the thousands upon thousands of variegated 
types of wool that must be channeled into the textile mills of this 
country for the making of the variegated styles, colors, and textures 
that our citizens demand and buy in the form of men’s and women’s 
outer garments, underwear, socks, blankets, rugs and carpets, up- 
tidal y, draperies, and industrial products such as pressed felts and 
woven felts used in the manufacture of paper. Only by years of ex 
perience can this knowledge be imparted and received to its maximum 
advantage. 

Section 303 of the Defense Production Act of 1950 empowers the 
Government to buy and sell raw agricultural commodities, including 
me but provides that such agricultural commodities may be resold 
by the Government only for industrial uses or stockpiling, and at not 
less than the higher of the current-market price or the price estab- 
lished by Commodity Credit Corporation for commodities owned 
by the Corporation. 

Section 103 of S. 1397 would, in the case of foreign wool, remove 
these restrictions. Thus, under S. 1397 the Government could buy all 
foreign wool and resell it for any purpose at any price. This bill 
would even authorize the Government to pay to foreign wool growers 
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prices higher than established United States ceiling prices, if it is 
determined that the stocks of wool in the United States could not be 
effectively increased at lower prices or on terms more favorable to the 
Government. 

We submit that section 103 is not necessary. The supply of raw 
wool in the world today, together with this year’s shearings, will be 
adequate to meet our needs ‘and those of our allies, if the purchases 
of such wool are handled through normal commercial channels rather 
than through Government pure chases such ¢ as would be authorized under 

section 103. 

The existing channels of the wool trade can provide the required 
stocks of wool rand the basis for this knowledge is the experience par- 
ticularly in World Wars I and II. We have found apprehension on 
the Government level during war periods and steps have been taken 
by the Government in the past to establish supplies through stock- 
piling. In World War II the Government built a stockpile within 
the United States of 850 million pounds of wool and not one ounce of 
it was drawn upon to provide for the military or the civilian. The 
industry provided all wool required for both civilian and military 
usage during this most serious war period in our history. 

The Cuarrman. You are familiar with the mills in the South ? 

Mr. Bisuor. Yes. 

The Cuarrman. Do you know Mr. Milliken ? 

Mr. Bisuop. Yes. 

The Cuairrman. I understand from the southern mills—and we have 
a lot of them in my State, I think more than in any other State, we 
certainly have as large a consumption of wool, even though we are 
a cotton State, as most textile States. Am I wrong about that? 

Mr. Bisnor. I would say the largest consumption would be found 
in the New England area. 

The Cuarrman. I am talking about the South. 

Mr. Bisuor. The South is growing. I would have to check the 
figures. I assume Mr. Millikin would make a statement you could 
rely upon. 

‘The Cuarrman. I happen to have known Mr. Millikin for a long 
time. We have several mills down there. 

He suggested to me that this order has caused quite a lot of con- 
sternation among the trade. 

Mr. Bisuor. It has caused considerable difficulty in all sections of 
the trade—the growers, the manufacturers, and the woolen importers. 

Senator Ropertson. The amendment to Regulation 18 helped a lot. 

Mr. Bisnor. That amendment gave some relief to the problem. 

The CHatrMan. Has that cleared it up? 

Mr. Bisuor. It has given relief. I would say that temporarily 
we are taken care of under that amendment. 

The Crarrman. If we renewed the law with that amendment in the 
law, to make certain nothing could be done again similar to the first 
order they issued, would that be a relief to you ‘ 

Mr. Bisnor. I have a different point here, Senator. 

The Cuarrman. You might know that. I am just asking that 
question. 

Mr. Bisnop. I feel that the point which I have in mind, section 103, 
is more far reaching than the program that was worked out under 
the price-control order, 
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The CuairmMan. But at least the amendment has helped, the amend- 
ment to the order ? 

Mr. Bisuor. It has helped ; that is correct. 

The Cuarrman. That is what I was informed, but I was also in- 
formed that the original order rather created—— 

Mr. Bisnor. Chaos. 

The CuarrMan. I may be exaggerating—pandemonium. 

We have some woolen mills and some combined mills that use both 
wool and cotton, as you know. 

Mr. Bisuor. Yes. 

The Cuatrman. That is why I asked. At least, that amendment 
is far better than the original order was. 

Mr. Bisnor. Yes, sir. 

The CHairman,. Of course, you are going to speak on section 103. 
I didn’t mean to jump ahead of you. ‘T wanted to get that clear for 
the record. 

Senator Rozertson. You are also aware that Virginia has developed 
a good many woolen products ¢ 

Mr. Biswop. Yes. 

Senator Roserrson. There is a large mill at Winchester, Stillwater 
Worsted, and one mill in Rock Bridge, and another in Augusta 
Springs. 

Mr. Bisuop. Yes. 

Senator Rorerrson. The plants of Pacific Mills in Halifax County. 
and Appomattox County, Burlington; Marshall Field Co. has a fac- 
tory in Henry County. 

Mr. Bisnor. Yes. 

Senator Rosertrson. Of course, we produced at those plants, in spite 
of the fact that we have the largest cotton mill in the world at Danville. 

Mr. Bisnor. All of the plants i in that area, Senator, and in the other 
areas of the South that Senator Maybank referred to are in the wool 
trade for which we speak. 

The existing channels of the wool trade can provide the required 
stocks of wool, and the basis for this knowledge is the experience, par- 
ticularly in World Wars I and II. We have found apprehension at 
the Government level during war periods, and steps have been taken 
by the Government in the past to establish supplies through stock- 
piling. In World War II the Government built a stockpile within the 
United States of 850 million pounds of wool, and not 1 ounce of it was 
drawn upon to provide for the military or the civilian. The industry 
provided all wool required for both civilian and military usage during 
this most serious war period in our history. 

Senator Scuorrre.. What in the world was done with that wool, 
and why was it handled that way ¢ 

Mr. Bisnor. The stock was accumulated because of apprehension on 
the part of the Government administrators at that time that they must 
get some wool into this country, There was an arrangement made with 
the British for them to ship wool here, and hold it. In the event that 
we needed it, we could draw upon the supply. 

Ultimately, the greater part of it was shipped abroad. Some of it 
was taken over by the United States Government—in connection with 
the lend-lease program, I believe—and that wool was sold by the 
Defense Supplies Corporation in the United States to any buyers, 
domestic or foreign, who cared to pay the price for it. 
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Senator Scnorrre.. And that program tended to depress the build- 
ing up of flocks, or the number of sheep in these United States of 
America ; didn’t it? 

Mr. Bisuor. I would say that it had a very, very important influ- 
ence on the minds of men who were potential raisers of wool in the 
United States, the wool growers. 

The Cuarrman. Let me ask why was it that the production of sheep 
in this country declined so much after the last war after OPA. 

I can remember down home when I was a young fellow on the planta- 
tion we also had two or three hundred sheep, and it never was 
profitable. 

Mr. Bisuor. That is a question, Senator, one of the wool growers 
could answer better. 

The Cuarrman. I understood Senator Bricker or someone to say 
that in the Middle West other animals were more desirable. 

Senator Carenarr. Do you know why the sheep herds have fallen 
oft, because during World War II, under the OPA, they sold their 
ewes, they had no breeding stock. They sold them all off during OPA. 

The Cizarrman. But the »y never build back up. 

Senator Carenarr. It takes time to build back up. 

The Carman. It was less profitable in South Carolina. Of 
course, that is a warm climate. 

Senator Capruart. We had 850,000 pounds of wool on hand when 
the war ended. That has had a deterring effect upon growing more 
sheep. Then they sold the ewes during the war period, and it takes 
time to build back up. 

The CHairman. [ wonder if it wasn’t an economic necessity, the 
farmers in the Middle West and South who had sheep maybe went to 
hogs and cattle; our country has gone steadily into beef cattle. 

Senator Roserrson. In Vi irginia in 1920 as a member of the State 
senate I got through a bill requiring dogs to be licensed, requiring game 
wardens to enforce that law, and to kill all « logs that were not licensed, 
and to give the license fees to the counties, except 15 percent of it, 
which we used as enforcement funds to pay stock claims primarily for 
sheep and poultry. That has helped to keep the sheep industry in 
Virginia, although I don’t have the figures, whether they have in- 
creased or decreased since the end of OPA. 

I do not—we do not have so many sheep in Virginia now as we had 
in 1861. 

The CuarrMan. In South Carolina we don’t have any. We had 200 
when I was a child on the plantation. We don’t have any now. 

Of course, I agree with the Senator that OPA had a lot to do with 
what happened. Wecan make more money off cattle, for instance. 

Mr. Bisuor. On page 8 of Mr. Steiwer’s statement, I find that he has 
cited numerous factors, and I would say that there is meat in there 
for many Government administrators to work on. I believe that some 
of the apprehension which exists in this country about our having an 
inadequate stock of wool at this particular time can be removed, not 
necessarily today or this week or this month, or this year, but in just 
a very few years, if attention is given to the possibilities for increasing 
wool production within the United States. 

I have the figures here. In 1920, we produced in the United States 
5 million pounds of wool. 


83762—51—pt. 2——-45 
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In 1930 we produced 420 million pounds; in 1940 we produced 475 
million pounds. But in 1950 we produced 260 million pounds, so that 
it appears to me that right within our own country, within the last 
decade, we have *dddeene 200 million pounds of wool more than we are 
producing now. I say let’s get that wool produced in the United 
States, and we won’t have to worry about going overseas, meeting 
competition, and paying prices that seem to be disturbing to the price- 
control authorities here, to the manufacturers, or to anyone else. 

Senator Rozertson. In addition to that, should we get into another 
war in the Orient and lose the Philippines and Japan, we couldn’t get 
the wool in from Australia. 

Mr. Bisuor. It would be a problem for us. Having the wool right 
here, Senator, is what I believe in. 

Senator Rosertson. Is there any way in which the merchants can 
sell wool and the processors who fabricate it can do anything to en- 
courage production of sheep in this country ¢ 

Mr. BisHor. We in the wool marketing field consider that the pro- 
fession of the wool growers, Mr. Steiwer’s group, the Wool Growers 
Association. We make recommendations and we are ver y sympathetic 
to many of the points they have made here about the difficulties they 
have. For example, the husbanding of national park areas. 

Senator Roserrson. The point I make is they claim you make more 
money out of this business than they do. 

Mr. Bisuor. The grass is always greener in the other fellow’s yard, 
Senator. 

Senator Scuorpret. Mr. Bishop, were you in the room awhile ago 
when I made reference to the w ie Big Four bolstering prices ? 

Mr. BisHor. Yes. 

Senator Scuorrret. If we had developed a system, or an approach 
to the economics in the situation, in a proper manner, we would have 
had a greater supply in this country, at this moment, of sheep, to 
prevent these good United Nations neighbors of ours, who certainly 
never overlook a bet, to dig and gouge the American taxpayer on 
trade relationships such as are going on and are being reported in 
this article right here, and your association—lI take it from what you 

said a moment ago—would be most happy and willing to see a good, 
strong sheep industry within the continental United States. It would 
help us all here. 

Mr. Bisuor. We certainly would, sir. 

Senator Roserrson. There hasn’t been any cut in the tariff on raw 
wool? 

Mr. Bisuor. There has been some cut in the tariff on raw wool since 
the Hawley-Smoot tariff. 

Senator Roserrson. Schedule K is what made Taft—he went out 
in Minnesota and made his famous case on that. There haven’t been 
any alphabet schedules in the tariff since. In order to take out K, 
they took the whole alphabet out, but that happened to be a touc hy 
subject, because Taft was for a tariff on wool, and Teddy Roosevelt 
was for cheaper clothes for the workingman, and it made rather 
a hot issue. 

Senator CApenart. I suppose Teddy would turn over in his grave 
if he knew what clothes cost the workingman today, under the New 
Deal. 
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Senator Ropertson. In those days $10 bought a good suit. 

Mr. Bisuor. I have just one further short statement. 

The point I wanted to make, gentlemen, is that the industry pro- 
vided all the wool required for both the civilian and the military dur- 
ing the most serious war period in our history. That is our record. 
It can be checked. 

Now, we say that if the United States Government is granted the 
power to buy the products of foreign nations on a subsidy basis, it 
would provide the Government with a complete monopoly with respect 
to the handling of the products it might buy under such a program. 

If wool is to be purchased under this grant of power, it will create 
certain problems which we believe should be carefully considered 
before granting such authority. 

Wool, as I stated before, is a complex commodity. For example, 
the British Dominions, which Erouitios approximately 60 percent of 
the world’s wool supply, set up some 2,000 to 3,000 types in classifying 
their wool production for world markets. ‘These many and varied 
types are determined according to fiber, diameter, le1 igth, color, free- 
dom from vegetable content, and adaptability for the many end prod- 
ucts made from wool and the varied types of machinery used in the 
manufacture of such products. 

The products made from wool cover a wide range, running from 
the daintiest fabrics for ladies’ gowns through all types of men’s 
and women’s outer garments, both lightweight and heavy, under- 
wear, socks, blankets, rugs and carpets, upholstery, draperies, and 
industrial products such pressed felts, and woven felts used in the 
manufacture of paper. ‘The wool requirements of nearly all these 
products constantly vary according to market conditions, style, cli- 
mate, and many other factors, which in turn vary the selection of 
types of wool and the relative quantities of these types in order to 
meet the requirements of the whole industry. 

To supply these varied requirements, at the right time, in the right 
amounts, and at the right places, has been the specialized function 
of the wool industry. “At no time, either in peace or war, has the 
industry failed to perform this function both for civilian and military 

requirements. The composite ability and judgment of the various 
operators, refined by years of experience, has accomplished this func- 
tion with an efliciency which could not be duplicated by any individual 
centralized purchase program, regardless of any industry talent em- 
ployed 1 in such program. 

Phe bulk importation of wool by a central agency could not be 
abnamntiole -d in an efficient manner to meet the needs of the industry 
and the desires of the consuming public. Instead of being patterned 
to fit economic needs, it would likely be governed by political and 
social expediency. 

The Cuarrman. They have been stockpiling wool. 

Mr. Brsnop. They have done some stockpiling, sir. 

The Cuamman. Don’t you think that is a wise thing to stoe ‘kpile 
in the event we do have, as Senator Robertson suggested, a major 
tragedy in that we can’t import wool? Of course, on the stockpiling 
problem, Mr. Small stated to the committee the other day eae care- 
fully they guard it, and they never let it and would never let it get 
out unless there were an emergency. 
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Mr. Bisuor. The industry made a recommendation to the Govern- 
ment that some stockpiling be done. 


The Carman. Well, we ought to do that. In the last war we 
found we didn’t stockpile enough. 
Mr. Bisnor. In the form of clothing—in the form of cloth—— | 
The Cuairman. That is the way “they have been stockpiling it; 
is it? 
Mr. Bisuor. They now have started on that stockpiling program; 
ves. 
The Crrarman. Well, that is the wise thing to do, provided it is 


guarded carefully and sec retly as we understood Mr. Small said he 
would do through the RFC funds. 


Mr. Bisuor. We advocated the stockpiling of the clothing first 
because if a call comes from a commander in a war theater, we don’t 
want any stocks of wool lying in a warehouse in Boston. We want 
to have the clothing made up so they can put it on a boat or an air- 
plane and get it out there. 

The Cuamman. There might be perhaps the danger of being shut 
off—we hope and pray it won’t happen—as we were shut off from rub- 
ber before. 

Do you know how Mr. Small operates this? The RFC puts money 
up. He stockpiles it. You have no objection to the way he is handling 
it ? 

Mr. Bisnor. I think the stockpiling was not done—well, perhaps 
it was through the recommenadtion of Mr. Small’s Munitions Board. 
It was under a direct authorization by Congress, Senator O’Mahoney’s 
bill. 

The Cuamman. I meant Mr. Small has charge of it. 

Mr. Bisnor. Yes. That has been stopped. “There was an accumu- 
lation of some 7 million pounds. While I have no authentic informa- 
tion, I understand that the governmental departments are considering 
it would perhaps be more advisable to stockpile or to use the funds 
for cloth and clothing, rather than for the stocks of wool. 

The CuarrmMan. Well, they didn’t tell us that. 

Mr. Bisnor. The bill finally passed by the Senate called for the 
stockpiling of a reserve, called a reserve purchase program, of 100 
million pounds of wool. 

The CHamman. In addition to that, you have the ordinary stock- 
piling program under the Munitions Board, which stockpiles anything 
declared in shortage in the interest of the national defense, like man- 
ganese or copper. They can, under that law stockpile wool, and in 
fact are doing it. 

Senator Capenart. Mr. Chairman, I see by the article in the New 


York Times which Senator § Sohope: referred to, you had better add 
another $183,800,000 to the budget, because it says: 


John McEwen, Australian Commerce Minister, announced today that the four 
Commonwealth countries would set up a $183,800,000 fund to buy up any wool 
which did not bring the agreed price at auction. 

Now, we had better add that $183 million to the budget, because 
they are going to want us to give it to them to buy this w ool. 

The Cuarrman. With all due deference to my good friend, he knows 


that is under the Republican leadership of Mr. Johnston and Mr. 
Wilson. 
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Mr. Bisnop. I can give you the encouragement that I honestly be- 
lieve we won't have to use a cent of the $183 million. 

Senator Carenarr. Mr. Johnston and Mr. Wilson have had a little 
experience here as to what happened to MacArthur, so they are not 
going to do anything the President doesn’t want done. 

The Cuamman. I wouldn’t know about that. 

Senator Roserrson. Mr. Chairman, I have to leave to attend a con- 
ference with the Federal Reserve Board to discuss some credit con- 
trols matters, and before I do, I would like to ask this witness one 
question : 

I understand that your appearance here on behalf of these various 
wool associations is directd to section 103 of this bill. 

Mr. Bisnop. Yes. 

Senator Roserrson. You think that that section should not be put 
in this new law? 

Mr. Bisnor. That is correct, sir. 

Senator Roperrson. And you are limiting your appearance to that 
one objection. 

Mr. BisHor. Yes. 

I have just one or two points here I would like to cover: 

1 find that on the Government level there is apprehension about three 
commodities. They are generally thought of together as “strategic 
commodities,” wool, tin, and rubber. I would like to point out that 
tin and rubber are confined to few standards, whereas wool, as I have 
explained, involves as many as 3,000 different types. 

Moreover, in the years 1946 to 1950, our imports of apparel wool 
amounted to an average of only 15 percent of the world production 
as against imports of tin to the United States of 38 percent, and 
rubber, 47 percent. 

There is a point I would like to stress, gentlemen: Governmental 
pronouncements on the wool supply situation have had extremely in- 
fluential effect on the world wool market, particularly since September 
1950. 

I honestly believe that the Government officials who are working on 
this problem are serious-minded men, and are trying to do a good 
job, but the sensitivity of the wool markets of the world certainly has 
oa shown by the influence of these statements. 

In September 1950, there was a conference in London, and the 
United States made a proposal to allocate the world’s stock of wool, 
the world’s current production. That upset the market very, very 
much. Wool buyers felt that here comes Uncle Sam, with all the money 
required to do anything he chooses to do. We have to jump in and 
buy some wool. The conference resulted in the rejection of the pro- 
posal, and the markets quieted down after that. 

Then there was a conference in Australia in November on the sub- 
ject of preemption of certain stocks for the United States, and again 
fears were introduced into the minds of world buyers that the United 
States would take large weights of wool, and prices soon took on a 
steady advance again. 

Then in January 1951, a most unfortunate statement was made and 
given publicity throughout the world. It was a statement in the press 
that the United States Government was giving consideration to the 
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possible acquisition of a stockpile of 350 million pounds of wool to be 
acquired out of the coming wool clip. This just electrified the wool 
markets of the world. The wool was not acquired, but that press 
statement was never denied. 

Now, I don’t think that anybody who was a party to that had any 
intent whatsoever to do something that was going to be harmful to 
the wool buyers of the United States, or the ‘United States Govern- 
ment, or that would influence the wool markets of the world upward 
just prior to the time we might be going in to acquire a quantity of 
wool, 

However, the statement was made; it came from Government 
sources, and I believe it is considered now to have been a most un- 
fortunate statement. The statement of intent to stockpile was sup- 
posed to have come from the Munitions Board, at the same time the 
United States military came into the market, on what you really 
might describe as a buy ing spree. 

The Cuamman. Well 1, they usually do that. 

Mr. Bisnor. I question if it was intended by the military that they 
should buy in the manner that they did buy. I believe their action 
was forced by a provision in the ceiling price regulations, the CGPR 
as amended, which gave an exemption to the military, up to April 1 
of 1951. 

There were purchases by the military, in the first quarter of 1951, 
to get in under the wire of Mr. DiSalle’s restriction on the military, 
and we have found that there were orders placed for cloth that in 
some cases is not to be delivered until June 1952. 

Such action puts an unnecessary strain on the market. 

I cite these things as indicative of what we might be running into 
with the Government handling the buying and pr ocurement program, 
as would be authorized under section 103. 

Frankly, gentlemen, the wool trade industry is so alarmed over 
the possible loss of its business if section 103 is enacted, we express 
the hope that before you give final consideration to section 103 you will 
interrogate and ascertain from Mr. Eric Johnston, the Administrator 
of the Economic Stabilization Administration, the purpose for which 
section 103 was recommended and whether the Government intends to 

take over our business in the event section 103 is enacted. 

In conclusion, we submit for the reasons which we have explained 
today that section 103 is not necessary and should not be enacted. 

This concludes my statement, Mr. Chairman. 

The Cuamman. We apprec iate your appearance here, Mr. Bishop. 
I am sure the other members of the committee will read it with interest. 

If there is anything else you wish to file, we will be glad to have you 
do it. 

Mr. Bisnor. I thank you very much, Mr. Chairman and members of 
the committee, not only for myself, but on behalf of these other asso- 
ciations, and all the members of the associations which we represent. 

The Cuarrman. Thank you, sir. 

The next witness is Mr. Nathan. 

Mr. Nathan, will you come up and have a seat. It is good to see you 
again, 

Did you wish to read your statement, or will you high light it? 
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STATEMENT OF ROBERT R. NATHAN, NATIONAL PLANNING COM- 
MITTEE, MEMBER OF THE AMERICAN VETERANS’ COMMITTEE 


Mr. Natuan. I will high light it, Mr. Chairman. 

The CHarrman, Without objection, it will be made a part of the 
record, 

We have had many witnesses today. 

Mr. Naruan. Senator, and members of the committee, as the pre- 
pared statement indicates, I am appearing here today as a represent- 
ative of the American Veterans’ Committee, which is a national organ- 
ization of honorably discharged veterans of World War II, and I ap- 
pear as a member of the national planning committee, which is the 
legislative body of the organization, and of the national administrative 
committee, which is the top administrative body. 

Needless to say, the organization 

The Cuatrman. You were in the organization with Mr. Donald 
Nelson in the last war? 

Mr. Naruan. I was with War Production during World War II, 
and in the latter stages of the war with the Office of Reconversion. 

The Cuarmman. You testified, I think; did you not? 

Mr. Naruan. I did last summer. 

The CuHarman. Don’t you think if we had put that in effect when we 
passed it it would have done some good, or don’t you want to answer 
that ¢ 

Mr. Narnan. I think many of the things I proposed then would 
have been helpful, sir. 

The CHarrMan. We stayed here and passed the law in September 
or October, and you testified, and they didn’t do a lot of things, but 
could have done something about it. Am I wrong? 

Mr. Naruan. No; I think you are quite right. 

The Cuairman. Something was said about Mr. Baruch being wrong. 
It is all well and good for someebody to think so, but if we had got at 
this inflation with prices and wages going up, and so forth and so on, 
way up until the middle of February, we wouldn’t be in the difficulty 
we are in today. I don’t think we would have the trouble we have 
today if something had been done in October or November. 

I don’t know how you feel about it, but I know you testified last 
June. 

Mr. Naruan. I feel in many ways we still haven’t done what we 
should do in some areas. 

The Cuamman. They didn’t do anything until February. 

Mr. Naruan. Of course, we did raise taxes, Senator. I don’t think 
we raised them enough. We did institute credit controls on con- 
sumers. I don’t think we instituted controls on bank credit, which 
would have helped a great deal. 

There was a regulation on inventory control last fall, which never 
was implemented, apparently. It never meant anything. I think, 
as a matter of fact, the inventory accumulation was one of the most 
important factors in the inflation, one of the most stirring factors; 
nothing ever done about it, and nothing done in terms of credit con- 
trols which advanced fantastically. 

de that as it may, here we are now. 
The Cuatrman. That is right; we can’t cry over spilled milk, but 


I don’t want anybody to blame the committee. We did the best we 
could last summer. 
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Mr. Natwan. The committee did very well. Unfortunately, the 
other committees didn’t parallel it with other action, nor was the 
implementation what it should have been. 

The Cuarmman. When I hear people say the committee or Con- 
gress didn’t do this or that, it bothers me, because we did put a good 
bill into effect. 

Mr. Naruan. Today I think we have a real opportunity, because 
today—and I think it is temporary—the forces of inflation had been 
subsiding. "4 

The Crarrman. But you have to start on a new level today. You 
can't go back to 1950. 

Mr. Naruan. That is correct. 

The Crarrman. You can’t set meat prices as of May or June 1950 
in a market of 1951, where they have gone up 20 or 30 percent more. 

Mr. Naruan. No; I think it would be impossible today to attempt 
it. Wecan’t roll back today. 

Senator Scuorrret. Mr. Nathan, even as late as last week, if we 
turned on our radios, once in a while we could hear some brilliant 
columnist over the air laying all of these troubles to the fact that 
Congress hasn’t acted, when, actually, on September 8 this bill could 
have been implemented, and those in responsible positions in the Gov- 
ernment knew for months and weeks when that bill was being pre- 
pared and argued on the Senate and House floor, they knew it was 
going to be passed, but they didn’t do anything about that until late 
in the spring. 

Mr. Naruan. That is right. 

Senator Scuorpren. And then attempt to charge Congress with it, 
which comes as a travesty upon the intelligence of the American 
people. 

Mr. Naruan. I think if this bill had been properly and effectively 
enforced last fall, there isn’t any question we wouldn’t have had 
nearly this degree of inflation. 

The Cuatrman. I wouldn’t have stayed around here and worked 
as I did. We had conferences that lasted all day long and sometimes 
half the night, to work something out, and we finally got it passed. 

Mr. Naruan. Unfortunately, it did drag for a long time. 

The Cuatrman. I know we can’t cry over spilled milk. I don’t 
want to put anyone on the spot, but now whatever bill we write we 
have to look toward January, February, and March 1951, not 
June 1950. 

Mr. Narnan. That is right. 

Senator Carenart. I want to compliment you. I think you are 
doing a good job putting them on the spot. 

Mr. Narnan. Putting who, Senator? 

Senator Carenarr. He said he didn’t want to put anybody on 
the spot. I say he is doing a good job putting them on the spot, and 
I think that is where they belong. 

Mr. Naruan. That is another matter, Senator, as to exactly who 
can be put on the spot. 

The CHatrman. Well, they can’t blame this committee. I don’t 
think any honest man, whether he belongs to the AFL, the Grange, 
the CIO, or whatever it might be, would say that we didn’t try to do 
something. 

Mr. Narnan. There is no question about that, Senator. 
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The Cuatrman. Then people say Congress did this, and Congress 
did that, the bug-a-boo of Congress. Both Republicans and Demo- 
crats did what they could. 

Mr. Natuan. Now, as you say, not having any benefit out of crying 
over spilled milk, the thing we have to do is look ahead and see what 
the next year is, 

The Cuatrman. It was like rain on a duck’s back. 

Mr. Narnan. As far as the next year is concerned, I personally 
feel—and I think I speak for our organization—this lull we have 
today is very temporary. 

The Cuarrman. I know so. 

Mr. Naruan. Military spending just hasn’t gotten anywhere to 
amount to anything yet. As a matter of fact, I ‘feel that one of the 
criticisms that may “be leveled at our whole effort in the past year is the 
fact that the military program has gotten started so slowly. 

The Cuamman. But Senator Sc -hoeppel has been trying to find out 
about Topeka, Kans., here since January, and I have been trying to 
find out about the critical defense areas in the United States, ‘and up 
to date we have only got 10. 

Mr. Naruan. W ell, as a matter of fact, you have to look very in- 
tensively to find evidence of significant war production anywhere in 
the country. 

The Cuarrman. Not only that, you have to look very carefully to 
find any kind of action. 

Senator Carrnart. It is a police action; not a war. 

Mr. Narnan. That is true; but the size of program we are going 
toward, Senator Capehart, is not an insignificant one. We are shoot- 
ing, I would say, at one-third of our potential mobilization. 

Senator Capemart. It is awfully hard on one side of your mouth 
to say “police action” and on the other side keep saying “war,” and 
we have got to prepare in a big way. 

Mr, Naruan. We are preparing not only for actual ihe today, 
but for prevention of fighting. I think we are going along too much 
on a business-as-usual basis. I don’t think there is any real feeling 
in the country among the people that we are getting anywhere, and 
I think that the fear which the public has, or the concern they have 
about security isn’t being translated into action to produce e the 
weapons of war. We are going along pretty much on a business-as- 
usual basis, and there is very little evide nee of war production; there 
is very little evidence of great urgency in getting the contracts and 
pushing industry. We seem to be taking in stride, as though there 
were no serious consequences ahead of us. I might say if total war 
were to break out within the next weeks or months, we would be only 
a little further advanced than we were a year ago. True, we would 
be more advanced, there is no question, but limited. I think the real 
impact is ahead of us yet. We are going to find in the next 3, 6, or 9 
months that the impact of these contracts which have been going out 
too slowly are going to begin to have an impact. 

Senator Carenart. It always takes a lot of time, of course, to get 
ready, and once you get ready, you can produce awfully fast. 

Mr. Naruan. We have tremendous productive capacity. There is 
no question about what this country can do. I am convinced at pres- 
ent prices we could produce for war at the rate of $150 billion a year. 
There isn’t any question about it, say, by 1953 or 1954, at the latest, 
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we would reach a peak at present prices, not inflated beyond present 
prices, a figure of something like military expenditures of $150 billion 
a year, and that would be with prices adjusted 10 or 15 percent above 
the peak of World War IT. 

Senator ScHorpret. Can we do that with the manpower that is 
available in the face of further demands on mobilization into actual 
military units / 

Mr. Narnan. I think we could, Senator. Of course, there would 
be a substantial lengthening of the workweek. 

Senator Scuorrret. I was wondering if in your judgment we 
should be thinking in terms of lengthening the workweek ? 

Mr. Naruan. Well, it depends upon how big the program is. I 
have said that our potential isn’t that large at the moment. The 
workweek is lengthening by itself in the industries that are under 
pressure, having a sizable level of production. They are gradually 
increasing their workload, but I would say today, to arbitrarily put 
all industries on a 48-hour basis wouldn’t be justified, because there 
are limitations of materials today in many areas, and today, of course, 
the number of men and women in uniform is still relatively limited. 
Say it went to 6, 8, or 10 million people in uniform, then I think we 
would perhaps have to go to a 48-hour week generally. 

Through breaking into the labor force, we could increase our total 
production substantially. We have the power to do it, the productive 
capacity, there is no question about the tremendous potential of this 
country. 

But I still think that even a $50 billion annual rate of spending is 
a sizable one, that will have significant impacts on the economy which 
we haven’t begun to feel yet today. Most of our increase in military 
spending today has been in the soft goods, payrolls, and things like 
that. The actual output of military items has been relatively small 
as yet. ; 

Senator Scnorrren. What do you think about the general slacken- 
ing off all over the country, in overstocked inventories, and, for 
instance, now the automobile business? You saw what Hudson did 
the other day. While it is said that Ford Motor Co. shifted, by reason 
of readjustment to war orders, there has been some talk to the effect 
that their stockpile was piling up, and I could name a couple of other 
important automobile manufacturers that simply can’t sell their 
products today, and some of them say, “Well, it is tightening of the 
credit relationships that has had that effect.” 

When we go into the electrical goods field, I don’t need to mention 
television and commodity goods, refrigerators, washing machines, all 
are seemingly in the same situation, and a lot of small businesses are 
closing all over the country, thousands of them now, because of a lack 
of material, and those people are wondering what is going to happen. 
It all adds up to a tightening credit situation. 

Now, in your judgment, and you are an economist of excellent repu- 
tation—do you feel that we might be overzealously pursuing this 
credit deterrent, too quickly ? 

Mr. Naruan. I think really a lot of these inventory accumulations 
are temporary, Senator, but I think that our credit policies ought to 
be flexible. In other words, when we do get into an area where there 
is a surplus, it would be intelligent to relax the credit controls tem- 
porarily; and wher you get into a period when your materials are so 
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short that your supply tightens up, you want to tighten your credit 
policies. There is no reason why the Federal Reserve Board should 
set a specific ratio of down payment and terms of payment and keep 
that forever. If there is a surplus of television sets, they ought to 
loosen up on the credit controls on television sets; and later, if they 
are practically out of existence, tighten up very heavily. I think they 
ought to be more flexible. 

Senator Carenarr. I agree 100 percent, but you will never get the 
Government to admit they made a mistake. 

Unfortunately, that has been the record. 

Mr. Nariman. It isn’t necessarily a mistake. What actually hap- 
pened—lI think today there are areas where they ought to loosen up 
on the installment credit regulations and maybe 6 months from today 
they will have to tighten them up tighter than they are at the present 
time; let’s have flexibility, depending on the demand and supply. 
There is no reason why we should have fixed, frozen down-payment 
percentages or frozen terms of payment. 

The Cuatrman, It is true in all the soft goods, too. 

People are losing jobs in the soft-goods factories. 

Mr. Naruan. Of course, a lot of them priced themselves out of the 
market. 

The Cuatrman. We could extend credit, as you suggest. Of course, 
the stores are loaded up with a lot of high-priced stuff, too, that they 
can buy cheaper today. I do not know much about many things, but 
I know something about textiles, and Senator Capehart knows about 
other things. 

Mr. Naruan. I think we need more flexibility in the administra- 
tion of many of these measures. I certainly would not suggest, and 
I think it would be very unwise to eliminate controls at this time. As 
a matter of fact, I do think we ought to strengthen the controls for 
next fall and winter, and perhaps next year, on the commercial credit 
side. That has been rather lax. 

The Cuamman. | understand the Wilson committee has finished its 
report—I have not seen it yet. 

Mr. Natruan. On the act itself there are some amendments which 
we would like to suggest, Mr. Chairman. 

Before I talk about that, first of all, of course, we feel very strongly 
that in view of the fact that the impact of the war program has just 
barely begun and will be greater in the months ahead, we feel there 
is not any question about the continued need of the Defense Produc- 
tion Act. I think anybody who contends that the act with its various 
powers of price control and allocation and requisitioning, and so 
forth, ought to be dumped out the window, I think, is proposing 
something entirely unrealistic. | 

Senator Capenart. Do you feel that price and wage controls need 
be continued ? 

Mr. Naruan. There would be only one alternative, Senator Cape- 
hart, and that is if the tax bill went up instead of $7 billion, it went 
up about $15 billion, and credit control on banking was tightened 
up—— 

Senator Capenart. I was going to make this observation. Do you 
think that we can intelligently extend this act, amend it, and rewrite 
it until we know exactly how much we are going to tax the people? 
Until we know exactly what we are going to do with respect to credit 
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controls on durable goods, as well as bank reserves? Until we know 
exactly how much money the Congress is going to appropriate to be 
spent for the next 12 months? How can we intelligently rewrite this 
bill or extend it or do anything with it until we know those things? 

Mr. Naruan. Well, that is very difficult, Senator. On the other 
hand, I think the indications are that the fiscal measures are not going 
to be adequate. Nobody can guarantee that, but it does appear—— 

Senator Carrnartr. They can immediately, of course, handle the 
bank reserves. " 

Mr. Natuan. Yes. 

Senator Carenarr. They can immediately tighten up on credits. 

Mr. Naruan. That is right. 

Senator Carenart. They can immediately do those tlings. I think 
we could in a very reasonable length of time decide on how much money 
we are going to spend and should spend, and I would think within a 
reasonable length of time we ought to decide on how much we are 
going to tax the people, and what the yield would be from such 
taxation. 

Mr. Natruan. It would be highly desirable. 

Senator Caprenart. If you had all those on the wall over there so 
we could take a look at it, then we ought to be able to figure out whether 
or not we need any price or wage controls, and if so, whether they 
ought be more drastic than they are at the present time. 

Mr. Naruan. I think that is quite true. 

Senator Carruarr. Which leads me to believe that possibly we are 
3 months too early in even holding hearings on this biil, and I would 
think that the Korean War might have something to do with it—the 
outcome of the war. 

Mr. Naruan. If we let the act with all its powers go out of existence 
in the interim, we are inviting further disaster. 

Senator Carenarr. Suppose we extend it for 60 or 90 days until we 
get the answers to those questions. 

Mr. Naruan. I think that would be justifiable if all of us, every- 
body, is going to put their effort cn this fiscal side. 

Senator Carenart. Is this the most important thing to get through 
Congress, this bill we are considering, over the long range? 

Mr. Naruan. The fiseal measures? 

Senator Carpuart. This bill itself, plus of course taxation. 

Mr. Naruan. The combination of the two. In essence, what this 
bill is is a bill to provide direct controls over the economy, and the 
question is what are we going to do with the indirect controls, as they 
call them ? 

Senator Carenart. In other words, if you raise the reserves of the 
Federal banks or the State banks to the point where they can loan 
only a limited amount of money, and if you make the credit terms on 
durable goods—and you can even control the terms on open accounts in 
department stores and other places 

Mr. Naruan. That is right, and then the Federal budget. 

Senator Caprnarr. You could so reduce not the demand, but you 
could so reduce the ability of the people to buy that you might well 
have a big surplus and run prices down even though we only produce 
75 percent of the goods that we produced last year. 

Mr. Naruan. Oh, there is no question about it. Of course, you 
are including taxes in there. 
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Senator Carenart. Yes. If you did that you might well so en- 
courage production that it might be a better method of handling this 
whole thing. 

Mr. Naruan. Of course, a lot of people feel that if you run a fiscal 
policy which avoids inflation, takes out inflationary pressure, we feel 
the impact of that sort of discourages incentives. I have some doubt 
about that. 

Senator Carenart. I recommended freezing all prices in mid-June 
when the war broke out and then work from that point, either con- 
tinuing controls on wages and prices, and so forth, or handle it 
through bank credit and other controls, and work from that point. 
It would have been better had we worked from that point instead 
of now being forced to work from this point which is May 25 when 
prices have gone up I do not know by what percent. 

Mr. Natuan. Wholesale, 16 and 17 percent; and retail, 9 percent. 

Senator Carenartr. Anybody that has read history knows every 
time this country or any ‘other country gets into a war, you alw ays 
have an increase in prices. 

Mr. Naruan. We always have had. 

Senator Carenart. If you read at all, you know that to be a fact. 

Mr. NarnHan. I am not sure I would agree that it is inevitable. 

Senator Carenart. It is inevitable unless you immediately take the 
necessary steps to control it. 

Mr. Naruan. That is right; exactly. 

Senator Carenarr. You knew it was inevitable the minute we went 
to war in Korea. It should have been stopped at that point, and 
then we should have built controls of different types from that point on. 

The Cuarrman. You are a member of the Veterans’ Committee, 
you know there has not been one time or penny appropriated here 
to take care of any of these boys in world war III, or whatever you 
want to call it? We even had to pass a bill the other day to let some- 
body get in the hosiptal, the independent officers bill—you know that? 

Mr. Naruan. That is right. 

The Cuarrman. Admiral Boone testified at length before the com- 
mittee that they would come back here shortly for a new veterans’ 
bill to take care of the veterans of world war IIT, or the Korean War, 
or whatever you want to call it. 

Mr. Natruan. That is right. 

The Cuatrman. Everything is limited to World War IT. 

Senator Carenart. The minute we went into the Korean War, we 
certainly might well have anticipated the beginning of world war 
IIT, Russia immediately came in and met us, and where are we, sitting 
on a keg of dynamite over there and have been since the beginning 
of the Korean War, which is the beginning of world war ITI, or 
may well be. 

Mr. Natuan. It may well be. 

Senator Carenart. It was only natural they would choose up sides 
in this war business, and unfortunately the same people are never on. 
the same sides in successive wars. 

The CHarrMan. We always take care of both. 

Mr. Naruan. The problem is what are we going to do from here 
on—that is the real question. 

I think it would be well in the Production Act if some expression 
were made so that the mobilization program had the representation 
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of all groups called for in it. I really feel-that the administration 
of the program today is not a representative one. 

The Cuairman. That is exactly right. 

Senator Scuorrret. What do you mean by that ? 

Mr. Naruan. I do not think small business is adequately represented 
in the mobilization program. 

Senator Scuorrret. [ agree with you a hundred percent on that. 

Mr. Naruan,. I do not think the censumers are adequately repre- 
sented. -. 

The Cuarrman. No; they are not. Nor the farmers. 

Mr. Naruan. Nor labor, administratively. I am not talking about 
the Wage Stabilization Board. 

The Cuamman. No; we are talking about the over-all picture. 

Mr. Natruan. You see, in this program, I have been visiting and 
working with many of the branches, on behalf of clients, and it is my 
impression that there is much less balance in terms of representation 
of various groups in our society in the present mobilization agencies 
than was ever true in the last war. There just is not representation 
of all various groups. 

The Cuamman. Why is it? 

Mr. Naruan. I do not know whether it is a lack of vision or per- 
spective on the part of the leadership, or hesitance about handling 
the conflicts internally. It is not easy. 

The CuarrMan. There was nothing we could put in the law to 
make it more representative. We put in the law they should consult 
industry groups, just as they did in the last war. 

Mr. Naruan. I think perhaps, Senator, some expression of deter- 
mination that there be broad representation in the policy-making end 
in the administration, just a general expression of that nature I think 
might be very helpful. I think that some parts of our mobilization 
program are almost being administered by trade associations. I do 
not mean officially, but representatives of very specific industries are 
in their administering those industries without any checks on them, 
and I do not think the public interest always is reconcilable with the 
immediate interests of a particular group. 

Senator Carenart. I suspect in all fairness to them they have a 
terrific problem in getting people to come into the Government. 

Mr. Naruan. A very difficult problem. 

Senator CaprHart. Everybody is employed, and you do not have 
the high-pitched tension that we had in World War II when we were 
getting so many men into service. 

Mr. Naruan. But then, for instance, there is one branch which I 
happen to know about where they rotate the head of the branch, 3 
months from a big company, 3 months from a middle-sized company, 
3 months from a big company. If I were in that position myself, I 
just do not feel that I could do something which would be particularly 
antagonistic or hard-hitting to any of my associates or any fellow 
companies. It is not fair to expect a person in that circumstance to 
put the public interest against the interest of his immediate company 
or immediate associates. I think broader views in the whole picture 
are essential, and I do not think it exists today. Frankly, I think one 
of the reasons the mobilization program is lagging is because of 
that. There is not enough inside zip and push. 
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Senator Carenart. Who is behind the scenes on all these orders 

they issue, the schemes they work up? 
Mr. Naruan. The men in the controls? 

Senator Carenart. The controls, and everything they are doing. 

Mr. Naruan. I think mostly they are representatives of companies 
that are directly affected by those controls. 

You think 1‘am prejudiced, Senator, but I have never seen so much 
red tape—the businessmen down here can outdo the bureaucrats, and 
[saw it during World War II. 

Senator Carenarr. They get Potomac fever. 

Senator Scuorrre.. If this red tape is going to get worse than it 
is at the present time, we had better get rid of the whole shebang and 
start over. 

Mr. Naruan. Maybe that would be a good idea. There was never 
such confusion during World War IJ as there is at the present time 

The Cuamman. There is more confusion here now than there was 
even in the midst of 1944 and 1945 with all the ration tickets. 

Mr. Naruan. Of course, I think in some ways the caliber of the 
regular Government personally at the start of World War II was 
generally higher. As a result of the depression years, you had a 
lot of outstanding people who came in, the leading people out of uni- 
versities and out of businesses that collapsed came into the Govern- 
ment, and you had, on the whole, a high-caliber public service. 

Senator Carruarr. It wasa big war. 

The CHarmmMan. And we were attacked, and it came home to us. 
It was no trouble then to get any university or college to release pro- 
fessors to aid this or that, even prominent newspapers released people 
in the last war, but now people do not realize, 

Senator Carrnarr. Now we just fight on one side of the river, you 
know, not on both sides, Dae does the river. 

Mr. Naruan. Even in 1940 and 1941, we were not in war in 1940 
and 1941, and I still think there was not as much chaos, and there 
was better handling of the problem. 

The Cuarrman. There was a darn serious war in 1940 and 1941. 

Mr. NarHan. Very serious, but in many ways the threat is as great 
now. 

On the particular act as it stands, there are some adjustments we 
would like to suggest, gentlemen. 

One concerns rent. We feel very strongly about rent control, 
especially in the areas where military camps, and where war orders 
have become noticeable—it is not very common, but undoubtedly will 
increase in the months ahead. 

The CuarrMan. In defense areas, 

Mr. Naruan. In defense areas 

The Cuarmman. How are we going to find what the defense areas 
are—that is what I want to know ¢ 

Mr. Natruan. The Administrator has to be given some leeway, I 
would think, Senator. 

The Cuatrman. We have areas where people want to build houses, 
have the material in the warehouses, but they have not declared them 
defense areas. I am thinking out loud just as you are. There is no 
doubt there should be rent control in defense areas, but how can we 
determine where they are? 
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Mr. Naruan. I think some things have to be allowed to be handled 
by administrative determination. 

The Cuarrman. If Congress is going to have to make them do what 
they must do—they know what they are going to do in the military, 
they know what they are going to do in Atomic Energy, with defense 
plants, or whatever you w: ant to call them, but they have not taken any 
of those communities into the family, you might say, and say, “Now, 
we are going to do this: We wilt exempt the regulation from the 
Federal ‘Reserve Board, and thé Housing Administration, to help us 
out.” They have done it in a few isolated cases. 

Mr. Naruan. No; I think there was good coordination with local 
activities, a good understanding, and I feel that an intelligent ad- 
ministration of rent control in selected areas, as you call them the 
defense areas, could be handled and handled very effectively. 

The Cuarmman. Certainly it could be, but is there any attempt being 
made to doit? In the last war there was, the governors of the States 
were consulted before anything was done in 1939 and 1940. They 
used to consult me when I was Governor of North Carolina. Is any- 
body consulted now? 

Mr. Naruan. It does not appear to be so. Unless something is 
done in these defense areas, there is no question that very serious hard- 
ships are going to be imposed. 

Senator Caprnart. Well, the President is going to take a whistle- 
stop tour in August. Maybe he will learn something when he gets out. 

Senator Scnorpren. You pointed to one thing in the defense areas, 
and I think the biggest bottleneck or the greatest difficulty that we 
have has been due to the related agencies not having gotten together, 
and if they do not know where they are going to have these defense 
areas, then they are fooling the American people. That is just what 
a lot of the American people are thinking today. They do not have 
any confidence in them, because they were responsible for this defense 
program going forward. They knew where the key spots were, and 
they cert: uinly should have known that housing was going to be an 
important factor. We have a lot of those areas today, despite what 
Senator Maybank said, and I myself on a couple of occasions, months 
and months ago, went on record trying to get them to determine and 
indicate the defense areas, and turn loose the regulations to get ade- 
quate housing ready. This would certainly be a preventive measure 
in the very thing that you are talking about. I do not know just 
exactly who to charge with this, and it is a problem that we are now 
confronted with. We have lagged months behind. If they would, 
even at this late date, within the next 30 days, come out and make an 
announcement as to where these defense areas are, and release these 
regulations and get them under way, we certainly then could put some 
zip and zang into this thing that you are talking about as being 
absolutely lac cking now. 

Senator Capnearr. It is always safe to charge the Republicans 
with the responsibility, or Mr. Taft, or both. 

Mr. Natuan. There is no question the Senator is a hundred per- 
cent right. If they intelligently began to look ahead a little bit as to 
where contracts were being placed, where barracks were being opened, 
and camps were being reactivated, and where new facilities are being 
developed, and have ‘those defense areas and undertake public hous- 
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ing and lifting of credit controls on housing, that would be a big help, 
but in the meantime, I think they do need rent control. The real solu- 
tion is more housing, there is no question, Senator. 

Senator Scuorrre.. In Wichita, Kans., Boeing was to accelerate 

its program by 12,000 to 16,000 workers. It has been in the news- 
papers, about the new ships they are building, jets, and all that sort 
of thing. They moved in an Air Force installation of around 6,000 or 
7,000 men, with the attendant personnel. That has been months and 
months ago. The military arbitrarily went ahead and did that and 
said there is an entire new establishment. Who has declared it? 
Until last night at midnight there was never one word said that that 
is a responsible defense area, and what do we find? We find diffi- 
culties developing in rental housing, when months ago they could have 
been underway had they intelligently approached it. I do not know 
how many dozens of times this has happened in different sections of 
the United States, and I say that that responsibility rests upon the 
shoulders of the coordinated groups in the military and in the execu- 
tive departments up here. 

The Cnairman. That is absolutely right, Senator. Down in my 
home area, in Augusta they opened up an atomic energy plant; Oliver 
Hospital, a general hospital, one of the biggest hospitals which has 
been closed for 2 years; and a camp with 40,000 troops, all at one 
time, a triple play. 

Mr. Naruan. That is a matter of intelligent planning and pro- 
graming. 

The Cramman,. They are competing against each other for labor 
and everything else. 

Mr. Narnuan. The people have to have some protection. We feel 
both on public housing, the defense housing bill there should be sup- 
port for that, and in the interim, real rent control in the defense areas. 

The Cuamman. We passed a housing bill, and there has not been 
anything done about it. The House cut down the public housing law 
of 1939 that was amended as of 1949, from 135,000 units. The Presi- 
dent cut it to 75,000, the House committee cut it to 50,000, and the 
House itself cut it to 5,000. The Senate Appropriations Committee 
restored what the House Appropriations Committee had taken out 
after lengthy hearings had been held. 

Mr. Narnan. I think that is a good move. But we still need rent 
control. I think the Senator has a ‘good point, lifting controls in some 
of those areas, and stimulating housing in those defense areas. 

The Cuatrman. If we could get the defense areas designated, the 
private builders would start tomorrow morning. 

Mr. Naruan. But you have to have indication of where the defense 
areas are. It can be done, there is no question about it. A little bit of 
planning and foresight will do it, but I do not see the people to do it. 

Senator ScnorrreL. Are you aware of any justifiable reason why, 
when they know where a defense area is, they could not relinquish 
these credit controls, since they could reimipsbes them when the needs 
had been met ¢ 

Mr. Natuwan. There is no question you are right, Senator. They 
should be flexible, and they should have a little vision. It takes a 
little effort and imagination, which I think is the most important lack- 
ing ingredient today. 


pt. 2——46 
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Senator Careuart. They are also asking for flexibility in the laws, 
and once they get them, they do not use them. 

Mr. NarHan. I would call them up, Senator Capehart. They would 
listen quite a bit. 

Senator Capenart. I know they are very busy, their telephones do 
not answer. 

Mr. Naruan. One other feature of. the law is this matter of agri- 
cultural prices. 

We feel that if you are going-to try to have stability, if you are 
going to have stabilization, and you have quite a bit of inflationary 
pressure, you cannot have one segment going up, and assume or hope 
that other segments will not go up, and we feel that the parity pro- 
visions in the agricultural legislation are desirable and very neces- 
sary to protect farm incomes. On the other hand, we cannot have 
both an adherence to farm parity provisions and at the same time real 
stabilization. If you have farm prices considerably below parity 
which cannot be controlled, you are going to persist in no control of 
anything under parity, we feel a subsidy program is the only alterna- 
tive. If you do not have subsidies—and certainly we feel there ought 
to be a holding of farm prices below parity—you are bound to have 
further inflation. Further price rises in below-parity food items is 
inevitably going to mean higher food costs, which will mean higher 
wages. 

Senator ScHorerpe.. Parity is geared to other increase. If you had 
stabilized other prices, where would parity be? 

Mr. Naruan, A lot of items were quite a bit below parity last 
summer. 

Senator ScHorrPet. The consumer benefits by that. 

Mr. Narwan. But you cannot control the prices below parity. That 
is why you get caught. If your inflation, and say a certain segment 
of the economy is free, we are not going to touch that, it is bound to 
effect the others. 

Senator Scnorrret. In the agricultural prices below parity, they 
are getting a subnormal price. 

Mr. NatHan. I agree they ought to get a higher price. 

Senator CapeHArT. Do you believe in parity ? 

Mr. Natruan. I certainly do. 

Senator Carruartr. Then you have no objection to permitting those 
farm products below parity going up to parity ¢ 

Mr. NATHAN. Not from the farmer’s point of view, but in the 
consumer’s point of view in a period like the present I do, because I 
feel that if the price that is paid to the farmer reflects itself in a 
higher consumer price index, labor will get higher prices. 

Senator CaPpeHartT. You say you believe in parity? 

Mr. NarHan. Yes, sir. 

Senator Capemarr. You would like to see all farm products selling 
at parity ? 

Mr. Natuan. That is right. 

Senator Caprnart. If they are below parity at the moment 

Mr. NaTuan. I would subsidize the difference. 

Senator CarrHart. Why ? 

Mr. Natnan. Because I think it is cheaper. Senator Capehart, let 
us say that the price of food goes up 6 percent to reach parity. 
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Senator Carenart. Why would you subsidize anybody today with 
the profits and wages—why subsidize anybody ? 

Mr. Naruan. If you do not, your prices of food are going to go up. 
There is no question that they will tend to move toward parity and 
then you freeze them, but in moving toward parity that means higher 
food prices, a higher cost of living, which will mean higher wages, 
higher industrial. prices. Change the parity again, and you start on 
the inflationary cycle. 

If you could allow agricultural prices to go to parity, and it does 
not have any effect anywhere else in the economy, that would be the 
easiest way to do it, but we know it is going to have an effect on wage 
rates. 

Senator Scnorrre.. Then I suggest that you read Secretary Bran- 
nan’s statement made before the House, especially in relation to the 
income of the agricultural class in relation to the income of other 
groups. 

Mr. Naruan. It is very low. 

Senator Scuorrren. Absolutely. 

Mr. Naruan. That is why I am in favor of parity. 

Senator Scnorrret. Therefore, when you say subsidies, those that 
are below because of the food index that might be increased, you would 
say, to my way of thinking, that you would want to keep that group 
there, and I cannot agree with you on that score. 

Mr. Naruan. In other words, you would say let the consumers 
absorb the higher food prices ? 

Senator Scnorrret. If we are afraid of inflation, and want to siphon 
off some of these funds, what is wrong with it? What do these agri- 
cultural people do? They add to their plant, they increase their 
production, and that is what you want. Ultimately what would hap- 

en? You would find that index coming down with an oversupply. 
Fou subsidize it, and what will you get? You encourage a scarcity. 

Mr. Naruan. They are getting the same income, Senator. Say they 
are getting 90 cents a bushel for a certain product, and parity is $1. 
You have two choices, one to let the price go to $1 in the free market, 
which means higher food prices. The other is keep the price at 90 
cents and give him 10 cents. In either case he is getting the dollar. 
The farmer gets the same income in each case. In one case the price 
of food goes up, and it starts an inflationary cycle. In the other case 
the price ° of food and everything stays where it is. 

Senator Carruarr. Tax all the people to make up the difference. 

Mr. Narnan. That is right. You will save money. Government 
prices will not go up, and people will pay less actually by paying in 
the form of taxes than paying in the form of high prices, because it 
has secondary and spiral effects. 

Senator ScHozrre.. I wish we could work something out like that 
on automobiles, tanks, and electrical supplies. 

Mr. Naruan. They do not need subsidies, Senator. 

Senator ScHorrren. The farmer has to go in and pay when he buys 
a tractor, a hay baler, and all of those things, the good Lord knows 
somebody has not been very considerate of what those prices did. 

The Cuamman. Do you know what they did to farm machinery the 
other day ? 

Mr. Naruan. They cut the quotas? 
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The CHarrman. 55 percent. 

Mr. Naruan. Of the base period ? 

The Cuarrman. I do not know the period, I understood it was 
the highest cut there was in the steel allotments. 

Mr. Navuan. A higher cut than consumer durable goods—that 
does not make any sense, that would be absurd. 

The CHAIRMAN. They cut it 55 percent, I was told, on farm ma- 
chinery—the steel quota, the steel allocation. 

Senator Carrnarr. That is ¢ntting production 55 percent. 

Senator Scuorreert. From my entire farm area, I am getting let- 
ters saying that the farmers cannot get repair parts, because the re- 
pair manufacturers have not had allocations of steel for it, and we 
have 2,000 and some tractors, less than a few weeks ago, because of a 
lack of repair parts. 

Mr. Narnan. That is tragic, because we are producing all kinds of 
nonessentials, and to let essentials like farm equipment fall aside 

The CHarrman., I will give you my authority. Yesterday morning 
Mr. Houston said they had been notified after all the fight they had 
here with the hopes that they would not be so severely cut, vand I do not 
know that the cut has been published yet, but he told me yesterday at 
10:30 that there has been a 55 percent cut. He told me that. It did 
not make sense to me. 

Mr. Naruan. We are producing so many nonessentials today that 
to allow a reduction in repairs, parts, or new equipment does not make 
sense. 

Senator ScnorrreL. One particular item was drawn to my attention 
which is rather amusing. 

In the heating industry v, the hot-air furnace—that is the poor man’s 
furnace—was not even listed as an essential industry. They have 
straightened it out, I will say that. A number of Senators got busy 
about it, and there has been some relief given, and I am sure it is going 
to be worked out, but during that period of time, some department in 
Washington released steel for the manufacture of ornamental fence. 
Now, if that was not a good one, I will throw in the towel. 

Mr. Naruan. I think that mainly comes from a lack of good repre- 
sentation of the public view in the mobilization administration. I 
think too much of it is concerned with how you are going to hurt your 
own company or your own industry. I do not think that relatively 
more essential items are getting preference as they should get, and I 
think we need some broader representation to avoid those kinds of 
foolish decisions. 

One of the other amendments we would propose is the elimina- 
tion of the compulsory tie-in between wage and price. We have a 
feeling that if last fall that compulsory tie-in had not existed, we 
may have had a lot of selective controls on prices before general price 
control came in, which may have held to fight inflation. The com- 
pulsory tie-in has many bad features, and I think if they can limit 
and restrict controls last fall—we feel that tie-in should be eliminated 
from the act. That is not important now, but say we start decon- 
trolling, we get away from over-all stabilization and want to hold on 
certain items for a while. To say you cannot control price if you 
do not control the wage—I have a feeling talking to some of the 
people that one of the reasons why they did not have selective price 
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controls before they went into over-all price controls was this tie-in 
provision. 

The Cuarrman. There is some justification in that, I will not deny 
it, because it was testified here by Secretary Tobin, and others inter- 
ested in the labor point of view, that if you had this selective industry 
controlled, he would take the factory workers if their wages were 
frozen, whereas some place on'H Street was not controlled. There 
is some justification in that. We tried to get around that in hardship 
cases. 

Mr. Naruan. Usually it is very bad, Senator, because the area 
where you want the workers is in the tight area. The area which 
you put on the selective price controls is in that area, so it works 
backward. In the loose area, where the product is plentiful, they 
draw away the workers. 

I feel there ought to be an amendment to the act with respect to the 
commodity exchanges in terms of margin controls. Commodity ex- 
changes serve a useful function, there is no question about it. They 
rive a continuous market, and they help in terms of fluidity and flexi- 
bility. but there comes a time when there are degrees of speculation 
on commodity exchanges which are not what you would call useful 
economic functions. It is just plain speculation. 

Senator Scnorrre.. Could they not do much of that within the 
industry, or within that profession, by establishing rules and 
regulations ¢ 

Mr. Naruan. Within the exchange, you mean ? 

Senator Scnorrren. Yes. 

Mr. Naruan. Yes, they do. The New York Stock Exchange, I 
think, has reduced a lot of speculative, just speculative cambling by 
some of the regulations, but | think margin control is one of the “best 
features for doing that. 

Senator Scuorrre,. We had the head of the Federal Reserve Sys- 
tem here, who previously had been head of the New York Stock Ex- 
change. I noted with some interest the other day a college president 
now heads the New York Stock Exchange. He was in the War Pro- 
duction Board last time, by the way. 

He ought to be in an excellent position to know what some of the 
recommendations ought to be and readjust within his own organiza- 
tion, if that is possible. 

But the head of the Federal Reserve, when he was before us the 
other day, and I think I am quoting his over-all views correctly, was 
doubtful whether you would need any controls with reference to the 
stock markets or stock-market operations on commodities. 

Now, we had Mr. Brannan before us, who said he thought it did 
have some relationship that might be the subject of controls, so we 
have two very discordant views there. Now, I take it that you think 
it ought to have an element of control through compulsory require- 
ment ? 

Mr. Naruan. Margin requirement. I did not read Mr. Martin’s 
testimony, but Mr. Martin is head of the Federal Reserve Board, 
which does have the power to regulate margins on the Stock Ex- 
change, and it uses it, and I am surprised that he does not see the 
need for those same margins on commodity exchanges. 

Senator Scuorpren. That is the reason why I ask you about the 
ability within the stock market organization itself, together with 
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your Federal Reserve System, to adopt some type of rule and regu- 
lation under the authority or the power that they presently have. 

Mr. Naruan. Well, of course you see the Federal Reserve now has 
authority over margins on stock exchanges, but not on the commodity 
exchanges. They might do it voluntarily, but I do not think you can 
depend on voluntary restraint. I think some control over margins on 
commodity exchanges is desirable. 

The Crarrman. You have some controls within the Department of 
Agriculture, if they want to use them. Why do they not try it? 

Mr. Naruan. They ought to try it. 

The Crarrman. The Department of Agriculture has always had 
the control. They have changed the regulations, put in higher margin 
requirements last year, and I am not so sure in my mind that the 
Secretary of Agriculture has not more authority than he will admit 
he has got. 

Mr. Narwan. He asked for specific authority on margins. 

The Cnarrman. But he went beyond any reasonable amount to say 
vou should put up $20 a bale on cotton, or $1 a bushel on wheat; he 
went wide open. 

Senator Scnorppen. I think in fairness to Mr. Martin, I do now 
recall that the question came up as it related to inflation, and IT think 
that he did say that he could not see or did not see that it was having 
or did have any serious effect on inflation. 

The CuatmrmMan. On the stock exchange. Of course what is going 
to have an inflationary effect on the stock exchange, as the Senator 
from Kansas well knows. How much will the tax be on which you 
speculate or buy? When they get through the corporation tax makes 
a difference as to whether it will go up two or three points, or go down, 
and then again they will hit you on your dividend with another tax, 
and so on down the line. 

Senator, as we have often said, it is hard to do anything on this 
bill until you consider the tax bill, because the tax bill can rule the 
stock exchange, with the excess-profits tax. 

Mr. Naruan. That did not scare them last fall, though. You are 
a hundred percent right if you get enough tax. 

The Caarrman. If you get enough tax, there will not be any spec- 
ulation. 

Mr. Naruan. There is one other item in the bill we would like to 
call attention to that we think there is need for, if only by expression, 
and that is to insure we will not have inflation through quality deteri- 
oration, and through the elimination of low-end items. 

The CuatrMan. That was at the beginning of the last war, where 
instead of 

Senator Capenart. It is very difficult. 

Mr. Naruan. It is difficult, but if you are allocating materials—— 

The CrateMan. That ought to be done. 

Mr. Narnan. They ought to try to do it intelligently. There is no 
point in talking about $2 shirts when they do not exist. 

The CruatrMan. They put a ceiling on white shirts in the last war, 
and they went ahead and made sport shirts; you could not buy any- 
thing except an $8 sport shirt with a long collar. 

Senator Scnorpren. Before we leave this stock-exchange matter, 
Mr. Nathan, I would like to ask for your judgment on this one thing. 
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What effect do you think speculation on the stock market, or on 
the commodity market, has on consumer prices ? 

Mr. Naruan. Well, I do not think the speculation on the stock ex- 
change has much effect at all on consumer prices, except in the very, 
very indirect way, that when you get a lot of speculation taking place, 
and you get a lot of people who just out of anticipation of appr eciating 
in and buy and buy and buy—psychological—tt will have a psycho- 
logical inflationary effect on product prices too, goods prices, material 
prices. I think the commodity exchange is a little more directly 
related to production inflation, and, for instance, if enough people, 
let us say, want to go in and start speculating on any commodity, let 
us say cotton, and everybody goes in and wildly buys without any real 
justifies ition, that very anticipation will force the prices up beyond 
what is sound. 

The Cuarrman. They have got to sell it, you know, sometime. 

Mr. Naruan. Then they get burned. Often it happens that peo- 
ple operate on just hope, rather than real reason. ‘The »v do get burned, 
and a lot of businessmen today are getting burned because they bought 
five times as much goods 6 months ago as they should have. They 
accumulated inventories in the hope ‘they would be able to unload 
at higher prices, or there would be shortage, so they went ahead and 
spec ulated. Most businessmen are in business to buy and sell, but 
when they buy excessively, sooner or later they price themselves out 
of the market and get caught with it. Excessive speculation on the 
commodity exchanges can affect the consumer cost of living. 

Senator Scnorrren.. I am interested in your views on that. 

Mr. Naruan. The Stock Exchange has a psychological effect rather 
than a direct effect, because every time somebody buys something, 
somebody is getting stuck. There is a buyer for a seller every time 
there is a transaction. 

Senator Carenart. People have an idea stocks are going up, and 
they anticipate new business, employment. There is a tendency for 
people to spend under that sort of situation. 

Mr. Naruan. There is one other question. 

I have not read all the testimony of the officers of the mobilization 
program, but from the outside it appears that compliance is pretty 
weak, and whether there is need for more compliance provisions in 
the act, for tighter penalties, or what it is, we do not know, but look- 
ing around it just appears there is no compliance. 

The CramMan. It has been in operation such a short time. 

Mr. Naruan. I think that inventory control order went in last 
October, and nothing was ever done about that. 

The Cuarrman. The law is there. 

Mr. Natwan. I know the law is there, that is why I say I am 
wondering whether it is their lack of willingness to do it, or whether 
there is some provision for more penalties. 

The CnatrmMan. We started asking them to do that last October, 
because we heard of hoarding—we had meetings over at the old 
Supreme Court room. 

Mr. NatHan. We think there ought to be authority in the act for 
Government building and operation of plants only in case, through 
priv ate incentive, they ¢ can’t get private expansion. 

The Cuatrman. For 100- -percent Government work. 
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Mr. Naruan. Like shell-loading plants. You may just not be 
able to get it through incentives. 

Senator Carenarr. Only if the product to be manufactured has no 
civilian use. 

Mr. Narnan. Or the military demand is so excessive relative to 
normal civilian needs that you are not likely to get it, then I think 
you ought to go ahead. 

Senator Carenart. That would be-secondary. 

Mr. Naruan. I happen to know a little bit about aluminum powder. 
In the last war we increased it dozens of fold, and at the end of the 
war the thing was over. In a case like that which is unlike civilian 
production, it has limited use for pigment purposes, whereas in war 
it ties in with explosives. There, there ought to be authority for the 
Government to build and operate, and then dispose of at the end 
of the war. 

Senator Careuart. Maybe they ought to build them and keep them. 

Mr. Naruan. Well, some they should build and keep on stand-by. 

Senator Caprnart. These wars come along every so often. 

Mr. Natuan. There is one other subject, Senator, and that, I think, 
is that we feel in terms of controls on food and other processes there 
is no question that the full authority should continue, and we as an 
organization are behind the beef price control. We feel that so many 
consumers think that price control is beef control, meat control, sheep ; 
there is a big difference between controlling it and rolling it back. 
I think you will agree with me there is an element of an inequity. 

Unless you roll back some others; I am in favor of several roll-backs. 

The CHairman. They should have frozen beef at the same time 
they froze cotton and everything else, or they should not have frozen 
angining. 

Mr. Naruan. I think there are many items that ought to be rolled 
back now, not generally—you can’t do it generally, because there are 
too many successive stages in our economy to permit a general 
roll-back. 

Senator Capenart. What are some that might well be rolled back? 

Mr. Narnan. I think, for instance, automobiles should never have 
had the increase in prices granted in December and January in the 
face of their general operations, and their profit position. I am cer- 
tainly in favor of profits, but there where you have profit ratios that 
are fantastic, they should not have had those price increases. 

I think today under the new manufacturers’ order, which OPS has 
just issued, they should not allow cost absorption when they are the 
excess profits rate. In the future they said after this new manufac- 
turers’ order is in we will not allow any industry to increase its prices 
as an industry if the industry profits are above 85 percent of those 
three best years. I think they should, under the order now being 
introduced, the manufacturing price order, say no company can raise 
its prices even if the materials went up, if it is above that 85 percent 
of the three best years. 

In other words, they should have put some cost absorption into 
those manufacturers as they have in agriculture, into the defense 
prices. 

Senator CareHartr. The only weakness of that is that there are so 
many, many companies, of course, that have such a low tax base. 
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Mr. Naruan. Yes; but 1946 to 1949 were awfully good years, 
Senator. 

Senator Capenart. There are still hundreds. 

Mr. Naruwan. Then they could increase theirs. You see, in other 
words, what you do—— 

Senator Capenart. I don’t like the order, because an industry might 
have 50 people in it, 48 prosperous, and the other 2 not. 

Mr. Narnan. As a matter of fact, my proposal is to deal with the 
base profit of the individual manufacturer. Then I feel if you said 
that any paamnany which is earning more that 85 percent of the three 
best years from 1946 to 1949 has to absorb—— 

Behiatbe Caprenart. Why didn’t they do it with individual com- 
panies ? 

Mr. Naruan. I think they figured it would be easier. Each com- 
pany has to compute its own prices, anyhow, under that regulation. 
They should have said “you have to absorb if you are over the 85, 
and forget the industry approach.” 

I think it appeared to them it would be easier, but it was a mistake. 
They should have done it with individual companies. 

The Cuatrman. We thank you, Mr. Nathan. 

Senator CaprHart. We have enjoyed hearing you. It was an 
interesting afternoon. 

(The prepared testimony of Mr. Nathan follows :) 


STATEMENT OF Ropert R. NATHAN, NATIONAL PLANNING COMMITTEE, MEMBER, 
AMERICAN VETERANS COMMITTEE 


Mr. Chairman and members of the committee, my name is Robert R. Nathan. 
I am a consulting economist with offices here in Washington. My appearance 
here today is on behalf of the American Veterans Committee—a Nation-wide 
organization of honorable discharged veterans of World War II, of which I am 
a member of the national planning committee and of the national administra- 
tive committee. Our organization is grateful to this committee for the op- 
portunity to present our views on the extension of the Defense Production Act. 

The American Veterans Committee is whole heartedly behind the objective of 
making America stronger and more secure militarily and economically. As 
veterans we support every possible act to bring about peace in the world con- 
sistent with freedom and liberty. We regard the strengthening of America’s 
military forces as not only a measure to prevent aggression but also as a meas- 
ure to help preserve peace. Military mobilization cannot and should not be 
our only weapon against totalitarianism and against war but its importance 
must be emphasized. 

The threat of Communist totalitarianism is perhaps more serious and more 
farreaching than the Fascist threat which led to World War II. The Com- 
munist propaganda provides a device for dividing and weakening the forces of 
freedom everywhere in the world and this approach plus military aggression 
has brought our entire civilization to the brink of unprecedented disaster. 

In our effort to stem the tide of communism and other forms of totalitarianism, 
we must cooperate with individuals and nations all over the world to help them 
achieve higher living standards and to assure the hope for a more abundant 
life. We must conduct our own affairs here at home so as to serve as an example 
of what a democratic and free society can offer to the individual citizen. 
Finally, we must mobilize our productive and human resources into a military 
force which will dissuade prospective aggressors or will defeat them in case of 
actua] aggression. With respect to the matter of overseas assistance, that is 
a subject for discussion before other committees of Congress. With respect to 
effective mobilization and the conduct of our economy in the best democratic and 
free traditions, there is still much room for improvement. 

Our military preparedness program is not moving swiftly enough. The 
progress that has been made toward military preparedness has not been con- 
sitent with the dangers which prevail. We have not deviated much from a 
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business-as-usual operation. We need an increased sense of urgency not only in 
facing up to the policies which must be adopted to safeguard our country and 
mobilize our vast resources but also to the actions required to translate our 
industrial might into military might. 

The mobilization job is principally one of maximizing our total production 
and diverting into military channels whatever proportion of that maximum 
total output is needed for our national security. Despite the fact that our 
productive capacity is greater by far than ever before in our history or than 
that of any other country in the world, we cannot suddenly pile a sizable military 
program on top of a fully employed peace-time economy without some degree of 
control and regulation, The more we«oncentrate on stepping up our production, 
the less we need rely on abnormal controls. However, Some unusual measures 
eannot be avoided. That was clear last summer and that was why this com- 
mittee recommended the Defense Production Act. The circumstances which 
called for such legislation a few months ago are even more compelling at this 
time. Actually we are just getting under way on the mobilization program. 
Up to now actual military production has been exceedingly limited. Still we 
have had serious disruptions and considerable inflation and instability. As 
military production increases, the problems of keeping our economy on an even 
keel will become much more difficult. It is almost unbelievable that the statutory 
authority under which our Government is empowered to take the actions neces- 
sary to defend itself in this world crisis is scheduled to be terminated in just 
five weeks from now. The Defense Production Act must be extended for at 
least 2 years and it should be strengthened in many ways if we are going to 
achieve our security objectives. 

As military spending increases month by month and as more serious short- 
ages emerge, we are going to find that inflationary pressures will grow and 
disruptions in the economy will become more serious. We know that from ex- 
perience in the last war and we know it from the experience in recent months 
when spending for military purposes has been increasing very slowly. The 
present lull in inflationary pressure, which is a sort of backwash from specu- 
lative and anticipatory buying in recent months, will not last very long. Vigor- 
ous control measures of a comprehensive nature will be necessary to assure 
stability and maximum total production in the difficult days ahead. 

Before talking about the specific features of the Defense Production Act 
which are essential in a democracy in war or peace. In a free society the Gov- 
Committee is especially concerned with adherence to certain basic principles 
which are essential in a democracy in war or peace. In a free society the Gov- 
ernment must be administered by representatives of all the people for all the 
people. The sacrifices which must be made in a period of mobilization must 
be shared by all the people. There is some serious doubt as to whether the 
administration of this very important mobilization program assures representa- 
tion of every group in our society. ‘There is a lack of a sense of participation 
by many groups. We cannot have fair nor effective mobilization if the admin- 
istration of mobilization is by trade association. If we are going to have the 
mobilization program administered by vested interests, then all vested inter- 
ests should be represented so that reasonable balance is achieved. Small busi- 
ness, the farmer, the consumer, and the worker must be represented as well 
as large business. Patriotism and brains are not concentrated in this free 
country of ours in any single group. The Defense Production Act should have 
incorporated within it a clear and unequivocal expression by Congress that 
full and adequate representation throughout the mobilization effort, at all 
levels of policy making and administration, should be assured to each and 
every group in this country. Not only will this avoid bickering and dissension 
but, most important, it will assure maximum results. 

The principle of equality of sacrifice is one to which there is general agree- 
ment in principle but not always general application in practice. The hazards 
of reconversion cannot be permitted to fall only on small business. The burden 
in the fight against inflation cannot be carried only or principally by labor. 
Voluntary restraint should not be expected only from consumers. Increased 
taxation must bear some real relationship to ability to pay. Nonessentials and 
luxuries must give way before essential necessities of life. Credit on consumers 
cannot be restricted without effective restraint on credit for business. These 
and other principles which assure equality of sacrifice must be adhered to zeal- 
ously if that unified support which is so essential to successful mobilization is to 
be assured. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1805 


I should like now to turn from the general to the particular. An extremely 
significant deficiency in the Defense Production Act is the exclusion of au- 
thority to control rents effectively. The present rent-control law is definitely 
not adequate to meet the needs of the present emergency situation. The local 
option provisions, the exemption of new housing, of conversion, of hotel accom- 
modations and other exemptions have shot the administration of rent control 
full of holes. The interests of the soldiers, the sailors, the airmen, and the de- 
fense workers are being entirely disregarded in terms of housing facilities at 
reasonable cost. In those same communities where local pressure groups have 
used the local-option provision to destroy rent control, cries of urgency have 
arisen to the effect that serious housing shortages necessitate easier credit re- 
strictions, special assistance in getting materials, and other positive help to 
overcome the existing hardships. 

The city of San Diego is an interesting example. Two months after the out- 
break of hostilities in Korea, that city chose to decontrol rents, Only 4 months 
later the mayor of San Diego said that San Diego was “unbelievably impacted by 
present emergency. Housing situation here worse than at any time during 
World War II. -Official figures from Eleventh Naval District commandant and 
aircraft corporations indicate that San Diego needs today 20,000 additional 
housing units if we are to make our full contribution to defense efforts. Of 750 
employed by one aircraft plant in last 60 days, 260 quit because of shortage of 
housing.” Tenants have been subject to unconscionable exploitation in areas 
all over the country because rent control was terminated. Rent control alone 
will not solve the housing shortage. Positive legislation is needed for that 
purpose. However, rent control can bring to a halt some of the fantastic and 
inflationary rent increases which have occurred and which wil! become even 
more widespread. The American Veterans Committee has consistently sup- 
ported measures to increase the supply of housing. Until the housing shortage 
has been reasonably met, we unqualifiedly favor rent control in areas which 
have housing shortages. Clearly, rent control should be fair to landlords and 
should provide for adjustments to allow reasonable returns. In our judgment 
the administration of rent control has been fair to landlords. The Housing Ex- 
pediter has permitted all kinds of adjustments and no one should fall for the 
propaganda line of the real-estate lobby that rents have been frozen at 1942 
levels. We need legislation which will authorize rent control wherever shortages 
of housing persist and wherever rents are subject to increases. Such legislation 
is needed now and should be enacted for at least the next 2 years 

Commercial rent controls are certainly necessary if we are going to achieve 
real stability. Rent is a cost in the operation of business and as such it should 
not be permitted to run rampant. Commercial rent controls is one way to help 
small business survive in this period of emergency. There is no economic basis 
whatsoever for excluding this item from control. 

Another major specific weakness in the Defense Production Act was its pro- 
visions with respect to agricultural prices. The American Veterans Committee 
is in full accord with the principles underlying price parity for the farmers. We 
must insure fair price and fair income to the agricultural segment of the popula- 
tion. However, price stabilization cannot be achieved if farm and food prices 
are permitted to increase in any substantial degree. If living costs are not 
effectively controlled, wage stabilization cannot be achieved. 

It is possible to have stabilized farm and food prices and at the same time a 
fair price and fair income for the farmers. We can permit the farmer to get a 
parity price for his product and still hold the cost of living if we will use sub- 
sidies to make up for the difference between parity price and prevailing price. 
We wholeheartedly favor the provision of such subsidies, This can be accom- 
plished not only for the benefit of the farmer and the workers and the whole ob- 
jective of stabilization but also for the benefit of the Government budget. In- 
creased food prices will inevitably bring higher prices in other segments of 
the economy and this means that the Government which is the biggest con- 
sumer in wartime, will have to pay more for what it buys. Subsidies can serve 
to keep Government expenditures at a lower total level that will otherwise de- 
velop. The Government can save billions of dollars if the total economy is 
stabilized and subsidies are prerequisite to such stability. 

While speaking of subsidies, we should also keep in mind the important need 
for subsidies to high-cost producers in fields other than agriculture, especially in 
the area of strategic mineral products. We are now faced with serious short- 
ages in many basic minerals. At current prices most mine operators can pro- 
duce very profitably and there is no sense in raising the prices of ores in order 
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to bring in marginal producers. We should encourage such production by allow- 
ing price differentials. We used this method very successfully in World War IT 
and this so-called premium price plan should again be reenacted and written 
into the Defense Production Act. 

Another major factor in the Defense Production Act is the compulsory tie-in 
between price and wage control. The act provides that whenever any com- 
modity is placed under price control the salaries and wages of workers engaged 
in the production of that item must also be controlled. This requirement is 
not of major significance when the total economy is under control but it does 
service to restrict severely selective contrdls when total controls are not in effect. 
Actually last fall the inflation cowld have been cut down substantially had 
selective controls been introduced. In large measure the wage-price tie-in 
was a deterrent to such selective controls. 

This wage and price tie-in may again become important should we arrive at 
a point where over-all controls are not essential and where we can get along 
with only selective controls. This feature should be eliminated now so that 
it will not be a stumbling block to selective price controls. 

Another amendment in the Defense Production Act is required with respect 
of control or regulation over speculation in commodities. Obviously, commodity 
exchanges perform important economic functions but unbridled speculation in 
periods of national emergency can serve to aggravate speculation and inflation. 
Control over margin requirements is essential and should be provided for in 
the amended act. 

Among the most common techniques for avoiding price control is the elimina- 
tion of low-priced items and the deterioration of quality. The actual cost of 
living increases much more than is demonstrated by price indexes when people 
can no longer buy the low end items or when consumers must pay fixed prices 
for products of lower quality. The act should provide authority to take effective 
steps against such activities. 

Controls are meaningless unless there is compliance. The penalties and 
enforcement measures should be strengthened under the act so that the minority 
of businessmen who lack a true sense of public responsibility and who violate 
the law will be penalized to a degree which will discourage others from doing 
likewise. 

On the production side we recommend that there be provision for Government 
building and operating of defense plants in cases where private enterprise will 
not or cannot undertake the necessary expansion. Considerable success has 
been achieved in .securing expansion in many areas but there is no definite 
assurance that all bottlenecks will be overcome by providing incentives to busi- 
ness. We are engaged in an emergency and we cannot afford to lose time nor 
to take chances in securing the productive capacity in critical areas. The Gov- 
ernment should have the power to build and operate defense plants so that our 
production will be maximized. 

These specific recommendations are, we believe, consonant with increasing 
our total production to the maximum possible extent, directing as large a pro- 
portion of our total productive capacity to military purposes as deemed necessary, 
and assuring the whole-hearted cooperation of all Americans. This is an effort 
which necessitates full cooperation by everyone if we are to be successful. We 
must be successful because our own freedom and our own security and the free- 
dom and security of all free people are at stake. We urge your consideration 
of these proposals. 

May I add that we feel that direct controls alone cannot do the whole job. 
There must be an adequate and a fair tax program, control over credit and a 
savings campaign which will help bring total demand in line with total supply. 
We are not commenting here in detail on tax and credit controls. Comments on 
these have been and will be submitted elsewhere. However, all activities in 
achieving a successful mobilization program and preserving a free economy 


must be considered in the aggregate. Thank you for allowing us to submit our 
views. 


(Whereupon, at 4: 45 p. m., the hearing in the above-entitled matter 
was recessed. ) 
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MONDAY, MAY 28, 1951 


Unrrep Srates SENATE, 
CoMMITr£E ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:50 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present : Senators Maybank, Robertson, Sparkman, Benton, Moody, 

Capehart, Bricker, Ives, and Schoeppel. 

The Cuarrman. The committee will come to order. 

Mr. Besse, will you come forward ? 

As I understand, you are going to file a statement. 


STATEMENT OF RALPH M. BESSE ON BEHALF OF THE EDISON 


ELECTRIC INSTITUTE AND THE CLEVELAND ELECTRIC ILLUMI- 
NATING CO. 


Mr. Besse. Yes, sir. 

The Cuamrman. This is in connection with the regulation of utility 
rates ¢ 
Mr. Besse. This is in connection with utility rate regulation, yes, 
sir. 

The Cuairman. If it is agreeable with you, I will make the full 
statement a part of the record. We havea long list of witnesses ag ay 
from all over the country. The American Cotton Shippers, the Na- 
tional Council of Farmer Cooperatives, National Cottonseed Products, 
the National Foundation of Consumer Credit, and so forth. We are 
going to have a long day, and I believe I can speak for the majority of 
the committee. It is not the desire of this committee, as the members 
have told me, to control things that are already controlled by State 
organizations. In other words, the recommendation by the adminis- 
tration is not to have Federal control over State control. It is my 
thought that this committee is not going to do that. There is no use 
in te aking up a lot of time. There are controls in effect now by State 
public utility commissions, or whatever they might be, in the various 
States. Where there is sufficient State control, we have no intention 
of interfering. 

Senator CarrHart. Wherever the State now controls any utility, 
that ought to be sufficient. 

The CxatrMan. That is my way of thinking. 

Senator Carenarrt. I think we are in agreement that it is sufficient. 

Mr. Besse. The gist of the statement which I have filed is to the 
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effect that there is substantially complete control of prices in this field, 
and that the control is effective. 

The Carman. Well, I am one who has always believed in States’ 
rights, as you know. I am not going to undertake to control a Public 
Service Commission controlling rates in any State. There were one or 
two instances called to our attention where there has been no control. 
Those may have to come under Federal.control, of course. 

Mr. Besse. I represent only the.electric utility industry, and there 
is either Commission control, or municipal control from the State 
standpoint in every State, and of course where interstate rates are 
involved, there is universal control by the Federal Power Commission, 
so the electric utility industry is controlled, its prices are controlled. 

The Cuatrman. To the best of our knowledge it is. We told Mr. 
Johnston and Mr. Wilson to send the list that are not under control. 
There are some, I am advised. 

(The list referred to will be found on p. 571.) 

Mr. Besse. There are six States where there are no Commissions, 
but there is control in those States so far as Electric rates are con- 
cerned. 

The CHatrman. What about telephone rates ? 

Mr. Besse. I do not know about telephone rates. 

The CHatmrman. You can rest. assured it is not the Committee's 
intention to put controls over any State with a Public Service Com- 
mission. If that is satisfactory to you, I do not think it is necessary 
for you to do more than make a short statement. 

Mr. Besser. I would like you to take two minutes to look at the charts 
at the end of my statement, which present the entire picture of what 
I would present. 

Senator Caprnarr. When you get a statement like the Chairman 
just made, you had better let well enough alone. 

The Cuarrman. I can only speak for myself, I want that under- 
stood. 

(The prepared statement of Mr. Besse follows :) 


STATEMENT OF RALPH M. BESSE ON BEHALF OF THE Epison Execrric INs?irure 
AND THE CLEVELAND ELEcTRIC ILLUMINATING Co. 


My name is Ralph M. Besse. I am vice president and general counsel of the 
Cleveland Electric Nluminating Co., and chairman of the legal committee of the 
Edison Electric Institute. 

This statement is made on behalf of the Edison Electric Institute which is 
a trade association representing over 80 percent of the taxpaying electric utility 
industry of this country and on behalf of the Cleveland Electric [luminating 
Co., an electrie utility serving approximately 1 percent of the Nation’s electric 
power business in northeastern Ohio including the city of Cleveland. 

The statement is in opposition to the section of Senate bill 1397 which applies 
specifically to utility rates, and will be confined to the relation of the amend- 
ments proposed by that bill to the electric utility industry. 

Section 104, subsection (c), of this bill proposes to change paragraph (v) 
of subsection (e) of section 402 of the Defense Production Act to require regu- 
lated utilties to report all proposed rate increases to price stabilization authori 
ties and to consent to the intervention of such authorities in any rate proceedings 
that arise from such changes. The present law provides for such reporting and 
consent to intervention only with respect to rates for resale.” 

This amendment would create needless duplication. The primary function 
of existing regulation is price control. It has been both adequate and effective. 

Blectric rates have for many years been subject to price regulation by Federal, 
State, and local regulatory bodies. State commissions have jurisdiction over 
rates of electric utilities in all but six States. In each of these latter States, 
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regulation of rates is by local municipalities. Interstate rates are subject to 
regulation by the Federal Power Commission specifically charged with this 
responsibility. Some utilities are subject to dual regulation by both State and 
Federal commissions. 

The adequacy of price control is assured by the very nature of the proceedings 
under existing regulation. And every case is subject to intervention by either 
the customers affected or a public representative or both. Intervention by any 
Federal authority for controlling prices would, therefore, be merely a duplication 
of existing price control. 

Moreover, existing regulation has been very effective in controlling electric 
utility prices. This is well shown both by the low price of electricity in compari- 
son to nonregulated prices and by the low return to electric companies in com- 
parison with return to nonregulated industries. 


Eristing regulation has kept electric prices low during a long period of inflation 

Electric rates for household consumption on the average over the Nation have 
not contributed at all to inflation. As shown in chart 1, the Nation-wide average 
unit price for the typical residential use of 100 kilowatt-hours per month is lower 
in 1950 than in any prewar year. 

In 1939 the cost of electricity represented 1.7 percent of the typical family 
budget used to make up the Consumers Price Index. The corresponding figure 
for 1950 was only 0.9 percent, or a decrease of 47 percent. 

Consumer prices generally, as shown in chart 1, have increased over 70 percent 
since 1940. So the need for further and duplicating electric utility price control 
must be distinguished from whatever need there may be for price control gen- 
erally. 

A similar picture is shown in chart 2 with respect to the Nation-wide average 
price per kilowatt-hour at which electricity is sold to all types of users. The 
1950 average is lower than any prewar year. This is in sharp contrast with the 
trend in wholesale commodity prices generally, which: as shown in the chart 
have increased over 80 percent since 1940. (The Index increased from 83 in 
1240 to 158 in 1950. ) 

In 1939 power purchased from utilities represented about 1.41 percent of the 
value of manufactured products produced from such power. In 1947 (latest 
date of U. 8S. Census of Manufacturers data) the corresponding percentage was 
0.74 percent, a reduction of 47 percent. 

This result demonstrates adequate capacity on the part of existing regulation 
to hold the line in the electric rate field in the face of inflation. There is no 
evidence at all to indicate the need of Federal intervention in this successful 
process. The place for Federal aid in this picture lies in the prevention of the 
general sky-rocketing of prices which necessarily affect the costs of even regu- 
lated industry. 


Evisting regulation has kept return to electric companies low during a period of 
increasing return to nonrcgulated industry 

In the money markets the electric utilities must compete with manufacturing 
industry and others for required capital, Chart 3 shows the trend in the last 
20 years of rate of return on net worth of leading manufacturing companies. 
Note that this has increased nearly three times from 1930 to 1950 (from 6.5 to 
17 percent). 

Chart 4 shows the rate of return on average capitalization of electric utility 
companies in the Nation. Note that this has decreased 20 percent in the 20 years 
from 1930 to 1950 (from 7.5 to 6 percent). 

These data show adequate ability on the part of the existing regulatory bodies 
to hold rate of return down. ‘The electric utilities’ earnings are held well below 
the earnings of the manufacturing industries with which such utilities must 
compete for new money. 

This could be a eritical factor in utility expansion in view of the fact that the 
electric utilities (including electric-gas combination companies) must raise from 
outside sourees a greater total amount of money to finance presently needed ex- 
pansion than must be raised by all the manufacturing industries in the country 
combined. 

The total 1951 new construction program of the manufacturing industry is 
several times that of these electric utilities, but 86 percent of the money needed 
to finance the manufacturing industries’ new construction program is expected to 
come from retained earnings and other internal sources. Only 14 percent, or 
approximately $1,800,000,000, must be raised through the sale of new securities. 
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Due largely to their substantially lower earning rate, only about 25 percent of 
the money needed to finance the electric and electric-gas combination utilities’ 
construction program will be provided for by internal sources. Approximately 
75 percent, or about $2,000,000,000, must be raised through the sale of new 
securities. 

In the present emergency period excess-profits taxes act to a substantial extent 
as an automatic regulator preventing rates of return from rising materially. 
Returns in excess of 6 percent on capitalization are taxed at excess profits 
tax rates. r 

It may be pertinent to note that the Committee on Finance of the United States 
Senate in its report of the Excess Profffs Tax Act of 1950, in discussing the 
special sections applicable to utilities, noted that— 

“The profits of these industries in the base period years were held down well 
below the profits earned by unregulated industries. Moreover, there is consider- 
able evidence that rate adjustments for these industries lagged considerably 
behind increases in their costs of doing business. Your committee also believes 
that where industries are regulated by governmental bodies providing only a fair 
rate of return it is undesirable to consider profits allowed by such regulatory 
bodies as excessive for purposes of an excess profits tax, especially where the cor- 
porations are held to a relatively low rate of return.” 

There is no evidence of need for further regulation or control. Both prices of 
electricity to the consumers and rate of return to the companies have been held 
down at or below prewar levels in contrast to the sharp increases in each in 
unregulated industries. 

During World War II the OPA was active in a number of utility-rate matters, 
Near the close of the period of activity of this agency Harry R. Booth, then 
utilities counsel for OPA and chief of the public utilities branch, is reported (New 
York Times, October 27, 1946) as saying: 

“Existing agencies can handle the job of holding utility rate increases to rea- 
sonable levels, especially Since the price level in the utility industry is now below 
what it was in 1941. 

“Under nearly all State and Federal statutes utility charges cannot be 
increased without a finding that the proposed charges would be reasonable. These 
standards will certainly make for no more rate increases than the standards 
underlying existing price legislation.” 

The conditions which justiiied this statement in 1946 still exist today. 


Intervention by Stabilization authorities in the proceedings of existing regulatory 
bodies would be wasteful duplication contrary to the public interest 

Intervention by stabilization authorities in regulatory proceedings is not 
required either to keep electric prices down or to keep electric company earnings 
down. Yet no one can doubt that the authority will be exercised if granted. 
The adoption of the proposed amendment will therefore necessarily result in 
wasteful use of manpower, money, and time on the part of the Federal Govern- 
ment, the State commissions, local regulatory bodies, the electric utility com- 
panies, and local representatives of the consumers. 

The futility of intervention by stabilization authorities is apparent from the 
very nature of utility rate proceedings. There is one basic test which governs 
the level at which electric utility rates are fixed: It is a return that will be 
sufficient to enable the company to obtain the necessary capital for continuance 
and expansion of its business. 

Rates of return which have resulted from existing regulation are no more 
than enough to accomplish this. In fact, there is serious question as to whether 
rates of return are currently high enough to enable electric utilities to continue 
to compete in the capital markets for the needed new capital. 

If the intervention of stabilization authorities served any purpose at all related 
to their function they would endeavor to make this situation worse. This being 
the case, there appears no purpose in the public interest for intervention of price 
stabilization authorities; for if the purpose of the intervention was to seek 
lower rates of return than those which would enable attraction of the necessary 
capital, the economic health of the electric industry, the tremendous exparsion 
of which is vital to the defense effort, would be jeopardized. 

The only other possible purpose of such intervention would be based on the 
premises that some State, local, or any other regulatory body was going to fail 
in the continued adequate performance of its functions, and that it was necessary 
to set up special Federal machinery to guard against such possibility. This is 
merely hiring policemen to police policemen. It is not only wasteful duplication, 
it is contrary to the principles of sound government. 
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CONCLUSION 


For these reasons it is urged that this committee delete subsection (c) of 
section 104 of S. 13897, Defense Production Act Amendments of 1951. 

The facts listed above have emphasized that intervention by price stabilization 
groups will only duplicate the already existing adequate regulatory facilities, 
and that on the record of the performance of existing facilities such intervention 
would be without useful purpose and could seriously impair the ability of the 
electric utilities to attract the capital necessary for their construction program 
so vitally needed in the defense effort. 
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The CuarrmMan. Mr. Lawson; will you come up? I understood you 
wanted a little extra time. It is perfectly agreeable to this commit- 

ee for you to take as much time as you wish, sir. 

Senator Carenarr. Before this witness proceeds, Mr. Chairman, I 
would like to make this statement: I do not think it should be placed 
in the record, but I hold in my hand the Sunday, May 13, 1951, issue 
of the Houston Chronicle, in which there is advertised 107 houses for 
rent and 654 apartments. 

The CuAmman. Do you want to put that in the record ¢ 

Without objection, it will be noted that Senator Capehart had sev- 
eral pages of advertisements here from the Houston Chronicle. 

Senator Carenarr. In the Los Angeles Times of the same date, I 
have not counted them, but there were literally dozens and dozens of 
houses and apartments advertised for rent, and I would like also to 
point out in respect to the Los Angeles Sunday Times of May 15, 
there are several ads that read like this: “Three months free rent. 
Brand new de luxe one and two bedrooms,” in which they are offering 
free rent to get people to take the apartments. I do not know what 
that means in Los Angeles and Houston, but the newspapers speak 
for themselves. I do not know whether that is general over the coun- 
try, or not. I doubt it, but it evidently is true in Houston and Los 
Angeles. 

The Cuairman. Without objection, that will be made a part of the 
record. 

Senator Benrox. Did you make any effort to analyze the prices at 
which the apartments are offered? It is very easy to create vacancies 
by raising prices, as the Senator knows. 

Senator CarenArtr. I do not know whether Los Angeles is decon- 
trolled or is not. 

Senator Benron. It was brought out by one of the witnesses that 

was a decontrolled area. 

Senator Carenarr. I see one at S75 here. 

Senator Benton. I wondered if you noticed any contrast from pre- 
vious levels. 

Senator Carenartr. Here is one at S70. Here is one at $50, 850 to S60 
‘furnished, S85. and S60. 

Senator Benton. Mr. Chairman, at least for my own information, 
unless you and Senator Capehart think it would be appropriate for 
the record—— 

Senator CarenArr. Here is $40, $36.50, $40, $50, $55. 

Senator Benron. I think we should ask the Expediter to comment 
on them. I think the Senator has a very good point on it. 

Senator Carenarr. Do anything you care to with them. There they 
are. . 

Senator Benton. The question is whether the rents are appreciably 
higher, because that could be a factor that could account for this ad- 
vertising, and if the chairman would agree, let us ask the E xpediter 
to comment on it, and then you can decide whether to put it in the 
record or not. 

The Cramman. The Senator did not ask that it be put in the ree- 
ord. THe wanted to call attention to these advertisements. 

Senator Benron. If you do not object, I think we should ask the 
Housing Expediter to comment. 
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The Cuairman. If it is agreeable with the Senator who broug)t 
it up. 

Senator Carenart. It is perfectly agreeable with me. 

The Cuatrman. I have another statement I want to make, in answe) 
to this committee’s question of Mr. Gibson about steel. I think I had 
better read this letter, because it shows that steel is going up to 35 pei 
cent for military, from 8 percent. I think it ought to be read in the 


record, if they are going to increase the.take of the steel by the military 
to that extent. “ 


Mr. McMurray. It reads as follows: 


Deak Mr. CHAIRMAN: This is in reply to questions raised at the committee's 
hearings on May 9, relative to the use of steel in the defense effort. 

The proportion of total production of carbon, alloy and stainless steel mil! 
products used by the military will average about 8 percent during the current 
quarter. According to present military schedules, this proportion will rise to 
a peak of about 15 percent in the first half of 1952. This latter proportion may 
be somewhat less co ause of contemplated revision of military requirements 
for heavy steel-consuming munitions. 

In terms of supply of alloy and stainless steels, military requirements for 
these products are, of course, proportionately larger. At the present, militar) 
requirements are about 20 percent of supply of alloy steel products and 10 per 
cent of stainless steel products. These proportions are estimated to increase 
by the first quarter 1952 to about 35 percent for alloy steel products and 20 
percent for stainless steel products. 

The direct military program in combination with the defense-supporting 
activities of petroleum, electric power, railroads, industrial expansion, shi} 
building, machine tools and certain other equipment will in the third quarter 
take roughly 40 percent of total steel. 

Sincerely yours, 


E. T. Greson, Acting Administrator. 
The Cuairman. That is the reply this committee wanted from the 
Government which will show the scarce types of steel and the increased 


allocation for military use. 

I have not as yet been able to find out, but I believe they cut farm 
machinery 35 percent, on steel, I wish the clerk would ver ‘ify that so 
it may be included in the record at the same time, because with a cut 
in farm machinery of 35 percent, and railroad cars also severely cut, 
it is going to create quite a situation on the farm in the future, as | 
see it. 

Senator ScuoerreL. IT wish you would also find out what allocation 
has been made of steel for repair of agricultural machinery. 

The Cuamman. Yes, we will find that out. That 35 percent cut is 
going to hit hard to my way of thinking. 

Senator Carenarr. I would like to also find out why they use so 
much stainless steel. I cannot understand what they manufacture 
for the war effort that uses such a large percentage of stainless steel. 

The Cuaiman. I frankly do not know, Senator. 

Senator Benton. Did you notice it is 40 percent of the total stee! 
output by the third quarter? 

The CuatrMan. That is what concerned me when I saw it. 
starts off all right, and then ends up at 40 percent. 

Senator Benron. This is further evidence, Mr. Chairman, for the 
need for that steel mill in New England that Senator McMahon and 
I are attempting to promote. 

Senator Carenart. Mr. Chairman, we have got to be awfully care- 
ful when we make statements, because the 40 percent is machine tools. 
Now, that is not production. 
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The Cuatrman. 35 percent is the figure I mentioned. 

Senator Carenarr. You are talking about stainless steel here and 
alloy steel and machine tools. 

The Cuatrman. What was the steel? I said 35 percent. 

Senator Carenarr. That is not sheet; it is special types of steel. 
They might use them for a short period of time, but I still do not know 
why they use so much stainless steel. 

Senator Benton. Are you interpreting that last paragraph differ- 
ently? Perhaps. From what I read, it sounds to me as if he says 
the direct military program, in combination with these other programs 
that go along with the military program, in the third quarter will take 
roughly 40 percent of total steel. I gathered that these supporting 
activities in his judgment are correlated in part with the military 
program. 

Senator Carenartr. That means they are going to take about 41,000,- 
000 tons a year. Now, it just is not true. 

The Cuatrman. Well, that is what it says. 

Senator Benton. That is what the last paragraph says, and I do 
not think I have misread it. 

Senator Carenart. I guess you did not. I see it.says “total steel.” 
Let us get a clarification of this letter. 

The CHatrMan. You had better get it clarified right now before it 
goes out on the wire. 

Senator Carenart. During World War II the total production was 
only about 60,000,000 tons of finished goods. We are running about 
105 now of ingots, which is about 70,000,000 or more of finished steel, 
and they are talking about finished steel here, not ingots. It just 
is not true. There must be a mistake somewhere. 

Senator Benton. The trick phrase here is what is meant by “the 
defense supporting activities.” If these activities in electric power, 
railroads, shipbuilding, and so on, flow directly out of the defense 
effort 

The Cuarrman. Well, they do. You cannot build a railroad car 
today without a certificate of necessity from Mr. Gibson. 

Senator Benton. Then he is talking about 40 percent of the total 
steel for the defense effort. That is the highest estimate I have seen. 
Is that the highest estimate you have seen ? 

The Cuamman. It is the highest I have seen. 

Senator Carensrt. Yes, it is 40,000,000 tons. 

Senator Benton. We had estimates showing that by the third 
quarter of 1952 our production would be up to 117,000,000 tons, as I 
recall. I think you are talking about not 40 percent of present 
production, which is roughly 101,000,000, but about 40 percent of 
the third quarter of 1952 production. 

Senator Carenarr. 70,000,000 is ingots, and that will produce about 
85,000,000 tons. 

The Cuatrkman. I think that had better be cleared up right now. 

Senator Scuorrren. I will say to the Senator from Connecticut, 
Mr. Benton, that I think the highest figure testified to, and I think 
it came from Mr. Gibson himself, was 29 percent. 

Senator Benron. I do not remember the percentage as far in the 
future as the third quarter of 1952, and what we have here may be a 
new variable referring to the third quarter of 1952. 
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Senator Carenart. Mr. Chairman, to give you an idea of how hard 
it is for Congress to get the facts, I hold in my hand an article in 
the New York Times on May 20, and the headline is, “Defense To Take 
75 Percent. of Steel Soon.’ Here is an article that says 75 percent, 
while this letter says 40 percent. 

The Cuarrman. Mr. Gibson bas charge of it. He wrote the letter, 
and he ought to know. 

Senator Carrnarr. This is an article from the New York Times 
of May 20. 4 

The Cuarrman. Did Mr. Gibson sign that letter ? 

Senator Carrnarr. The new set-aside for July on some of our more 
important products are as follows: Structural steel, 75 percent. Bars, 
60 percent. Hot-rolled sheet, 60 percent. 

The CHatrmMan. Well, suppose we sent that article, if you do not 
mind giving it to Mr. McKenna, to Mr. Gibson now. 

Senator Capenart. How are you going to get the facts when you 
get figures like that / 

The Cuamman. That was sent down this morning. We all know 
- at the Army has not started to let their contracts yet, and has not 

vent the money that has been appropriated, much less the $6 billion 
that is going to be appropriated. 

(The article referred to follows:) 


[From the New York Times, May 20, 1951] 


DEFENSE To TAKE 75 PERCENT OF STEEL SOON—VPRopucERS ARE NOTIFIED SHARP 
RIsE IN Set-ASIDE WILL Be REQUIRED BY JULY 1—INCREASE Not EXPECTED 
GREATER SHARE WILL Be NEEDED OF CERTAIN ITEMS, NoTABLY PLATES, OIL 
COUNTRY Goops 

(By Thomas E. Mullaney) 


The Nation's steel companies have just received notice from the Government 
of a sharp upward revision in the amount of steel needed for defense and defense- 
supporting production in the second half of the year. 

Most of the major companies, it is understood, will be providing an average 
of 75 percent of their total output for these purposes in July. The percentage 
for some of the smaller companies will be slightly lower, but in the case of 
specialty producers, an even higher portion will be directed to the national 
defense effort. 

The steel industry had not expected that such a large part of its output would 
be requisitioned for military and defense-related projects before the latter part 
of the year. On the basis of previous indications from Washington, the big 
steel producers had expected to be setting aside about 50 percent at the middle 
of the year. 

The call for steel made by the military and essential industries on the United 
States Steel Corp., which accounts for one-third of domestic production, indicates 
how sharply the upward revision has been. In March, the corporation was 
setting aside 25 percent of its output on Government directives. This rose to 
35 percent this month: it will be 50 percent next month; and the July figure is 
estimated at 75 percent. 


NEW “SET-ASIDES” GIVEN 


In the case of United States Steel, the new “set-asides” for July, based on the 
original base period of 9 months of 1950 for some of the more important prod- 
ucts, are as follows: structural shapes, 75 percent; bars, 60 percent; hot-rolled 
sheets, 60 percent: cold-rolled sheets and galvanized sheets, 40 percent each ; 
hot- and cold-rolled strips, 25 percent; rods and high carbon wire, 60 percent; 
oil county goods, 110 percent; pressure tubing, 70 percent; wheels and axles, 9 
percent, and wire rope, 60 percent. 

The demand for plates, héretofore set at 85 percent, will be even greater, but 
they will be figured on a new and different base. The National Production 
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Authority’s latest appraisal of plate requirements for July exceeds the current 
production of plates on the plate mills of the industry by substantially more than 
100,000 tons, according to Bennett S. Chapple, Jr., an assistant executive vice 
president of United States Steel. This additional tonnage, he pointed out, must 
be secured from sheet mills. 

One of the biggest jumps in military requirements received by the Armco Steel 
Corp. was on the expensive high-grade silicon steel. By July it will be setting 
aside 80 percent of its production of that product, compared with 50 percent 
previously estimated. 

The pronounced upturn in defense and defense-supporting requirements of 
steel accounts for the further cut-back in the metal ordered last week for 
producers of passenger cars and other durable goods. Automobile manufacturers 
will be allowed only 65 percent as much steel as they consumed each month in 
the first half of 1950, while the makers of washing machines, refrigerators, and 
other durables will be permitted to use 70 percent of their pre-Korean output— 
that is, of course, if they can succeed in obtaining that much. 


The Cuamman. Mr. Lawson will you proceed in your own way, 
—Pr? 
sir? 


STATEMENT OF W. D. LAWSON, PRESIDENT, AMERICAN COTTON 
SHIPPERS ASSOCIATION, ACCOMPANIED BY JOHN G. WHITE 


Mr. Lawson. My name is W. D. Lawson. My home is Gastonia, 
N.C. Iam appearing in behalf of the American Cotton Shippers 
Association. The members of this association move approximately 
85 percent of the cotton raised in the United States from farms to 
cotton spinners both domestic and foreign. 

This association is opposed to inflation. Inflation threatens the 
continuance of all business enterprises and the livelihood and well- 
being of every American citizen. We urge that it be attacked directly 
and effectively. An attack on inflation must increase the supply and 
reduce free buying power. 

The most fundamental and American step is to increase production, 
which in our free enterprise system means increasing incentives and 
reducing obstacles. Diversion of labor and effort from productive 
enterprise to nonessential Government employment and nonproduc- 
tive controls should be avoided. 

Until production is effective free buying power should be reduced 
by: 

Higher taxes, designed to curb spending for consumer goods, but 
not so high as to discourage savings and investment in productive 
enterprises. 

Unnecessary increase of free buying power should be avoided by 
(1) stopping Government deficit financ ing; (2) cutting Government 
nondefense expenditures; (3) careful expenditure of heavy defense 
appropriations: (4) curbing credit expansion. 

Quoting Mr. C. E. Wilson, Director of the Office of Mobilization, 
“Direct price controls treat only the symptoms of inflation, not its 
basic cause.” 

Inflation results only from acts of commission or omission of the 
Government, not of the citizens. 

Government controls remove the direction of production from the 
hands of those who understand to those who do not. 

With your permission I shall now attempt to show you why price 
ceilings on raw cotton are unworkable and any attempt at enforce- 
ment would call for an immense expenditure of money and manpower. 
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Cotton is planted in the spring and harvested in the fall. Harvest- 
ing is done either mechanically or by hand and then taken to the cot- 
ton gin to separate the seed from the fiber. The fiber from the gin is 
packed into bales weighing approximately 500 pounds and then sold. 
The majority of the c otton is raised by small farmers and they usually 
wish to turn it into cash immediately. There are always numbers of 
cotton shippers bidding on the cotton and with competition keen the 
farmer can be sure he gets the maximum price on his cotton the day 
he sells it. Cotton from these theusands of farmers is bought by 
shippers, segregated into lots of approximately the same gr ade and 
staple, and sold to the cotton mills all over the United States and 
foreign countries. 

The shipper thus performs two very definite economic functions by 
first, giving the farmer a daily market for his product and, second, 
by providing a constant source of supply to the cotton spinners of the 
world. Cotton shippers are not interest in the actual price of cotton 
except that it represents a fair return to the producer and allows the 
mill buyer an equitable return on his investment. 

According to the office of OPA and unbiased sources the average 
cotton shipper’s profit is about one-half of 1 percent on each bale he 
buys. You wonder how anyone could operate on such a small profit. 
This remarkable record is made possible by a cotton marketing mecha- 
nism refined by generations of experience to an extreme degree of 
flexibility and speed. It can be compared to a fine watch. It is more 
vulnerable and sensitive to the intrusion of arbitrary regulations 
than almost any other segment of the national economy. This is par- 
ticularly true of our cotton futures markets. Being the only free 
markets left in the world to the trade, they are constantly receiving 
buying and selling orders from all over the world. 

Senator Scuorrre.. Do you have in your industry large cooperative 
marketing associations in your cotton fields down South ? 

Mr. Lawson. Yes. 

Senator ScHoerret. What percentage of the business do they handle 
as against the business of your association ? 

Mr. Lawson. I do not have the figures on it, Senator Schoeppel, 
but a great deal of the cotton that our shippers buy is bought from 
these associations. Not all of it, but a great deal of the cotton the 
cooperatives handle we buy. 

One of the main reasons that price ceilings on cotton are unworkable 
is that classing of cotton is not an exact science and no two bales are 
exactly alike, any more than two people are exactly alike. 

Gentlemen, that is where we think we have a very strong case, and I 
will try to show you why: 

In classing, two samples are drawn one from each side of the bale 
with a coupon inserted showing the number of the bale. The value 
of the bale to the shipper is determined by the examination of this 
sample. Five factors make up this valuation: color—the brightest 
and whitest cotton has the highest value—the amount of foreign mat- 
ter in the sample, that is, parts of twigs or leaves which the gin failed 
to remove; the staple, that is, the average length of fiber in the 
sample—this may be any 1 of 20 different lengths—the preparation- 
showing smoothness in ginning, and other variables tested mechani- 
cally, such as fiber tensile strength, uniformity, and fineness. 
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According to the USDA there are over 400 different classifications 
of domestic cotton. This does not include hundreds of other varia- 
tions recognized by the trade. When you realize that this classifica- 
tion of grade and staple is all done by the human eye and hand you see 
that there is a high probability of error. 

It is very diffic ‘ult for two classes to agree exactly on a small lot of 
100 bales and even the same classer will not agree with himself on the 
same lot if he classes it on different days. For this reason most mer- 
chants have one classer to class cotton into stock and another to check 
the class on mill shipments, in accordance with the requirements of 
individual mulls. 

Senator Scnorrre.. Mr. Lawson, you ought to get together with 
some of the cattle people in my State, and down in your State, on 
the different types of grading which is done by the human eye, and 
where they can clip them down $60 or $70 eve rv hundred. You fel- 
lows have something in common there. 

Mr. Lawson. I would like to get together with them for some of 
those steaks, Senator. 

For your information, the USDA has done an excellent job in 
promulgating grade and staple standards for the world cotton trade 
to use. The value of these grades and staples varies daily according 
to the amount produced in each crop and the mill demand for certain 
qualities. By contrast, the OPS has fixed prices on a cotton crop 
that has just been planted. I have in my hand one of their 1,3;-inch 
sti iple types. 

This is a standard that is put out to the whole world. They have 
20 or more standards of different lengths, by which we class cotton, 
or are supposed to class it. 

Senator Maybank, would you like me to show you how they grade 
the staple / 

The CuairmMan. | opposed the price ceilings on cotton, and I think 
most of the members of the committee did. 

Senator Scuorrrer. I would like to see it, myself. 

The Cuairman. I have pretty nearly forgotten how to do it, Mr. 
Lawson—it has been a long time—since 1938, as a matter of fact. 

Mr. Lawson. That is the way it is done. 

Senator Benton. What is that package / 

The CHairMan. Government standard of cotton, 134, inch. 

Mr. Lawson. Gentlemen, vou have to judge that length by your 
eye when you pull it. You don’t have this standard with you all 
the time. 

Senator Cargenart. Is this good cotton, or bad cotton ? 

The CrarMan. It is very wood cotton. 

They use a good deal of that up in Senator Benton's State. 

As I was saying, this committee opposed the ceiling price on cot- 
ton. Of course, when we wrote the law, we protected the cotton 
farmer and shipper as best we could by parity, or the highest price 
between May 24, I think, to June 25. The reason why cotton on 
so high was because there was an awfully short crop. Naturally i 
went to some $45 or S46. 

Mr. L Awson. It didn’t go there until they put the ceiling on it. 

The Cuarrman. It would have gone there, though, because cotton 
across the border was selling for 70 cents. We have long lists of con- 
tracts for foreign cottons that different firms have purchased bet ween 
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70 and 80 cents. We didn’t put them in the printed hearings, be 
cause I didn’t want to expose people's business to everybody in the 
world by showing them to Mr. Johnston and Mr. DiSalle. I looked 
at them myself: they were friends of ours. 

The trouble was there was a short 7 Now, it looks like you 
might have a pretty good crop this yea 

Mr. Lawson. It looks that way. We i sO. 

The Cnamman. Of course, nobody knows. Senator Schoeppel 
was asking me about that, becavSe they are very interested in the 
price of cottonseed out in the cattle country. He asked me about the 
crop this year. I told him you have good acreage in, you had a good 
winter; but nobody knows. 

Sen: itor Moopy. I am interested to see this good cotton sample. 

Since you have been interrupted, there was one statement you made 
rather interested me because I don’t know exac tly what you mean: 

You say inflation results only from acts of commission or omission 
of the Government, not the citizens. What do you mean by that ? 

Mr. Lawson. I mean this, Senator: that none of the citizens print 
any money. The Government prints all the money. 

Senator Moopy. Well—— 

Mr. Lawson. And this money causes inflation, they tell me. I am 
not an economist; I am a cotton man. 

Senator Moony. I don’t think we ought to have an economic discus- 
sion here this morning, but I did not want to let that statement pass. 
because after all, inflation basically results here from the fact that we 
have to manufacture military goods to the extent of $50 billion a year, 
and that creates a gap between the mone y that must be manufactured 
for the making of those military goods, and the supply of civilian 
eoods. 

I am sure you wouldn't mean to say, would you, that the manufac- 
ture of our military strength, military weapons, was an act of omis- 
sion or commission by the Government which created ‘inflation ? 

Mr. Lawson. Senator, I can’t deal in these astronomical figures as 
you do in Washington. I have to take a more or less simple case like 
raising a family. We have always been taught to save money, and not 
to overspend our income, and I think most businesses and individuals 
do the same thing, but it looks to me like the Government is going one 
way, and the individuals and businesses and families are going the 
other, and I think we had better get in line. Either we are going to 
have to overspend, or the Government will have to stop it. 

The Cuairman. But how can you do it? We have appropriated 
for the military, since June of last year, $48 billion, of which they have 
spent about $25 billion. 

We have a bill before us now for $62 billion, and another $6 billion 
coming in. That means $126 billion the Congress will have been 
requested to appropriate since last June. The appropriation bill 
will probably be passed, I would say, in July. That $126 billion is 
for the military. 

Now, we have lost $2 billion out of every $10 billion since October; 
we have lost $2 billion in purchasing power. Everything has gone up 
So high—stel, tanks, and so forth and so on. 

Of course, nobody believes in a balanced budget more than I do. 
I just don’t see how you can put enough taxes on to balance the budget. 

Senator Moopy. May I add to what the chairman says: that over 
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the past 5 years the budget has been balanced. ‘The point Senator 
Maybank is bringing out is that now we are faced with the necessity 
of spending all this money to make ourselves strong. 

Now, if your responsibility was the strength of the country, to 
defend our freedom against communism, you might have to deal with 
astronomical figures, too, Mr. Lawson. 

I didn’t want to let that pass, because I was quite sure you didn’t 
mean it quite the way I took it. 

Mr. Lawson. I would like to say one thing, Senator: 

I would like to get this back down to simple av ‘tic, as | men- 
tioned before. I think this defense program is just exactly like 
family when somebody has a serious illness. : don’t stop to ques- 
tion the cost of the doctor, or an vthing else, you want to get the per- 
son well, 

Senator Moopy. Precisely. 

Mr. Lawson. But in the meantime, sister may want a new dress 
which we will have to do without, and the rest of the family might like 
to take a trip; they will have to do without that. They have to do 
without the luxuries and necessities until the debt to the doctor is paid. 
Unless we do that, we can’t pay the doctor. 

Senator Moopy. That is right: and anything which you can show 
this committee which will aid us to follow out the suggestion you have 
made, any waste in the Government that you can specifically point to, 
1 for one—and I am sure every member of the committee—would like 
to have you do it. We are look ng for that, too, you know. 

Mr. Lawson. It would take ine a long time, there is so much of it 

The CuarrMan. Well, it doesn’t amount to such a great deal in 
dollars and cents as comipared with the military. Of course, there 
is Waste and extravagance to some extent in all Government agencies. 
whether a municipality or the Federal Government. 

Mr. Lawson. Senator, I think that some chickens are coming home 
to roost from the eggs that were laid about 15 years ago. 

The Ciamman. Well, we have to carry out the laws that are passed. 
The Veterans’ Administration is pepe a defense activity. There 
is not one nickle in that appropriation bill this year, as it has been 
written up, for Korean veterans, or any aid to those Korean casualties. 

Of course, we did pass a bill letting them get into hospitals; that is 
the first bill we had. 

Senator Moopy. I want to say in view of the fact that Mr. Lawson 
feels there is so much waste, | hope he will let us have some specific 
examples of where he thinks it is. That would be a real help to Con- 
gress. That sort of statement, when it is backed up, could be very 
helpful, but when it is not backed up, it isn’t very constructive, and 
therefore [ hope you will come in with facts. 

Mr. Lawson. Senator, | am not making any statements here I can’t 
back up. 

Senator Moopy. Fine: I will be looking forward to your details. 

Senator Carenartr. Mr. Lawson, I suggest you save your time, be 

cause until you get an administration and get Senators and Congress 

men to control this Congress who have a will to reduce and cut 
expenditures, they will never do it. The present Congress and the 
present administration have no intention of doing it. You would be 
Just wasting your time if you do it. 


Senator Moopy. I think the Senator might speak for himself on 
that. and not far others 
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Senator Carenart. I will let the record stand for itself on what 
has been said here this morning, and let the record stand for itself 
over the past 20 years. I don’t have to speak for anything, just let 
the record stand for itself. Expenditures today, and the national! 
debt today, and what is going on, and the attitude of what has bee: 
said here this morning: that it is impossible to cut expenses. 

It is not impossible to cut expenses, and this Congress ought to 
cut expenses; they ought to cut the military expenses. "They ought to 
cut out all the frills, and they can do it if they want to do it, but the \ 
do not want to do it. 

They don’t want to do it; they are not going to do it. 

Senator Moopy. Who said it was impossible to cut expenses / 

Senator Carenarr. I will let the record speak for itself in that 
respect. I don’t need to answer that at all. All you need look at i: 
the appropriations, the amount.of money that is being spent and has 
been spent. 

The CuarrmMan. I may say this: I was chairman of the subcom 
mittee handling the independent offices bill. We cut that to the bone. 

Senator Carenmarr. Of course you did, but the big figures are the 
military spending. 

The Cuamman. I was one that voted not to bring the Marshall 
plan bill out the last time. 

Senator Scuorrre.. I think something has been done by way of 
pointing the way to where a lot of constructive things could be done. 
All I need to say is take the history of the committee headed by Sen 
ator Byrd, and look at that blueprint, and have anybody come up 
and tell the Congress of the United States, and the American people, 
that that doesn’t furnish a blueprint for something practical and down 
to earth. I think we can follow that to a definite degree, and that 
report shows there is not very much that is going to be hampered 
or hindered under the defense program, but it does point out the way 
to us if we have the courage to do what we want to do. Watch my 
vote, and you will see where I stand on that. 

Senator Benron. May I make an observation, Mr. Chairman. 
since everybody else seems to be making observations? This may be 
of interest to Mr. Lawson’s associates: 

Not long ago, at a meeting of the Committee for Economic Develop 
ment, of which I have been a member of the board of trustees since 
its inception, I heard the president of the CED make a statement 
along this line about cutting expenses. I am deeply sympathetic with 
this objec tive, but I believe the business ¢ ‘community as a whole greatly 
overlooks the relative power of the administration on the one hand. 
and the Congress on the other, from the standpoint, one, of getting 
it done, and, two, the possibility of getting it done. 

Last year, my first year in the Senate, I saw the administration send 
up bill after bill which would have greatly cut expenses, in line with 
the recommendations of the Hoover reorganization proposal, and 1 
saw those bills knocked right out by Senators of both parties, and 
until the business community discovers that it is the Congress pri- 
marily that is responsible for the waste and inefficiency and extrava- 
gance by the Members of the Congress in both parties, it is not going 
to make any progress in being effective, and in bringing influence to 
bear in getting costs down, and that is a very important point, and 
it is completely misunderstood by the business community. 
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Republican Senators Taft, Milliken, and others, who were running 
for office last year, voted for expenditure after expenditure on vote 
after vote, and Senator Byrd himself didn’t stand up on the Presi- 
dent’s veto of the Congress on the Spanish-American War veteran 
bill when the Congress whooped it through to give free medical service 
to everyone who ever served in the Spanish- American War. The 
President had the courage to veto that bill, and only three Members 
of the United States Senate, all Democrats, supported him. I give 
that only as a quick illustration to show the problem. 

Senator Capruarr. It is pretty tough to sit and vote to deny Ameri- 
can people a few dollars and at the same time vote to give away 
billions to foreign countries—spread it over the world. 

Senator Benron. | would like to see all the trade associations make 
a study of this problem, Mr. Lawson, because I believe they could be 
extremely effective if they would reward the Representatives in Con- 
gress who fight for economy, and punish those who stand up for 
extravagance. 

Until our businessmen are willing to do that intelligently and con- 
structively, they are going to serve no purpose in coming before these 
committees saying, “Let's cut down expenditures.” 

Senator Moopy. Mr. Chairman, following up the splendid statement 
by Senator Benton, I would like to mention one thing that seems 
to be not understood by many in the business community and some 
outside the business community. The real decisions regarding spend- 
ing, Mr. Lawson, are actually made not so much in the Appropriations 
Committees, as when the budget itself is acted upon, as when the 
fundamental, underlying laws providing for the spending of the 
money are passed. 

Now, as Senator Maybank has pointed out, the Appropriations 
Committees of Congress do a very painstaking and hard job in trying 
to reduce the budget, but to the extent of many billions of dollars, the 
expenditures of the Government are set when the underlying law 
is passed. 

I will give you one instance—not necessarily criticizing the law but 
pointing it out as an example: 

Your cotton community in this country has a price support. Cotton 
prices are supported, as are the prices of other agricultural com- 
modities. 

When that law is passed the Government, the administration, the 
men working for the President that I believe you are criticizing, have 
no alternative but to spend the Government’s money without any 
ceiling to support a price of a certain amount. 

That is the policy of the Congress. I am not here criticizing that 
policy. I am merely pointing out that the money is spent actually 
when that law is passed. When the budget comes up for the Depart- 
ment of Agriculture there is no way the Appropriations Committees 
of this Congress or the Congress itself can go behind that mandatory 
law without changing the law. It is entirely impracticable and even 
misleading to the “public —some people have misled the public by say- 
ing that that budget, for example, can be cut down, when, as a matter 
of fact, it is an open-end law, calling for mandatory spending over 
which neither the President or the Congress have control so long as 
that law stands, That isn’t the only such example. There are a num 
ber of open-end laws which underly the budget. If the Congress 
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wants to cut expenditures, it has to change the laws. It can’t do it 
after the law has mandatorily ordered that the money be spent. 

In line with what Senator Capehart says, I too believe money can 
be saved. But I think the great amount of saving that can be made 
will be when Congress stands up to the proposition of changing these 
underlying basic laws. 

If you think when we are spending billions of dollars on military 
expenses that we can’t have the dress—can’t support the price of 
cotton, you should come in and tell WS that. 

[am not saying that wecan’t. Iam simply saying that is one of the 
things that Congress might look at if you really want to save mone y. 

Mr. Lawson. Senator Moody, you haven't spent any money in the 
support of price of cotton. The price of cotton has held itself, and 
they made a good profit, 

Senator Moopy. Sometimes supporting cotton has cost money and 
sometimes it hasn’t. 

Now, for ex: unple, there was a law passed on the price of potatoes. 
That became virtually a national scandal, and a great many people 
blamed the administration and the President for that. That wasn't 
the President’s fault. He was told what to do by the Congress in 
the law. 

Senator CapeHart. Will the Senator yield ? 

Senator Moopy. Yes. 

Senator Carenarr. The President told the Congress to pass the 
potato bill and all these other acts that you are talking about, sent 
them up here. They were administration-sponsored bills, and they 
whipped the Senators and the Congressmen over the back to pass them. 

Now, let’s keep the record straight. All these bills that you say 
the Congress passed originated at ‘the White House, originated with 
the administration; they were administration measures, just as they 
all are. They were a part of the program, and they were sent over 
here to the Congress to pass, and God pity the ones who didn’t vote for 
them. 

Senator Moopvy. I know no one is going to whip you over the back, 
Senator Capehart. 

Senator Caremarr. Nobody at the White House at the moment is 
going to do it. 

Senator Moopy. Well, you voted for the price-support law, didn’t 
you! 

Senator Bricker. What has this to do with the price of cotton? 
Let me comment on something Senator Benton said: 

I made a study of the effect of the reorganization bills under the 
Hoover Commission report, and there isn’t one penny that has been 
saved vet under the bills that have been passed, submitted by the White 
House, nor one employee cut off the payroll as a result of the reorgan- 
ization plans sent down here, and more than half of them have been 
adopted by the Congress. 

The Cuatrman. Well, if the committee desires to continue to dis- 
cuss that, of course, it is quite all right. I voted against a good many 
of the bills, because the reorganization bills would cost many more 
dollars. When I told them the bills were going to cost more, they 
didn’t believe it. The one for the Post Office Department has done 
nothing but increase the cost. 
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I might say for the benefit of the committee that the 40-percent 
figure is correct for all steel, for those purposes. 

Senator Carenarr. That is 50 percent for the direct military 
program. 

The Cuarrman. And those items. 

Senator Carenarr. Petroleum, railroads, industrial expenses, ship- 
building, machine tools, and certain other equipment. 

The CuarrMan. Proceed, Mr. Lawson. 1 think we had better com- 
plete your statement before we discuss economics. ‘That takes quite a 
while. 

Mr. Lawson. I had in my hand the 154,-inch type. I also have a 
statement here from a cotton shipper, wide h shows how easy it is for 
classers to vary in their estimate of the cotton. 

The Cuairman. Do you want to file that statement as a part of the 
record ¢ 

Without objection, it will be filed in the record. 

Mr. Lawson. In the presence of of witnesses he unsealed 26 of these 
types which you had there, so they represented the samples from 26 
bales of cotton, and he put inside a coupon with the number of the 
cotton on it. He mailed these samples to the Cotton States Arbitration 
Board in Atlanta for classification against the Government type. The 
Cotton Sales Arbitration Board settles all disputes between the Amer- 
ican Cotton Manufacturers Associaiton and the cotton shippers and 
is picked for its expertness in classifying cotton. Gentlemen, I want 
you to bear in mind that the 26 samples sent them were all 154 ¢-inch 
(rovernment staple standards. The board classed 4 bales 134 ¢ inch, 
16 1540 inch, one staple shorter, and 6 bales of 114 inch, two staples 
shorter. 

The difference in the value of that was, oh, $25 a bale from the 
shortest cotton they classed to the longest cotton. 

I also have here a classification by the same board where they classed 
50 samples of the Government st: andard 114 inch staple and only three 
bales were classed 11, inch, and the cotton they were classing was the 
Government inch and 34¢ type. 

The remainder were shorter. 

Here is another instance where the same arbitration board classed 
61 bales of cotton under Middling but a cotton mill classer accepted 
them for Middling. I have here a class sheet from two different 
classers of the USDA on the same 25 bales of cotton. Applying ceil- 
ing prices of the OPS there is a difference of $15.60 per bale in the 
valuation. 

That shows you how classes on cotton would vary. 

Before coming to Washington, I sent samples from the same two 
bales to classers of seven different cotton mills and asked that they 
class the bales for staple. I have the results here. It is sufficient to 
say that there was a difference of two staples in their class on the same 
bales. Now, according to the ceiling price regulation on raw cotton 
certain price ceilings are set according to grade and staple. Should 
anyone be found guilty of exceeding these on ices he would be subject 
to 1 year imprisonment and $10,000 fine. Under the administration’s 
proposed amendment his license would be revoked, and he couldn't 
stay in business. 

Gentlemen, what I am trying to get over to you is this: that classing 
cotton is not exact, but here the OPS have said if I have gone out and 
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bought this cotton for 1144 inches, and paid 14-inch price for it 
and one of the best classers in the world calls it shorter than 114-incl), 
I would lose my business, I would lose $10,000, and spend a year in jail. 

The Cuatrman. Well, I think we are going to have to do some 
thing about that, Mr. Lawson. Frankly, I know something abou 
cotton, I don’t know so much about other things. 

One trouble is there are other commodities, too, on which there 1s 
a great difference of opinion, tobacco, meat, and different things. | 
can understand about cotton, and some other gentlemen might not 
be expected to who don’t come from cotton country. I think the law 
is going to have to be corrected. No two people agree on 100 bales of 
cotton, [ know. 

Mr. Lawson. That is right. 

Senator Bricker. You run into the same difficulty on meat. 

Mr. Lawson. Yes. 

Here are 12 samples taken from bales grown in California, the Mem 
phis area, the El Paso area, and Arizona. These samples were al! 
classed Middling 135-inch by a Government classer, with which 
class we agree. You will notice from the photograph of box No. | 
that the samples appear to be all the same. 

Applying the test of factor five which we have checked by mechan 
ical means for fineness, strength, and uniformity, the difference of 
valuation in some of the bales during the past marketing season has 
been higher than $10 per bale. Under OPS ceiling regulations the 
prices are the same. 

This is all class Middling; according to the ceiling price is all the 
same thing, and yet commercially there is $10 a bale difference 
in it. 

Senator Carenartr. Where is the difference ? 

Mr. Lawson. In the tensile strength, Senator. They have a me- 
chanical test of the tensile strength of the fiber in cotton, and some of 
the cotton raised in California has very high tensile strength, and 
some raised elsewhere is very low. 

Here are 12 samples, labeled box No. 2, from the same territories as 
box No. 1. You will notice from the box and the photograph before 
you that there is a difference in color, preparation and leaf. The value 
of these bales is determined by the use of factors one, two, four and 
five: color, leaf, preparation and mechanical test. - 

The Government classers have correctly classed this cotton as strict 
low Middling 144, inch. We consider commercial values on this cot- 
ton to vary as much as $7.5 per bale. 

Senator Carenartr. Again, why ? 

Mr. Lawson. Several factors: leaf, color. 

I have before me box No. 3 from the same territories as boxes Nos. 
1 and 2. The Government has correctly classed this cotton as strict 
low Middling spotted 1-inch. Applying factors one, two, four and 
five, we consider the variation in values of this cotton to be as high as 
$10 per bale. 

Before me is box No. 4. Samples in this box were drawn from 
bales raised in Texas with the exception of one bale raised in Arizona. 
This cotton is classed by the Government as strict low Middling spot- 
ted 154,-inch. Applying factors one, two, four and five, we consider 
the variation in values in this box to be as high as $15 per bale. 
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All farmers would have to receive the same price regardless of 
whether it is better or not. 

Senator Careuartr. When you go to sell it, you would sell it at a 
different price ? 

Mr. Lawson. We think we would get the difference. In other 
words, the value at one mill on account of the leaf, the spot, the color 
and the staple would be worth $15 a bale less, and another would be 
worth more. 

Senator Capenarr. The farmer would get the same price? 

Mr. Lawson. No. Senator. The law says as high as he can sell it is 
one price, ceiling price, for this kind of cotton classed by the Gov- 
ernment. 

Senator Carenarr. What would happen if you paid the farmers 
all the same for that cotton, and then went out and sold it afterwards 
at different prices? You would be in violation of the existing law; 
would you not? Or regulation / 

Mr. Lawson. If I could get somebody else to call it better cotton, 
I wouldn’t be in violation. 

Senator Carenarr. You would not be in violation / 

Mr. Lawson. If I could send this to the Arbitration Board, or who- 
ever would decide it, and they would say this bale of cotton was Mid- 
dling, I wouldn't be in violation, and they are just as apt to call it 
Middling as not. 

The CuarrMan. There isn’t any question about that, Mr. Lawson. 

Senator Carenarr. Did you say a moment ago that every bale of 
cotton is tested physically / 

Mr. Lawson. It is before it is sold to the mills: ves. Maybe two, 
three, or four times. That is correct, sir. 

Senator Carenarr. Of course, a carload of wheat, they take about 
three samples of it, and check it. 

Mr. Lawson. I would like to say this, too: On a crop of cotton, if 
cotton is held for 2 years, it will change in color, it will get creamy in 
color. 

Senator Maybank, I would like to file this statement for the record. 

The Cuarrman. Without objection, it will be filed as a part of the 
record. 

Mr. Lawson. In view of the above samples, and these instances 
are not rare, would you care to have your future and reputation hang 
on the slim threat of one classer’s opinion on any certain day 4 

You wonder how, with such diversity of opinion that cotton shippers 
can please their customers who may be separated from them by 
thousands of miles. This can only be done by the intimate knowledge 
based on years of experience of shipping cotton to the same cus- 
tomers. The customer recognizes that no two bales of cotton are 
exactly alike and they can only receive from the shipper the closest 
erade and staple that is possible to be classed. 

Gentlemen, you can see from the differences of opinion in regard 
to length of staple, and other quality variations, that no private or 
Government agency can possibly place a correct valuation on the 
cotton crop of the United States. The cotton industry in California, 
El Paso, and lately Arizona have made great strides in breeding cotton 
which has high tensile strength. Asa result mills were paying premi- 
ums of as high as $10 a bale over the Memphis territory for the above 
cotton, Under ceiling prices, they are all worth the same price. Thus 
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ceiling prices destroy generations of time and effort made by cotto: 
seed breeders of the south and west. They destroy the initiative and 
ambition of good farmers to raise better cotton. Why should farmers 
attempt to improve their strains of seed when there is no reward held 
out tothem? I will read you excerpts from a report from India, which 
country has attempted a price ceiling on their cotton during thx 
past year: 

A system which pays only one price, irrespective of quality, where severa 
varieties are grown, gives an official recognition to mixing of various seeds 
Which up to now has been regarded as a malpractice * * * such a systen 
leads to deterioration in the seed of the improved strains and thus frustrate. 
the Indian Central Cotton Committee's laborious work of decades in evolving 
improved strains and would, therefore, be enormously costly in subsequent years 
to the country as a whole. If the cost of the working of the control means 
sacrificing improved varieties, the satisfaction of having held prices at certail 
levels is very poor consolation. 

Raw cotton has now been under ceilings for 4 months, and I would 
like to review this period. On January 25, 1951, GCPR was issued. 
Its wording was so ambiguous that when the vice president of th 
New York Cotton Exchange contacted the Office of OPS the nex 
morning, Mr. DiSalle did not know if it applied to cotton. Afte: 
consultation with one of the OPS lawyers he found that cotton did 
come under the regulation. Instantly all dealing in raw cotton ceased, 
the futures exchanges closed, and business was stalemated. Our asso 
ciation immediately sent a committee to Washington in a futile at- 
tempt to show OPS why ceilings were unworkable and unenforceable. 
Several meetings were held with Mr. DiSalle or his officials. At no 
time did they find one person in OPS who had a working knowledge 
of cotton. At the same time representatives of cotton panipenrs, 
ginners, future brokers, warehousemen, and cotton spinne ee 1 fact, 
every branch of the cotton industry voiced opposition to the anne 
The USDA presented an excellent brief to Mr. DiSalle in an attempt 
to show why it would not work. 

Mr. Chairman, I would like to file this report from the Secretary 
of Agriculture. 

The Cuainman. Without objection, it will be made a part of t! 
record. 

(The report referred to follows:) 


{From United States Department of Agriculture Miscellaneous Publication No. 310—' 
Classification of Cotton—Prepared by the Bureau of Agricultural Economics] 


G. INACCURACIES IN GRADING COTTON 


57. Common errors in grading.—The usefulness of a system of classification 
of cotton, as of any other classification, is dependent primarily upon the un 
formity with which the system of standards can be applied. 

The establishment and distribution of fixed standards to which cClassers 
can refer for guidance has done much to promote uniformity of classing. Nevet 
theless, differences and inconsistencies in the results obtained from the Classifica 
tion of the same samples by different classers or by the same classer at different 
times are not unusual. Because cotton classing in its present state of develop 
ment depends upon human perceptions of sight and touch and involves the 
exercise of human judgment, the grade determinations of cotton classers at 
subject to the inexactness and vagaries of the human factor. 

DS. Sources of variations in grading.—Variations in Classing can be traced, in 
general, to three sources: 

(a) The sample. Its homogeneity, representativeness, and, in some cases 
its size and condition have to be considered 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 183] 


(6) The classer himself. His knowledge of standards and skill in apply- 
ing them, the stability or instability of his nervous system, and his indiffer- 
ence to or his susceptibility to influence by information as to a previous 
classification affect his decisions. 

(c) The condition under which the classing is done; that is, light, atmos- 
pheric humidity, etc. 

59. Types of variation—causes and remedies.—Some of the cotton sources or 
variation in grading, along with causes of the variation and a few suggestions 
as to how variations may be remedied are listed in table 4. 


TABLE 4.—Variation in grading, some causes and remedies 


Type of variation Cause | Remedy 


Consistent bias tendency |. Constitutional tendency Recognition of specific tendency 
of classer to be hard or ». Previous experience or train- along with complete knowledge 
AS) ing not in line with stand- of and frequent reference to the 
ards standards 
) Occasional bias 1. Suggestion Frequent reference to the stand 
Prejudice ards Classing the samples 
Physiological or psychol- without knowledge of source 
logical condition of classer or of classifi 
Temporary misconception of assigned 
standards 
2. Irregularity, erratic classification Unfamiliarity with stand- | Complete knowledge of ar 


ards. quent use of grade standards 
Physical or nervous condition 
of the classer 
‘ Lack of care 
3. Disregard of 1 or more of the Incomplete. knowledge. of | Frequent study of grade stand- 
major steps of graduation. grdde scale 


rds an 


i frequent reference to 

ind study of classing results 
4. Tendency to group the samples | 1. Classing too rapidly and ‘arefu xalr 
toward Middling or the aver- assuming a lack of variation 
age of the lot between samples in the lot 


iination of each 


for each of the grade 


COLOR 


%. Color attributes.—Color may be described in terms of three attributes 
hue, brilliance, and chroma. Hue may be most simply defined as the name of 
a color, as, for example, yellow, red, blue; brilliance as the lightness or darkness 
of a color; and chroma as the intensity, strength, or degree of color. In its appli- 
cation to the color of cotton the term “chroma” refers to the degree of yellowness. 
The darker gray cottons possess little chroma, the yellow stained a great deal 
more. Differences in brilliance and chroma are the only important color differ- 
ences in cotton Classification since hue varies little in upland cotton. 

10. Color terms have meanings peculiar to cotton trade.—The terms “yellow” 
and “blue,” which normally indicate two very different hues, are often used in 
the cotton trade to imply a difference in chroma rather than in hue. The cotton 
man calls “blue” those cottons which the layman would call dark gray. This is 
done in an attempt to differentiate such cottons from the more yellow stained 
‘ottons which contain so much more chroma. Blue has a technical meaning 
peculiar to the cotton trade, and does not indicate a true hue difference as the 
layman sees it. Any cotton officielly described as blue stained is not deliverable 
on futures contracts, but the present standards for grade do not include any 
zrades for blue stained. White also has a meaning peculiar to the cotton trade, 
for it covers a wide range of colors from the creamy yellow of the higher grades 
to the dull gray and yellowish bales of the low grades. 


SERVICE AND REGULATORY ANNOUNCEMENTS NO. 153 REVISED—REGULATIONS OF THE 
SECRETARY OF AGRICULTURE UNDER THE UNITED STATES COTTON STANDARDS ACT 


(SRA-PMA 155) 


Sec. 28.18. ONE REQUEST ONLY FOR CLASSIFICATION.—Not more than one request 
for the informal classification of the same cotton shall be filed unless each subse- 
quent request shall be accompanied by redrawn samples, and the chairman of 
the board may require that any Form A memoranda previously issued with 
respect to samples purporting to represent the same cotton shall be returned 
before such redrawn samples are classed. 
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Sec. 28.64. CHANGE OF CLASSIFICATION, ONLY FOR ERROR.—The classification of 
any bale shown by the original cotton class certificate shall be changed only 
when it shall appear that such classification was clearly erroneous. 


GRAY COTTON 


No. 3 Gray (or Good Middling Gray)—No. 3 Gray or Good Middling Gray 
shall be American upland cotton which in leaf and preparation is No. 3 or Good 
Middling, but which is more gray in color than No. 3 or Good Middling and no 
darker in color than the dullest bale in No. 6 of Strict Low Middling. 

Vo. 4 Gray (or Strict Middling Gray y>—No. 4 Gray or Strict Middling Gra) 
shall be American upland cotton which in leaf and preparation is No, 4 or Strict 
Middling, but which is more gray in color than No. 4 or Strict Middling and no 
darker in color than the dullest bale in No. 7 or Low Middling. 

No. 5 Gray (or Middling Gray) —No. 5 Gray or Middling Gray shall be Amer 
ican upland cotton which in leaf and preparation is No. 5 or Middling, but which 
is more gray in color than No. 5 or Middling and no darker in color than the 
dullest bale in No. 8 or Strict Good Ordinary. 

Mr. Lawson. Subsequent events have proven that prices would not 
have risen, as Mr. DiSalle feared. In spite of this, after 6 weeks of 
inactivity, on March 3, CPR No. 8 was issued expressly applicable to 
American upland cotton but the cotton futures markets were still 
unable to open. At this time, adding further confusion to an already 
disordered situation, Mr. DiSalle stated that this order cut across all 
old contracts. Mills who needed cotton, which they had previously 
bought, could not get it, and shippers, invalidated, who had previously 
sold cotton could not legally deliver it. Contracts previously entered 
into were invalidated. 

Qn March 6, a supplemental regulation was issued fixing the futures 
ceiling price at 45.39 cents per pound, and the futures exchanges 
opened. 

The CuarrMan. What is that cotton selling for / 

Mr. Lawson. 38.01, I think, was the closing price, Senator, 

The Cuarrman. Of course, I can understand, being from a farm, 
I knew it wouldn’t work. I only hope it might be so that the crop 
will be of sufficient size that you can have a free economy in cotton. 

Mr. Lawson. Why can’t we take it out from under the ceilings? 
Why can *t we t: hatheodlinaal cotton ? 

The Cuamman. You ask me, very frankly, I was always opposed 
to ceilings on cotton. I opposed it during the last war, because I 
didn’t think it would work. In the last war, as you know, Commodity 
Credit had a surplus of cotton, and this time they haven't, but that 
doesn’t make any difference; it just won’t work. 

Sen: itor Carenart. We could amend the law and take it out. 

The CHuarrMan. We can amend the law; that is right. We can 
amend the law right now. : 

Senator Benron. What wasthe price a year ago? 

Mr. Lawson. I think it was 33 or 32 cents. 

The CrarrmMan. The question is when you apply the law to one 
commodit y—— 

Senator Benton. It has gone up about 18 percent. 

The Cuarrman. I know what you are talking about, T have spent 
my life in it, but when you start to amend that law to affect one 
thing, there is always somebody puts another amendment on that that 
affects another thing. I am just thinking out loud as to the best way 
we can work this out. 
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I know you have a problem, but yours isn’t the only problem. What 
Senator Bricker said about beef, that is a problem there. I am just 
talking as an understanding, sympathetic member of the fraternity, 
so to speak. 

Mr. Lawson. Yes; Il appreciate that. 

We want to stand on our own feet on this. We are against price 
ceilings, altogether. 

Senator Benton. Did the OPA, during the war, try to fix the price 
on each different grade of cotton ? 

Mr. Lawson. They did not fix a price at all on cotton. 

The CHairmMan. During the last war they had no price fixing on 
cotton. They fixed it at the manufacturer’s level. Of course the 
cotton people are worried a little about the cotton manufacturers’ 
orders, and so forth. They are going to be here tomorrow morning. 
That will just show you what we are up against on this committee. 

Mr. Lawson. I think the cotton manufacturers would like to have 
you tell them where they can get some orders where they can sell 
some goods. 

The Cuatrman. When these contracts are let by the Army in 
October, November, and December, there will be plenty of cotton goods 
purchi sed, millions of yards, so they tell us. 

General Marshall is going to be here tomorrow afternoon, and i 
will be very interesting to everybody to know exactly what they are 
going todo. They have $100 billion to spend, or they will have. 

Senator Capenartr. They do not have it yet. They have it all 
except about $60,000,000,000. 

The Cuairman. They probably will. 

Senator Carenarr. Congress has not passed it yet. They ought to 
cut it by at least $10 billion. 

The CuairmMan. Go ahead, Mr. Lawson. 

Mr. Lawson. Conditions were such that business was practically 
confined to liquidation. I will say that was in the summer months. 
The sanctity of the exchanges contracts weré impaired and the specu- 
lators eliminated. Now this may seem fine to remove the speculator 
but the time may come, and not too far distant, when the farmer may 
be crying for him to help stem the falling price of cotton. 

By this time a deluge of telegrams and letters, from all parts of 
the industry descended on the people’s representatives in Washington. 
Opposition was so strong that the watchdog committee of the House 
and Senate called upon Mr. DiSalle to testify before it to show why 
he had placed a ceiling on cotton against the best advice of all segments 
of the industry and the Secret: ry of Agriculture. So far the industry 
has seen no results from this hearing. Mr. DiSalle has said that the 
whole price control program would fail if raw cotton was exempted. 
If this is the case, why did he state definitely on the day the regulation 
was issued, that cotton would be exempt ¢ 

Senator Bricker. When did he say that ? 

Mr. Lawson. In the press conference, the night he issued it. 

Senator Bricker. And then the next day he told the exchange people 
he did not know whether cotton was in the order or not. 

Mr. Lawson. That is right. 

Senator Bricker. And then his lawyers told him it was ? 

Mr. Lawson. That is right. 
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The Cuarrman. I do not think he knew what he was talking about 

Mr. Lawson. Do not ask me to comment, Senator. 

The Cuarrman. That is neither here nor there, but I do believe the 
Joint Committee on Defense Production hearing did do something— 
though I was disappointed in what was done—did clear up some con 
tracts. It took a month or more to do it. I had to phone every 
morning. 

Mr. Lawson. Three months. 

The CHarmman. Anyhow, I didsthe best IT could. I think you wil! 
admit that. 

Mr. Lawson. I would like to read this again. This may seem fine 
to remove the speculator, but the time may come and not too far dis 
tant when the farmer may be crying for him to help stem the falling 
price of cotton. 

As you can already see, OPS hopelessly and wastefully retards the 
function of our marketing system by the slowness with which it issues 
clarifying orders and amendments. As an example, the time it took 
them to validate old contracts was nearly 3 months. With storage, 
insurance, and interest amounting to $1 per bale per month the loss 
to cotton shippers holding cotton they could not legally deliver was 
between $1 and $2 million. 

It is recognized that cotton is playing a major role in the ECA 
program because cotton goods manufacture is one of the largest in- 
dustries in practically every one of those countries including Germany 
and Japan. Had our exporters been saddled earlier with the present 
CPR, I am confident that the tremendous amounts of cotton could not 
have been moved as cheaply and efficiently as it was. Under the 
discriminatory order almost every Gulf, Atlantic, and Pacific port 
has a different ceiling although until recently the same ocean freight 
rates to Europe applied from all of them. 

These ceilings are dependent upon the freight rate to the port from 
the buying point in the interior. By way of illustr: ge Middling 
fifteen-sixteenths-inch cotton originating at Bakersfield, Calif., has a 
ceiling of 45.83 cents per pound at the port of San Pedro, Calif. This 
same cotton at Houston, Tex., has an export ceiling of 47.19 cents per 
pound, a difference of $6.80. Other ceilings are almost equally out 
of line. The exporter must know the interior town from which his 
cotton will originate before he knows what his export ceiling will be. 
This is contrary to all previous export procedure and makes it impossi- 
ble to sell cotton in advance. The ceilings are so confusing that the 
exporter must choose between stopping business or continuing to 
apply his customary differentials. 

Senator Bricker. Is that differential because of the geographical 
location or the difference in quality between the various areas ? 

Mr. Lawson. No, Senator Bricker; it is differentials that we have 
never had clarified with the OPS. Senator Maybank will recall that 
OPS does not take into account any tare on the export ceilings. They 
do not give allowance for tare. 

The CuarrmMan. Of course, that is perfectly silly; on export cotton, 
as you know, it will vary up to 6 percent. It will vary 10, 20, or 30 
pounds, and they sell it for 45 cents. Of course, I have not been able 
to keep up with what OPS has done. Do not misunderstand me if 
some of the things you say I am not acquainted with; but I knew it 
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would not work. Do you mean that they do not consider the tare on 
cotton at all? 

Mr. Lawson. Yes, sir. 

The Cuairman. That is perfectly silly. In other words, you could 
put 50 pounds of old bags in there and sell them for 4514 cents if you 
made arrangements with a fellow in Europe to do it. If he wanted 
to pay you 60 cents for cotton to get around the ceiling, you could 
pile enough old bags on there to m: ake it we igh enough to get 60 cents. 
Iam speaking of an exaggerated case. 

Mr. Lawson. They do not take that into consideration ; they give 
you not a net we ight but a gross weight on a bale of cotton. 

The CuarrmMan. What gross weight do they give you? 

Mr. Lawson. Whatever the bale weighs. They will not allow you 
the bagging that you take off the bale to be added to the price. Always 
when you export, you know as well as I do, you figure your tare and 
add that to your price, because you are selling net weight for export. 
And gross weight otherwise. 

The Carman. Then I was wrong in what I said. In other words, 
they do not give you any credit at all? 

Mr. Lawson. That is right. It is practically impossible to figure 
export prices. 

The Cuairman. How do they figure what the net will be? How 
could it be hgured. 

Mr. Lawson. They do not figure net weight. 

The Cuamman. You could not figure the net weight unless you 
had tare ¢ 

Mr. Lawson. That is right. 

The CuairMan. So there is no net-weight figure on cotton by the 
OPS? 

Mr. Lawson. For export, that is right. 

The CuarrMan. Go ahead, sir. 

Mr. Lawson. Now let us look ahead and try to visualize the cottor 
industry under continued ceilings. First of all, the merchant must 

take into account the many additional hazards this would inject into 
his business. What are these contingencies that may arise? Of 
uppermost importance is the possibility of a roll-back in price which 
could easily be disastrous to him. 

The Cuamman. Now, that is one thing I think this committee is 
going to look at twice before w riting any new bill, this rolling back 
business. 

Mr. Lawson. I know that Mr. DiSalle has stated that he did not 
contemplate any roll-back. 

The Cuamman. When they passed this law it contained authority 
to freeze prices to stop inflation, not allow inflation and then roll 
the prices back. My friend from the Midwest knows about beef, but 
it appears to me it was rather silly to put a roll-back price on beef in 
the month of May, and tell the farmer they are going to roll back 
each month until they get back to some level the ‘v had before they froze 
it, after inflation has alre: ady hit everybody. 

Mr. Lawson. I know that Mr. DiSalle stated that he did not con- 
template any roll-back, but who knows what events may change his 
mind ? , 

The Cuamman. The law will fix that. 
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Mr. Lawson. After all, he also contended cotton was exempt from 
ceilings. Would a successor to Mr. DiSalle feel bound by his prom- 
ises? Another hazard is that the future exchanges may not be able 
to operate. Their present volume is not sufficient to the brokers to 
maintain a working organization nor for the exchange to pay its 
operating costs. Without hedging facilities, banks instead of lend 
ing 80 percent and 90 percent of cotton value to buyers might only) 
lend 50 percent. This could force prices to the Government loan at 
great losses to producers who have been patriotic enough to follow 
the Government request for full production. With these “hazards and 
many others incident to price ceilings in mind, the cotton shipper will 
necessarily need to increase his per bale service charge. The chances 
are that this additional charge will be deducted from the price paid 
the producer and not added to the mill price. Eventually the cotton- 
marketing system may be destroyed and the only major outlet for the 
producers’ cotton would be the Government loan regardless of a crop 
of 10 or 17 million bales. 

Cotton mills would be unable to sell goods for future delivery as 
shippers would be unwilling to sell it, thereby seriously injuring the 
defense effort. 

Gentlemen, it is my firm belief, shared by all members of the cotton 
trade, that no one man or group of men can devise a working plan, 
with price ceilings, to regiment the cotton industry. I do not believe 
Mr. Will Clayton nor Mr. McFadden could do it—and neither do 
they. But the price of cotton can be stabilized without ceilings and 
discriminatory regulations. Before a cotton shipper can export a 
single bale of cotton he must apply and receive a license from the 
Department of Commerce. This Department closely cooperating with 
the USDA has maintained an adequate supply in this country and 
was very effective this year in retarding the rising price, so effective 
that the domestic price was held at 30 cents per pound, or $150, under 
prices in the rest of the world without price ceilings. The psycho- 
logical effect of price ceilings worked adversely, advertising scarcity 
and causing prices to rise the limit. 

The Bureau of Labor Statistics Consumers Price Index shows the 
cost of raw cotton as percent of retail price as follows: 


Percent 


Percent 
Men's shirts fk S| Women’s street dresses_____ 3 
Men’s pajamas ‘ ; 14} Towels_ ‘ a 
Men's shorts oe anes 8 | Sheets es sarah beads 25 
Men's undershirts__ ons : 14 | ——— 
Women’s house dresses__ ; 6) Average bas a .°. a 


The same testimony brought out that a man’s teint advanced in 
price an estimated $1.16 between 1946 and 1950 while the raw cotton 
used in it advanced 10 cents. Put another way, Mr. DiSalle expressed 
the fear that cotton might advance to 55 cents per pound without 
ceilings. Had it done so, the cost for a workineman’s shirt would 
have been 5 cents additional—the price of one Coca-cola. 

I shall not ¢o into the problem of enforcement very deeply. With 
hundreds of thousands of farmers, thousands of gins and cotton buy 
ers. and hundreds of mills, it would take an army corns of men to 
police it—and they would have insufficient knowledee of the subject. 


Under the present regulation, violators are rewarded and the con- 
scientious are eliminated. 
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We think any attempt to apply price ceilings to raw cotton would 
be definitely harmful: 

(1) It destroys the operations of a hedged commodity merchandis- 
ing system, increases risks and forces wider merchandising margins. 
It has already imposed heavy, unexpected and undeserved losses on 
conservative shippers. 

(2) It demoralizes a whole trade, placing a premium on evasion. 

(3) It destroys and prevents full utilization of particular quali- 
ties and values not recognized by an official classification system, with 

resultant loss to produc ers. 

(4) In an annual crop, such as cotton, it will discourage produc- 
tion which increases basic inflationary forces. 

In view of the many attacks on cotton producers for their opposi- 
tion to price ceilings we wish to point out that no other interest has 
made comparative ‘sacrifice to economic stabilization. The industry 
accepted licensing controls on the exportation of cotton which resulte d 
in prices to them of $150 per bale less than world prices paid for the 
same cotton. Without this control the price level here would cer- 
tainly have been $50 per bale higher. Based on the season’s carry- 
over and the production this amounts to $750,000,000 contribution 
by producers. 

This association was established to promote ethical trading and 
respect for contracts, and maintains trade rules and arbitration boards 
both here and abroad for those purposes. Without this it would 
be impossible to market the American cotton crop. No greater blow 
has been dealt the efforts of many years than this ceiling order on raw 
cotton. 

In the last few months it has been very forcibly brought to our 
attention that many of our citizens do not have any respect for the 
laws of our country. This lack of respect is gnawing at the very 
vitals of our moral foundation and that at a time 
the greatest need of our Nation and the world. 

No possible goal that could be attained or even hoped for, price- 
wise, could possibly offset the moral turpitude that develops from 
the imposition of a law that cannot be enforced to any extent, and 
— those would would try to abide by its regulations. 

Gentlemen, a law that is not enforceable should never be imposed. 

The Cuatrman. Thank you, Mr. Lawson. 

Are there any questions, gentlemen / 

We appreciate your testimony, and I assure you I understand what 
you are talking about. 

Mr. Lawson. Thank you. 

(The material submitted by Mr. Lawson follows :) 


when morality is 


CorTron CEILINGS Won’rt WorK 


The placing of a ceiling price on raw cotton by the Office of Price 
Stabilization is believed to be both uneconomic and unworkable. During 
the period between January 26 and March 6 a committee representing all 
phases of the cotton trade as well as other commodity interests worked 
tirelessly with the Department of Agriculture to furnish the OPS such 
facts and information as would support this stand and forestall such a 
ceiling. In the course of these weeks, Secretary of Agriculture Charles 

srannan was in the vanguard of the opposition and untiring in his efforts 
to represent a viewpoint that was fair to both producer and consumer. 


Among the many expert statements presented, one, prepared and pre- 
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sented by Secretary Brannan and his staff, stood out as a sound and 
comprehensive understanding of the situation. The New Orleans Cotton 
Exchange feels that this heretofore unpublished paper would be of inter- 
est to and welcomed by all sections of the cotton trade. 

E, F’. CREEK MORE, 
President, New Orleans Cotton Exchange. 





PROBLEMS IN THE ADMINISTRATION OF A REGI LATION IMPOSING PRICES ON 
RAW COTTON 


The imposition of price controls covering all sales of raw cotton, at any or 
all levels in the marketing system, would give rise to innumerable and compli- 
cated problems of administration. These administrative difficulties are due it 
the main to the unique merchandising methods, and variations in such methods 
which are necessary to meet the specific needs of various elements of the cotton 
industry. 

There are over 400 recognized official qualities of raw cotton in an average 
crop; each of such recognized qualities represents a different combination ot 
grade and staple length. In order to have an effective control program the regu 
lations must be drafted in such manner as to furnish each buyer and seller with 
a workable knowledge of the ceiling price applicable to each different quality that 
may be bought or sold. Lacking this knowledge he must run the risk of program 
violation, and each such violation would add to the problems of general adminis 
tration and enforcement. When we consider that the thousands of individuals 
or firms, exclusive of producers, who buy or sell cotton apply varying methods and 
standards in marketing and evaluating cotton we become more conscious of the 
immensity and complexity of the undertaking. The problems encountered in 
such a program are readily apparent in the following description of the genera! 
cotton-marketing practices, 

Cotton moves from the producers’ fields through gins where it is generally 
sampled for classification and sale, and thence to warehouses. In moving through 
the gin two practices are followed, depending upon whether the patrons of the 
gin have qualified for the classing and market news services under the Smith 
Doxey Act. 

1. If the patrons of the gin have qualified to receive services under the 
Smith-Doxey Act, a sample is drawn and forwarded to the Department ot 
Agriculture for classification. Sometimes a second sample is obtained by the 
producer for use in selling his cotton, Some cotton is sold before the pro 
ducer receives notice of the official classification. Upon receipt of the 
classification, if the producer has not sold his cotton, he has the opportunity 
for sale based upon the Government Class, or otherwise, or of placing his 
cotton under Government loan. There is no provision or requirement undet 
this act that the official classification be attached to the individual bale 
Such classification is furnished to producers for their use, at their option, as 
an additional service in the marketing of their cotton on the basis of quality 

In connection with the 1950 marketing season this classing service was 
provided for approximately 50 percent of the crop, but since bales are not 
identified thereon as to their official class, and because the great bulk of 
cotton is now out of producers’ hands, it would not be possible at this stage 
to apply the results of this classing service in connection with further 
marketing of the 1950 production. 

2. If the gin does not draw samples for Smith-Doxey Classification servic 
one sample may be drawn for the use of the producer in offering his cotton 
for sale. If he is unable to make a satisfactory sale he may request officia 
classification for a fee, as a basis for sale, or for use in placing his cotton 
under loan. 

METHODS OF SALE 
General statement 


American upland raw cotton passes through many diverse marketing chan- 
nels on its way from producers to mills. In mill areas, and in some localities, a 
producer may sell directly to manufacturers with a few or none of the ordinary 
marketing services performed. This is not the general rule however, and is i 
contrast to the other extreme in which a producer is far removed from mill 01 
consuming centers and thus his cotton usually passes through a number of mar 
keting stages before it eventually reaches the manufacturer. 


a 04OY Ary pe eee ee amerm s,240e Tar MTrarcwrrarrc rm waned? 
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Typical marketing pattern 
A typical pattern in the marketing system would involve stages about as 
follows: 
1. From producer to local buyer. 
2 From local buyer to other local buyers, to local merchants, or to a Ccom- 
mercial firm, a factor, or broker. 
3. From purchaser in (2) toa central market cotton merchant. 
4. From central market cotton merchant, through a mill broker, to a 
domestic spinner. If the cotton is for export the central market cotton 
inerchant may sell to a foreign importer. 


baeamples of marketing practices followed by the trade 


1. A part of the cotton crop 15 purchased from producers on a “hog-round” 
basis, that is, all the bales purchased at a given time are taken at the same price 
without regard to the quality of the individual bales. A larger part of the crop 
is purchased from producers on a “round lot” basis in which the purchase includes 
« number of bales of different qualities; for example, a lot may consist of 10 
bales, each of which may be of a different quality. Under such conditions the 
prospective buyer evaluates for himself the average value of all cotton in the lot, 
and on the basis of his estimate makes an offer for the entire lot. Such buyer 
later might assign his own Classification to each bale, or to the lot in general, and 
resell this lot separately or after assembling with other lots which he has pur- 
chased. Usually at this marketing stage puyers are local men; they may be cot- 
ton merchants, ginners, commission men, representatives of cotton merchants or 
others having#some knowledge of cotton quality, and frequently but not always, 
they are buying or handling the cotton on a commission or fee basis. They may, 
however, be buying for themselves, and may sell their holdings daily or as fast 
as they are able to assemble suitable lots and find buyers. 

The buyer is sometimes referred to as a merchant and he may resell on the 
basis of classing the cotton into “even running lots.” The classification which he 
assigns to the cotton is frequently based upon his opinion or knowledge of specific 
requirements of a particular purchaser he may have in mind. For example, he 
may be a buyer, on consignment or otherwise, for a particular mill or merchant, 
and thus his classification would be based upon his experience and knowledge of 
the quality characteristics desired by the prospective user. This practice results 
in “shipping full” and “shipping shy” which may best be described by an example : 
Two separate lots of cotton may be identical in quality (grade and staple) as 
classed according to official standards; however, the merchant may describe 
one such lot as “middling 1 inch” for an exacting purchaser, and the other lot 
as “middling 1444". His assignment of these varying descriptions normally 
is based upon his knowledge of the amount of latitude different purchasers permit 
in the cotton accepted by them. Actually, both such lots of cotton would be 
classed as “middling 1432” according to official standards. However, the prices 
paid by each of these purchasers largely would reflect the value in terms of actual 
quality. 

» Considerable cotton is merchandised on the basis of “marks,” for example, 
“Nero.” This trade name represents a specific quality which is matched against 
an actual sample representing all quality factors involved. A mill often submits 
a sample of its type “Nero” to prospective sellers. Also, merchants frequently 
use “marks” or types in merchandising cotton which does not match specific 
standards. Sales under this type of marketing are consummated on the basis 
of cotton equal to the type “Nero” in every respect. Trading on the basis of 
“marks” or types has developed over a period of time asa trade practice necessary 
to meet specific requirements. In other words, some mills require maximum 
uniformity of cotton and combinations of quality factors which cannot be de- 
scribed adequately in terms of official standards. 

In case of dispute in transactions involving “Nero” the matter may be arbi- 
trated—not according to official standards but according to type “Nero”—and 
settlement made on this basis. 

* Ina number of cases, even running lots assembled on the basis of the sellers’ 
appraisal of value may be sold by one merchant to another merchant or shipper 
who will then reassemble the lot according to different standards of value, based 
upon a sale he has in mind to a particular consumer. It rarely happens that a 
merchant is able to deliver to his mill customer or others a given lot of cotton 
which he has purchased without reassembling or reclassifying it according 
to other quality factors. 
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4. It is the custom of many mills and other consuming establishments to buy 
cotton which is “guaranteed through”; this means that all of the cotton is guar 
anteed to meet minimum standards such as grade, staple, character, weight, 
breaking or tensile strength, fineness of fiber, or other revevant quality factors, 
all of Which taken together, represent the quality of cotton required for manu 
facturing their specific products. In these circumstances it is the usual custom 
of such mills to execute contracts with merchants having an intimate knowledge 
of the type and quality of cotton which will meet the specifications required 
Under arrangements of this kind, in the event every bale does not meet specifica 
tions the matter can be handled by the arbitration board established by the trade. 
or as otherwise agreed to. 

5. Approximately SO percent of cotton of the cotton involved in transactions 
between merchants and mills is described in terms of the official standards for 
grade and staple length. However, this does not mean, for the reasons discussed 
in the foregoing, that all the cotton would meet the description used if classed 
by Government classers strictly in accordance with the official standards. 

6. In marketing the cotton crop, merchants resort to the use of split-grade de 
scriptions such as Strict Low leaf, Middling color, Middling bright, Middling 
plus, Light Spotted, Light Gray, and not infrequently the designation Dull. It 
is a little difficult to understand how ceilings would function under this system 
of grading since price quotations for determining values of these split descrip- 
tions are not available. 

Also, official standards provide for a spread of values with the range of each 
grade box. Any designated lot of cotton, therefore, could be full on the box, e jual 
the box, or shy the box. Each would command a differential in pffee for which 
quotations are not available. 

7. Official standards may be viewed as representing fairly broad range of 
grade and it is not unusual for differences between some contiguous grades based 
on official standards to approximate several cents per pound. Trade groups 
normally make a more minute differentiation by recognizing a number of inter 
mediate quality gradations each of which is separately valued. This practice 
of the trade provides a desirable element of elasticity to the market: prices 
for these intermediate qualities naturally tend to reflect their relative value 
based upon supply and demand; price differentials are not frozen on the basis 
of a fairly broad range of grades and staples as would be the case under the OPS 
proposal. Thus growers are encouraged to improve cultural practices in order 
to produce a better quality crop; and mills can operate more efficiently by ex- 
panding their use of intermediate qualities which are temporarily abundant and 
contracting in the use of those which are not so plentiful. 

It becomes increasingly apparent therefore, on the basis of the foregoing de 
scription that, by and large, marketing practices followed by the trade have been 
developed over a period of many years, and in recognition of the many problems 
that mills and others have been required to solve in the development of their 
business enterprises. There is considerable evidence to indicate that the 
various segments of the cotton merchandising trade perform useful and essen- 
tial functions in the marketing system. To institute a control program pro- 
viding for ceiling prices on raw cotton, to operate in such manner as would 
seriously jeopardize or completely eliminate the functions of any such segment 
is bound to result in chaotic conditions and with a loss of efficiency involving 
increased costs. 


OTHER DOMINANT FACTORS IN THE MARKETING SYSTEM 


There are other dominant factors in the marketing system which militate 
against the successful operation of a price ceiling regulation based upon varying 
combinations of grade and staple. 

Cotton is not a fungible commodity such as wheat, consequently its market- 
ing system is peculiarly different from that for fungible commodities. Cotton 
trading is done on the basis of individual bales and each bale has characteristics 
and quality factors which generally set it apart from other bales. 

Under the proposed regulations prepared by OPS a ceiling price is established 
for all cotton of a specific grade and staple. Actually there are significant dif- 
ferences in the value of different lots of cotton consisting of identical combina- 
tions of grade and staple. These differences are due to character, tensile strength, 
uniformity, variety, degree of moisture, maturity, fiber diameter, nep content, 
and similar characteristics all of which to some degree affect the manufacturing 
utility and value of cotton. These are factors which may be determined to a 
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limited extent only through visual or manual examinations; laboratory tests 
have been developed for appraising many of them. Such factors are not sepa- 
rately appraised in classification under the official standards, and none of them 
appear to be specifically considered in the OPS proposal. Some of these factors 
are briefly outlined below: 

(a) Character.—Character is a term used to cover some of the quality factors 
of raw cotton that are not included or described by classifications under the 
official standards. The character of cotton may vary substantially for the same 
grade and staple length, because of differences in the fertility of the soil, varia- 
tions in the cultural practices followed by growers, location, or area where 
grown, frequency and timing of rainfall, harvesting methods and relative effi- 
ciency of ginning. 

For instance Middling 11/16-inch cotton produced in the eastern part of the 
Belt probably will sell in some cases for a few dollars less per bale than the same 
grade and staple description of cotton grown in the Mississippi Valley area. 
There are some points in Arkansas and Mississippi where cotton of identical 
grade and staple description will bring more per bale than it will at other nearby 
points. Cotton produced in the eastern section and the Mississippi Delta area 
will bring 1 or 2 cents more per pound than an identical quality in some sections 
of the far West. Gray cotton in the South and Southwest is somewhat different 
from gray cotton in the irrigated districts, some times bringing as much as $10 
to $15 more per bale in the irrigated district due to character and other quality 
differences. 

It is generally agreed that the cotton crop for 1 year may have a different char- 
acter, over-all, from that produced in another year. For example, in selling 
cotton pooled from the 1948 crop, merchants found that mills were willing to pay 
a substantial premium, in some cases as much as one-half to 1 cent per pound 
above prevailing prices for the same grade and staple of the 1950 crop. This is 
attributed to character differences between the two crops. 

(b) Fiber tensile strength.—This is a factor which is becoming more important 
and is being given consideration by the trade in their buying and selling opera- 
tions. There is a wide variation in the tensile strength, or breaking strength, of 
cotton and this factor is particularly important to mills who have certain stand- 
ards to maintain in their finished cotton products. A number of mills have in- 
stalled testing equipment which is used to measure the tensile strength of cotton 
which they purchase; other mills have agreements with merchants or dealers 
which provide for delivery of raw cotton based upon standard tests of tensile 
strength. Following is a table showing the tensile strength of some varieties by 
areas for the years 1948 through 1950. 


[1,000 pounds per square inch] 


Tensile strength for cotton crop of 


Variety and State of growth 


1948 1949 1950 
Coker 100 W (South Carolina) 76.3 70.9 73.3 
DPL 15 (Mississippi) 82. 5 76.7 74.1 
Stoneville 2B (.\lississippi) 82. 6 76.8 7€.3 
Rowden (Texas) 89.0 82.7 79. 1 
Acala 15'7 (New Mexico) | 9}. 1 R5. 2 84.3 
Acala (California) | 77.9 83.4 86. 4 


(c) Uniformity.—This factor relates to fiber length and is very important. 
There are, however, significant differences in the length distribution of fibers in 
different samples classified as of the same staple length. Since cotton is classed 
as to staple length on the basis of the typical portion of the fibers in a sample 
as selected by the classer, it naturally follows that a given lot of cotton which 
contains a high proportion of fibers equal to or longer than the typical portion as 
selected by the classer would be more valuable than a lot containing a lower 
proportion of such fibers. 

(d) Variety.—Some differences in value may be attributed to varietal differ- 
ences. There are many varieties of cotton among which are: Stoneville, Delta 
and Pineland, Delfoss, Coker, Eastern Star, Empire, Mebane, Rowden, and the 
various Acalas. The same grade and staple lengths could be obtained from most 
of these varieties, yet some are considered of greater value than others because 
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of the specific quality characteristics that have been bred into each specific 
variety. 

(e) Percentage of moisture.—This factor, while not as important as some 
others, should be considered. The value of cotton varies somewhat depending 
upon its moisture content due to differences in humidity and exposure to rainfall, 
Too much moisture, as well as too little, may affect slightly the over-all value 
of cotton. 

(f) Preparation and Wastiness.—The degree of wastiness in raw cotton de 
pends largely upon the degree of maturity and upon the ginning preparation of 
the cotton. This factor is important both in determining the amount of waste 
removed in the manufacturing processing and in the quality of the goods pro- 
duced by the mill, since all: neps cannot be removed in the carding or combing 
process. Mechanical picking, faulty cleaning and ginning, are all factors which 
make a portion of each crop more difficult to describe in terms of official standards 

Bale by bale information with respect to the above six quality factors for the 
1950-51 cotton crop is not available. These quality factors, not subject to a 
general appraisal, are evaluated through Government, mill, or commercial labora- 
tory tests designed for use in selecting cotton especially suited to meet specific 
individual mill requirements. 

The foregoing factors have not been specifically considered in establishing 
loan prices under the cotton loan program conducted by this Department. The 
loan program is not a merchandising medium but instead it is designed to place a 
floor under prices of average quality cotton described by grade and staple length, 
and sold in a free market. It is felt that these other factors which affect the 
value of cotton would be reflected in higher prices based upon the relative 
importance of such factors. 


SUMMARY 


In summary it may be said that it would be difficult indeed to obtain uniform 
and consistent interpretation for the more than 400 combinations of grade and 
staple length provided for in the official standards on the part of the thousands 
of individuals and firms engaged in normal trading operations. Even if this were 
possible there are other strong and overriding reasons which will make it 
almost impossible to effectively administer a control program providing for 
ceiling prices on raw cotton at all levels. 

In general, cotton is not bought or sold on the basis of specific and fully defined 
descriptions which could be clearly interpreted in a uniform manner by all indi- 
viduals or firms engaged in the business. Sales most usually are consummated 
on the basis of an agreement between the buyer and seller as to the value of the 
cotton, each for himself, basing his opinion on factors and judgment not always 
clearly or directly traceable to a uniform interpretation of official standards 
of grade and staple. A schedule of ceiling prices which fails to consider these 
factors could only result either in chaotic marketing conditions or wholesale 
and widespread violations. 


ANDERSON, CLAYTON & Co., INC., 
Acco FIBER AND SPINNING LABORATORY, 
Houston, Texr,, May 24, 1951. 
Mr. W. D. LAwWson, 
Care Mr. John White, Fulbright, Crooker, Freeman & White, 
838 Transportation Building, Washington, D. C. 
Dear Mr. LAwson: You should have received already four boxes of 12 samples 
each, which were prepared by Messrs. Attwell and Williams in the classing room 
of Anderson, Clayton & Co. here: Box 1, Middling 1%39’’ ; box 2, Strict Low Mid- 
dling 1%.’’; box 3, Strict Low Middling Spotted 1’’; and box 4, Strict Low 
Middling Spotted 1%.’’. The samples in each box were selected by Mr. Attwell 
and Mr. Williams as falling within the range of the respective universal grade 
standard and being equal to the respective universal staple standard; and they 
were submitted to the United States Board of Cotton Examiners, at Houston, 
who confirmed this classification through the enclosed Form A classification cer- 
tificates. Enclosed are eight sets of photographs of the boxes Nos. 1 to 4 inclu- 
sive. Enelosed herewith are tables also showing the areas of growth and the 
varieties of cotton, when available, and the fiber data listed by boxes and bale 
numbers in each of the four boxes. 
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The Colorimeter readings of the brightness and color factors were determined 
by the Nickerson-Hunter Cotton Colorimeter in the classing room of Anderson, 
Clayton & Co., at Houston. 

The four fiber factors (length, length uniformity, fineness, and strength) were 
determined in Anderson, Clayton & Co.'s fiber laboratory at Houston. 

The fiber data are being determined also at the PMA fiber laboratory at Texas 
A. & M. College, and these findings will be furnished within a few days. 

Spinning tests on certain of these bales (representing the extremes and the 
mean) are being made in the PMA spinning laboratory at Texas A. & M. College, 
and the data will be furnished by Saturday, May 26. 

You will observe from the data that the Colorimeter readings on the samples in 
box 1, classed as Middling 1%32’’, correspond with readings expected for Strict 
Low Middling Extra White to Strict Middling Extra White in the Standard boxes. 
The tiber lengths, as measured on the Fibrograph, range from 1.02 to 1.14 inches. 
The uniformity ratio varied from 68 to 81. The fineness, as measured on the 
Mieronaire, varied from 2.5 to 4.6. The fiber strengths, as obtained on the 
Pressley instrument, varied from 68,000 pounds to 96,000 pounds per square 
inch, 

It is understood that each mill will have its own methods of spinning and 
processing cotton, The results they obtain from a given cotton will vary, there- 
fore, to some extent. The quality of yarn, however, can be predicted fairly well 
from fiber-laboratory data. Spinning laboratories, by producing and testing 
yarns from the same bales tested in the fiber laboratories, will bear this out. 

The fiber properties indicate that bales 392696, 115688, 730774, 146105, 243236, 
and 146482 from box 1 should give very strong yarns. If spun at normal speeds, 
they should produce uniform yarns with high yarn-appearance grades. Cottons 
of this type could be used for many products and would spin well in any mill 
accustomed to spinning irrigated growths. Bales 224500, 241567, and 129233 
would probably produce medium to weak yarns suitable for some purposes, but not 
for others. Bale 357986 is made up of thin-walled fibers which should produce a 
relatively strong, but neppy, yarn that would tend to dye a different shade than 
those of the first group which have thick-walled fibers. Bales 243265 and 
129842 should produce medium to strong yarns wjith more than average neps. 

The samples represented in box 2, classed as Strict Low Middling 1yy’’, 
showed variations in Colorimeter readings ranging from Low Middling Extra 
White to Middling Extra White. The fiber lengths, as obtained by the Fibro- 
graph, ranged from 0.96 to 1.10 inches. The uniformity ratio varied from 72 to 80. 
The fiber fineness varied from 3.1 to 4.6. The fiber strengths, as obtained on the 
Pressley, varied from 65,000 pounds to 93,000 pounds per square inch. 

The fiber data indicate that in box 2 bales 135874, 634699, 762831, 762833, and 
244521 could be spun successfully into uniform yarns of high strength. Bales 
244475 and 148800 should spin readily into strong yarns with somewhat more 
neps than the previous group. Bales 248337 and 130122 probably could be spun 
into relatively coarse, smooth yarns of medium to low strengths. Bales 242766, 
239257, and 130164 should spin into rough, neppy yarns of medium to low 
strength and could be used for a limited number of products. 

The samples in box 3, classed as Strict Low Middling Spotted 1'’, showed 
variations in Colorimeter readings from Low Middling Spotted to Middling 
grade. The fiber lengths, as obtained on the Fibrograph, varied from 0.89 to 
1.04 inches. The uniformity ratio varied from 66 to 78. The fineness, as ob- 
tained on the Micronaire, varied from 2.7 to 3.4. The fiber strengths, as ob- 
tained on the Pressley, varied from 66,000 pounds to 82,000 pounds per square 
inch. 

All of these bales were below average in fiber fineness and would, therefore, 
tend to produce neppy yarns unless handled with unusual care. Bales 243477, 
148869, and 243426 probably could be spun into yarns of average strength or 
better. The others should produce medium to weak yarns, particularly bales 
145298 and 240528. 

The bales represented in box 4, classed as Strict Low Middling Spotted 3%’’, 
varied in Colorimeter readings from Strict Low Middling Tinged to Middling. 
The fiber lengths, as obtained on the Fibrograph, varied from 0.86 to 0.98 inches. 
The uniformity ratio varied from 64 to 78. The fineness, as obtained on the 
Micronaire, varied from 2.3 to 4.7. The fiber strengths, as obtained on the 
Pressley, were all medium to low and varied from 62,000 pounds to 77,000 pounds 
per square inch. 
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The cottons in this group are all limited to medium to coarse yarn numbers 
which would tend to be medium strength to weak. The fiber fineness of bale 
2705703 indicates that it could be spun into relatively smooth, uniform yarns, 
whereas bales 2255229, 2337500, and 2329986 would produce rough neppy yarns 
The others would no doubt produce medium to neppy yarns that would not 
dye the same as those from other bales. 

The products made from the cottons represented in this report would vary 
considerably when cotton is abundant, permitting a mill to pick and choos 
In general, soft knitting yarns can be spup from long fibers even though th« 
fiber strengths are medium to low. Strong yarns, however, can be spun fron 
relatively strong fibers only, and smooth, uniform yarns can best be spun from 
relatively coarse cottons or from cottons with thick fiber cell walls. Very 
fine yarn numbers require fine, relatively strong cottons. 

Although each mill will vary in its ability to spin a given yarn from th 
different types of cotton represented here, it is our experience that most mills 
desiring high quality cottons will select medium to strong fiber and, except in 
the extra-long staples, will prefer medium to coarse fibers. This tends to put a 
premium on such factors. The data presented here show that these important 
fiber properties vary widely within a given grade and staple of cotton as bought 
and sold in the ordinary channels of trade. Therefore, the Universal Standard 
description alone does not set the value of a particular bale nor of a so-called 
“even running lot.” 

Sincerely yours, 
Acco Finer & SPINNING LABORATORY, 
EArt E. Berkey, Director. 


DEFINITIONS OF TERMS USED IN THIS REPORT 


Variety or growth: Indicates the area, or gin point, and the variety of cotton 
when possible. For example, California Acala 4-42 means the variety Acala 4—42, 
grown in California. 

Colorimeter readings : Were made on the Nickerson-Hunter cotton colorimeter 

Brightness: Indicates the reflection of light by the sample. This is determined 
by the sheen of the cotton, the amount of dirt and trash present, the preparation 
of the sample, and to some extent, the color. 

Composite color: The color readings indicate the general over-all color of the 
sample from blue at low readings, to yellow in the intermediate readings, and 
red for the high readings. 

Fiber data: Are the measurements of the physical properties of the cottons 
measured in the fiber laboratory. 

Length (upper holf mean—-fibrograph): Represents the average length, in 
inches, of the longest half, by weight, of the fibers in the sample. 

Uniformity ratio: The ration of the upper half mean to the mean length, the 
latter being the average length of all of the fibers in the sample. 

Fineness (Micronaire) The weight of the fibers, in micrograms (millionths of 
a gram), per inch of fiber length. Fineness is measured on the Micronaire, which 
is an air-flow instrument. The resistance of the cotton to the flow of air is 
measured, and the Micronaire readings are calibrated in terms of fiber weight 
per inch. 

Strength (Pressley) The amount of pull required to break all of the fibers 
in a bundle. The strength values are in thousands of pounds per square inch 
of cross-section of fiber bundle. 


INTERPRETATIONS OF THE TESTS 


In connection with the tabulations which follow and as an aid in the comparison 


of cottons, these are the adjective descriptions which the USDA has given to 
the various test results: 


Fibrograph: 
Uniform ratio: 
Above 80 Uniform in fiber length 
76 to 80 i Average uniformity 
71 to 75 Slightly irregular 
SO ON? PI iid oie oe retired isn . Irregular 
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Nickerson-Hunter cotton colorimeter: 
Brightness: 
80 and above__--_--- ee _.. Very bright 
66 to 79 : Bright 
55 to 65 Dull to gray 
54 and below__-----__--__.__-_._.___-_. Very dull to pronounced gray 
Color: 
Decreasing yellowness to blueness 
Increasing yellowness 
Pressley : 
Fiber tensile strength: 
98 or above._.___._- = Superior 
87 to 9 : .. Very strong 
81 to 86 —s __.. Strong 
75 to 8 Average 
RIN ih. sah ceria pclmetpessionmrceian wiex, OEE 
Below 70_-- Weak 
Represents the fiber tensile strength expressed as 1,000 lbs. per square inch. 
Micronaire : 
Fiber Fineness: Micrograms per inch of fiber: 
PE WR iiicicidsnreictecaencumacttaiess Very fine 
35 to 40... aia ara ee Fine 
Tr at eatlallpa Average 


ne ha cininn aerieinivaneintsianiod Slightly coarse 
6.2 and above 
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ANDERSON, CLAYTON & Co., INv., 
Acco Finer & SPINNING LABORATORY, 
Houston, Tewv., May 25, 1951. 
Mr. W. D. Lawson, 
Care of Mr. JoHN WHITE, 
Fulbright, Crooker, Freeman & White, 
Washington, D. C. 

DeAR Mr. LAwson: Yesterday we sent you a report of the fiber data obtaine: 
in the Anderson, Clayton & Co. laboratory on.the samples in the four boxes, which 
you have received. I am sending you herewith the fiber and spinning data from 
the cotton branch laboratory of the United States Department of Agriculture 
at College Station, Tex. We did not have every bale in the boxes spun. There 
fore, I am reporting the fiber data separately, but am repeating the fineness and 
strength for the bales spun, on the spinning data reports. These data were taken 
from a resample of the identical bales used in the boxes except for the Californi: 
Hopi Acala 50 bale 634699. There was not enough cotton in the one sample 
for a spinning test, therefore cotton of the same variety and the same grade 
and staple, grown in the same field, was used to supplement it. 

We have checked the strengths and finenesses of all of these spinning samples 
in our laboratory and our fiber data confirm same. You will also note that 
they do not differ appreciably from the data we sent you vesterday, which was 
taken from the samples used in the boxes. We are also sending you herewith 
the Form A sample classification memoranda supplied by the United States 
Department of Agriculture Board of Cotton Examiners in Houston, for the four 
boxes in the samples. No. 724 is for box 1, 725 for box 2, 762 for box 3, and 727 
for box 4. These forms should accompany the data and the samples when filed. 

You will note that the fiber data for box 1, bales 115688, 730774, and 357986 
for positions 8, 5, and 12, and the spinning data for bale 357985 for position 12 
are missing. These data will be sent to you on Monday. 

You will note that bale 241567 in position 4 had a fineness of 3.7 and a strength 
by the Pressley of 69. It spun into a yarn with a skein strength of only 101.4 
pounds for 22s, whereas bale 146105 had a fineness of 4.6 and a Pressley strength 
of 90,000 pounds and produced a 22s yarn with a skein strength of 136.7 pounds. 
Had the fineness in the former bale not contributed to the strength, the difference 
would have been even greater. The other two counts, 36s and 50s, were cor- 
respondingly stronger for bale 146105. 

The spinning data for box 2, Strict Low Middling 14¢-inch cotton, show even 
greater differences. The nep count ranges from 22 neps per 100 square inches 
card web in bale 244521, in position 12, to 80 for bale 243337, in position 1. The 
skein strengths for 22s ranged from 100.7 pounds for bale 248337 to 139.8 pounds 
for bale 6384699. The strengths of the other cottons were correspondingly 
different for the other bales. You will note that the yarn appearance grades for 
bale 634699 were considerably higher than thase for the other three bales. The 
very neppy yarn produced by bale 248337 would not be desirable for dress goods, 
sheets, shirts, or any other type of fabric which must be dyed uniformly and 
give a uniform appearance. 

There were only two samples spun from box 3, ‘Strict Low Middling Spotted 1 
inch. Those bales were comparatively weak and fine and, you will note, produced 
S85 to 151 neps in bales 243426 and 240528 respectively. The yarn appearance 
grades were very low. The yarn appearance grades for 22s and 36s from bale 
340528 were below grade. There were no wide contrasts in this box and differ- 
ences similar to those in box 2 were not expected, as shown in my report on the 
Anderson, Clayton & Co. laboratory data. 

Three bales were spun from box 4. There was not a great deal of contrast 
in fiber streneths. The nens varied from 15 in bale 2795708, that had a fineness 
of 5.0, to 308 in hale 2337500, that had a fineness of 2.5. The yarn apnearance 
erades varied in the same way, those of bale 2705708 being good to very good, 
those in bale 2337500 were below grade. Yarns that are below grade have a very 
limited use value. Sale 2355661 had an unusually low fiber strength. You 
will note that the yarn strengths were correspondingly low. The skein strength 
of 22s yarn was only 82.5 compared with 139.8 for bale 634699 in box 2. The 
yarn appearance grades were intermediate but below the acceptance for many 
fabrics. 

You can compare the yarn strengths within a box and from one box to another 
by comparing the values designated ‘“‘Number-Strength Product.”. They vary 
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in box 1 from 2,307 to 3,048, in box 2 from 2,325 to 3,125, in box 3 from 1,842 to 
2,419, and in box 4 from 1,823 to 2,168. The average for cottons of this type 
would be about 2,500. Anything above this is good and below poor. 

It will be noted that the same bales which were inferior in yarn appearance 
grade usually had a higher waste percentage. 

The value to a mill of any particular bale, or lot, of cotton is measured by 
(a) the yarn strength, (0) the yarn appearance grade, (c) the waste percentage, 
and (d) the ease and speed of processing through the mill. The foregoing 
laboratory spinning data indicate quite conclusively that there exist very material 
differences in value within a lot of cotton, every bale of which is the same 
commercial grade and staple description. 

Sincerely yours, 
Acco FIBER AND SPINNING LABORATORY, 
EarRx E. BERKLEY, Director. 


DEFINITIONS OF CERTAIN TERMS USED IN THIS REPORT 


Picker and card waste: The percent waste by weight taken out by the picker 
and card during the spinning test. 

Neps: The number of neps (tangled knots of fibers) in the cotton as it comes 
out of the carding machine in the form of a web expressed as number per 100 
square inches. 

Skein strength: The force in pounds necessary to break a skein of yarn. A 
skein is a 120-yard length of yarn wound with 80 turns of 1% yards each. 

Yarn number: The number of hanks (840 yards) of yarn necessary to weigh 
1 pound. ; 

Number-strength product (22’s): The average product of the yarn number 
and skein strength corrected to a standard of 22’s yarn by use of ASTM correc- 
tion formula. 

Yarn appearance grade: The visual appearance compared with standards set 
up by USDA and ASTM jointly. 


INTERPRETATIONS OF THE TESTS 


In connection with the tabulations which follow and as an aid in the compari- 
sons of cotton, these are the adjective descriptions which the USDA has given 
to the various test results. 


Manufacturing waste 


Waste percentage usually is closely related to grade of the sample. USDA's 

table of averages, based on their spinning laboratory results: 

Grade (medium and short staple) : Picker and card waste come 
100d Middling ; 
Strict Middling mere 2 
Middling a : ; 0 
Strict Low Middling Boa adel 2 
Low Middling —______-_ boas 
Strict Good Ordinary____---__~_ 
Good Ordinary 


Nep count classification 
[Nep count: Represents the number of neps per 100 square inches of card web] 


1 to 15, low 26 to 40, high 
16 to 25, average Above 40, very high 


Number-strength product (22’s) 


Below 2,000, very weak 2,600 to 2,800, strong 
2,000 to 2,200, weak 2,800 to 3,000, very strong 
2,200 to 2,400, fair Above 3,000, superior 
2,400 to 2,600, average 
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Yarn-appearance grade 
Yarn grade: 
A or above, excellent 
B+, very good 
B, 


D or below, very poor- 
BG, below grade. 


Bor No. 1—Middling 1 349 inches 


Box position No-.-.---- ; 12 





a a | 357986. 
| Holly Springs, Miss.| California Acala 4- | El Paso Acal: 
|} 42, 1517. 
Fibre data from U. 8S. Department of Agri- | 
ae laboratory at College Station, 
ex 
Length (upper half ee ah) 
Uniformity ratio.__......_.. 
Fineness (Micronaire) 
Strength (Pressley) . _- 
Spinning data: 
Picker and card waste (percent) - : 
Neps per 100-square-inches card web... 
Skein see sehieaannle 
36’s_. 
50’s . 
Number-strength product (22's)... 
Y arn-appearance gr: ades: 


ict Low Middlings 1 46 inches 


Box position No_..._____- ' oa 1 


Bale No coach tae 243337 634699. __ 130164__ 
Variety or origin _- a ae * _..|Lanoke,! California! Arizona 
Ark. | Hopi Acala; Acala| 
50. P18C. 
Fiber data from USDA laboratory at College | 
Station, Tex.: 
Length (upper half mean— oa : 
Uniformity ratio__- eneliate a 
Fineness (Micronaire) 
Strength (Pressley) 
Spinning data: 
Picker and card waste (percent) wie 
Neps per 100-square-inch card web_- 
Skein strengths (pounds): 
22's. ; 
36’s 
50’s . 
Number-strength product (22’s 
Yarn-appearance grades: 


22's... 


36's 
50’s 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 





DEFENSE PRODUCTION 


ACT AMENDMENTS OF 1951 


1853 


Bow No. 8—Strict Low Middling Spotted 1 inch 


Box position No..............- z 


Bale No-_-_-- ie 
Variety or origin 


Fiber data from USDA laboratory at College Station, Te 


Length (upper half mean—F nae 
Uniformity ratio- eral 
Fineness (micronaire) - - - 

Strength (Pressley) _....-. 

Spinning data: 

Picker and card waste (percent) 
Neps per 100-square-inches card web 
Skein strengths (pounds): 

14’s_. oan 

2° ?’s 

362 . es aoa 
Number-strength product (22's)... 
Yarn-appearance grades: 

Sill docuihthtnnin ocentnens 


Mt Diianis 
36's. 


Box No. 4—Strict Low 


Box position No-. 


Bale No... 
Variety or origin 
Fiber data from USDA laboratory at College Station, 
Length (upper half mean—Fibrograph) 
Uniformity ratio-_- : Ja 
Fineness (Micronaire) 
Strength (Pressley) - 
Spinning data: 
Picker and card waste (percent) 
Neps per 100-square-inch card web 
Skein strengths (pounds): 
14’s. ae aa 
22’s 
36's 
bieeahan strength product (2 


Yarn-appearance grades: 
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| 2705703 


| 


240528 
| Kennett, Mo 


243426. 
|} Arizona 
| Acala 44. 


| 1.07 


Middling Spotted 1%¢ inch 


9 


2337500. 


Texas Texas. 


1.03. 
79 77 


to 3? 


73. 


| 11.5... 


..| 150.4... 
100.0... 
| 54.0... 


2,168 


B+... 


| B+ 
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The Cuairman. I wish I could be back in the cotton country ; v 
all your troubles you have less than I have up here. 

Mr. Riggle, of the farmer cooperatives is the next witness. Wil! 
you come up, sir? . 

Let me say this: If the representative of the National Cottonsee 
Products, and the representative of the National Foundation for Cou- 
sumer Credit, are in the room, we will recess when we are through 
with Mr. Riggle, until 2:80, becausé we have an RFC meeting at » 
o'clock. There would be no usé“for them fo stay now. This meeting 
will resume at 2: 30. 

Will you proceed, sir? 


STATEMENT OF JOHN J. RIGGLE, ASSISTANT SECRETARY, THE 
NATIONAL COUNCIL OF FARMER COOPERATIVES 


Mr. Rieeie. My name is John J. Riggle, assistant secretary of the 
National Council of Farmer Cooper ratives, located at 744 Jackson 
Place NW., Washington, D. C. 

This statement is made in behalf of the N vational Council of Farmer 
Cooperatives, a national organization of farmers’ associations market 
ing farm products and purchasing farm production supplies and 
serving more than 2.6 million farm families. 

At the last annual meeting held in January 1951, at Chicago, the 
following resolution was adopted by the delegate body : 


The National Council of Farmer Cooperatives pledges its all-out support to 
defending and strengthening the ideals and institutions which constitute the 
economic aspects of our countrys’ strength. 

It believes that fundamental conflict between free and enslaved people can be 
won by free people through their greater initiative resourcefulness and incei 
tive to sacrifice, provided they maintain, strengthen, and use these advantages 
to the full. 

It believes that at this critical juncture all segments of our society in and out 
of Government should use to the fullest extent our proven methods toward: 

1. The wisest possible diversion of manpower and material resources to the 
defense program to accomplish its objective; 

2. Maximum production of essential items; 

3. Most effective use of residual resources toward supplying other demands; 

4. Minimum expenditures by Government on services not vital to the defense 
program ; 

5. Attaining through taxation as close balance as possible between consumer 
spending power and the supply of goods and services available to consumers. 

To this objective the National Council of Farmer Cooperatives pledges its 
facilities and its cooperation with similarly minded groups and with agencies 
of Government. 

In line with this policy, the national council has, through its repre- 
sentatives, participated in activities calculated to m: \intain in agri- 
culture sufficient manpower to attain the high-production goals neces 
sary for the defense effort. It has participated with other farm 
groups in a service to assure for : agriculture ae materials, sup 
plies, and equipment to man the farm plant of the Nation at a high 
production level; has participated in private and governmental con- 
sideration of essential expenditures in the Federal budget; and has 
consistently proceeded on the premise that as the defense situation 
continues to develop the spending power of the Nation and the goods 
and services available should be kept in a workable balance. 

Our members feel that the greatest contribution that ok ogg 

‘an make to the defense effort is all-out production of foodstuffs and 


1858 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


—_ © of EP 


an 


—_ 4 ew A 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1857 


fiber and other necessary materials. They have devoted their efforts 
to providing an increased volume of production supplies and in many 
cases increased facilities for processing and distributing the increased 
farm production of its members, such | as cotton gins, feed mills, stor- 
age plants, and vegetable oil processing equipment. 

And now the prospects for 1951 are that if cotton production equals 
or exceeds 1951 production goals, and weather is average for the 
Nation, total agricultural production for sale and home consumption 
will reach a new high, in the face of reduced farm labor force of 
perhaps 300,000 w orkers. 

This is in continuance of an increase at the end of World War ITI 
of approximately 22 percent per worker in farm output since 1939, 
due to mechanization and better production methods, fostered by more 
adequate income and substantial capital plow-back. 

Our people were considerably encouraged when soon after their 
appointment the Director of Defense Mobilization and the Direc tor 
of Economie Stabilization stated before congressional committees, in 
effect, that the various sections of the defense-production program 
would be conducted in such a way as to maintain incentive to business, 
agriculture, and labor in order to attain a high production level; and 
in order that industrial and farm production capacity should keep 
pace with both defense and civilian demand in the degree of mobiliza- 
tion then contemplated and now actually under way. 

In the first quarter of 1951, defense expenditures had risen to an 
annual rate of 8 percent of our total national output. By the end 
of 1951, defense expenditures are expected to account for 15 percent 
of national output, and to reach a maximum rate of 20 percent of 
national output some time in 1952. During the height of World War 
IT, 45 percent of the national output was involved in war activities. 

In the face of this probable diversion of national production and 
output to defense projects the national council delegate body, at the 
January meeting said that “such all-out production is the very best 
means of keeping prices of agricultural commodities within reason- 
able limits.” Further, they said, “For those reasons price controls 
on agricultural commodities through governmental action are pre- 
mature at this time and, based on previous experience, would result in 
black markets, unequal distribution of food and fiber to the consuming 
public, and higher rather than lower prices. 

If defense preparation continues for any considerable length of 
time as presently contemplated, technical progress in farming can be 
stifled or stimulated, production can be scarce or abundant, real food 
costs and prices can be prohibitive or reasonable, and quality can 
deteriorate or be improved, depending on whether production efforts 
are fostered by tested, legitimate incentives, or discouraged by the 
inequities which are a part and parcel of the controlled economy. 
Because initial controls breed subsequent controls and more controls 
in order to correct inequalities in preceding controls, which in a 
democratic economy iron themselves out under wise leaderships when 
people are properly informed. 

The incentives which lead farm people as well as workmen and 
businessmen generally to contribute greater personal effort and to 
employ more resources in increased and improved production are 
such common motives as the desire for expanding opportunities and 
interests, the satisfaction of using new processes and equipment, the 
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necessity of modern replacements under the spur of obsolescence and 
depreciation, the need of meeting the shifting fancies and specifica- 
tions of the users of the product, and the necessity of maintaining 
efliciency in organization and teamwork. 

The personal incentives can be still further defined in terms of 
family security, family education, higher standards of living, and 
personal development. These business and personal incentives are 
implemented pretty generally in terms of profitable production and 
adequate wages. In an expandmg economy prices and wages move 
upward as incentives to more production, 

Declining prices and wages characterize a contracting economy. 
They reflect reduced production because of restricted or limited incen- 
tives to produce. 

The difference between the rising profits and wages of an expand- 
ing economy and inflation is one of degree and of stimulation. In- 
flation is stimulated by fear of scarcity of goods, of the value of the 
dollar, and of political insecurity, or it is stimulated by a breaking 
down of the productive system, or excessive use of funds and credit, 
both public and private. 

The CuarrmMan. That certainly is the fact, but how can you stop 
it? I am just asking for guidance. That is what causes inflation, 
there is no doubt about that, and I still think that some of the state- 
ments these administrators made about shortages, and so forth, added 
to the confusion that existed from October until January, when they 
put the freeze on. 

Mr. Rieaie. I think no doubt it was to a great degree stimulated 
at that time. 

Everybody is against inflation, but for an expanding economy. 

The CHatrrman. That is right. 

Mr. Rieeir. But the treatment for inflation in an economic democ- 
racy, we believe, is not rigid price and wage controls. The answer, 
along with the other answers in an economic democracy, is an en- 
lightened and informed public opinion under wise leadership. 

We believe if the same energy and leadership were devoted to the 
problems of our inflation threat as was put into, say, the Liberty Loan 
drive of the First World War, the people of this country would re- 
spond with a self-discipline and restraint which would be an eye 
opener to those who have learned to think in terms largely of con- 
trols and Government coercion. Housewives, workers, farmers, in- 
dustrialists, financiers, distributors, and professional people need to 
be told the related facts about public expenditures, taxes, credit, food- 
stuffs, materials, supplies, scarcities, and the situation with regard 
to availability, demands, and use in civilian and defense activities; 
and what they can do about it. Voluntary group organizations could 
bring the force of public opinion to bear on recalcitrants among their 
fellows. 

Senator Carenarr. If the witness will yield, I think this is one 
of the finest suggestions which has been made before this committee. 
Nothing is being done about it at all, in fact, just the opposite. 
Everything that is being done is on the basis of frightening people 
and further creating the very thing that we would like to stop. 

Mr. Riccie. We had the same reaction. 
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Senator Capenart. In other words, the American people could stop 
inflation any time they wanted to. All they have got to do is quit 
buying. 

Mr. Rieeie. There are certain segments now that are doing some- 
thing about it. 

Senator Carenart. The American consumer can put a stop to it 

any time he wants to curtail his buying, and show a little common 
horse sense in respect to what he buys. 

The Cuarrman. We had hoped that the laws would have been put 
into effect in October. In steel—if they are going to take 40 percent 
of steel, the other agencies of the Government ought to watch with 
an eagle eye any attempt to hoard at all. 

Senator Carenarr. So far they have done nothing about hoarding. 

The Cuarrman. I think you were present when I read the letter on 
steel acquisitions for the military. Naturally, everybody wants to 
buy steel. Common sense will tell you it is going to go up if the 
Government is going to take 40 percent. 

Mr. Rieeir. There is hope that the steel production is increas- 
iIng—— 

The CHarrMan. But that is 40 percent of all capacity. 

Senator Caprnartr. The American people can stop it themselves if 
they make up their minds. 

The Crairman. I agree on that. I was only mentioning the fact 
that it should be made that much harder for people who will hoard. 

Senator Carenarr. The law gives authority to prosecute hoarders. 
We wrote it into the law, either a hoarder in business, or an individual 
hoarder hoarding in his own kitchen or pantry. That is in the 
law now. 

The CuatrmMan. Go ahead, sir. 

Mr. Rieerr. I believe we have a demonstration of the effectiveness 
of this approach in the voluntary committees of commercial and in- 
vestment bankers which are effectively screening loans and bond issues 
for productive purposes and inflation tendencies. Other groups also 
are engaged in effective “private” anti-inflation activities among 
themselves on a voluntary basis. 

We believe section 402 (a) of title [V could be implemented in this 
fashion with a portion of the funds appropriated for price and wage 
regulation, through a comprehensive program of voluntary mobiliza- 
tion of the various sectors of the economy against inflation and other 
problems of the defense effort, with every prospect of success, unless 
a very extreme situation develops in the future which requires the 
use of a major part of our manpower and resources in war. 

In the present situation we believe the price control and wage stabi- 
lization provision of title IV should be allowed to expire June 30, 
1951. The authority for use of subsidies to roll back food prices, and 
to freeze the parity index on an annual basis proposed in H. R. 3871 
should be withheld. 

The CuatrMan. Speaking only for myself, I have no intention of 
voting to freeze parity prices. I do not see what good it will do. It 
is only fair to allow a free economy to the farmer. The farmer is 
supposed to get parity, which is a floor to protect him against in- 
flation in the machinery he has to buy, and so forth; is that not right ? 

Mr. Riaeix. That is right. 


83762—51—pt. 2——_50 
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The for mer is definitely inflationary. The latter would demoraliz 
the farmers’ market at the harvest season, and disrupt the orderly 
distribution of farm products over the consumption year. 

The CHatrMan. We thank you for your enlightening statement. 

If there are no questions at this time, the committee will stand in 
recess until 2:30 in this room. We will meet at 2 o’clock on RFC. 

(Whereupon, at 12:20 p. m., the committee recessed until 2:30 
p.m., of the same day.) 


AFTERNOON SESSION 


The CuarrMan. The meeting will come to order. 

Mr. Myers, will you come up, sir? 

Some of the Senators are still at the RFC meeting. I imagine they 
will be here later on. 

Senator, we have your statement here. Do you desire to read the 
whole thing, or just high hght it ? 


STATEMENT OF FRANCIS J. MYERS, IN BEHALF OF THE NATIONAL 
FOUNDATION FOR CONSUMER CREDIT AND RETAIL CREDIT 
INSTITUTE OF AMERICA; ACCOMPANIED BY WILLIAM J. 
CHEYNEY, EXECUTIVE DIRECTOR, RETAIL CREDIT INSTITUTE 


Mr. Myers. Mr. Chairman, I would ask consent to have it incor- 
porated in the record, and I would then like to skip over it rather 
hurriedly. 

The Cuatrman. Without objection, the full statement will appear 
in the record at the end of your testimony. 

Mr. Myers. I must apologize for my voice. I was at Denver for 2 
or 3 days trying to bring the convention to Philadelphia, but the 
other party, having previously determined to bring their convention 
to Chicago, I have come back with a bad throat. 

Senator Bricker. You mean the Democrats followed the Re- 
publicans? 

Mr. Myers. Unfortunately, in this instance, they did, Senator. 

Mr. Chairman and members of the committee, I would like to point 
out in these first two paragraphs just whom we are representing before 
this committee. 

The National Foundation for Consumer Credit is incorporated in 
the State of New York, embracing in its membership manufacturers 
of a great many important lines of consumers’ durable goods; retailers 
distributing these products and offering facilities for the use of con- 
sumer credit throughout the country; commercial, industrial, and 
consumer bankers engaged in the transaction of consumer-credit 
business; finance companies dealing in consumer paper—in wa a 
cross section of all those factors in “the economy interested, one way 
or another, in serving the consumers in their use of credit. : 

The Retail Credit Institute of America consists principally of the 
owners and operators of retail stores throughout the United States 
and Canada which directly offer credit service to their customers, and 
a few of the major manufacturers of durables most frequently sold 
on credit terms because of their nature. 

So much for the organizations. 
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Let me then turn to the bottom of page 2, the “Official purposes of 
Regulation W.” The Executive order promulgated in 1941 by the 
President of the United States has been embodied by this Congress 
into that portion of the Defense Production Act of 1950 which author- 
izes the regulation of consumer credit. Those objectives are five in 
number, and I would like to just briefly direct your attention to each 
of those five purposes or objectives of the regulation, none of which 
have been or can be accomplished. 

The first objective of the regulation, “To facilitate the transfer of 
productive resources to defense industries.” Isay to this committee 
the productive resources consist of oe and materials. We 
believe that Regulation W is not the vehicle by which to allocate 
critical materials. When the regulation was first applied direct con- 
trols of these were not at hand, but today we allocate critical materials, 
so that the defense effort may take all that it needs. But what is left 
for consumers, a continuing tremendous supply, as you all know, is 
sufficient to permit its unmolested apportionment without rationing 
by the size of the buyers’ accumulated cash resources. 

In other words, there is no excuse to determine by law which families 
should have a share of this remaining supply, which ones should not 
have a share of the supply, and so we believe that objective 1 certainly 
is not an objective of a i. 

Then at the top of page 4, “Productive capacity is really being 
wasted,” I say to the members of this committee the output of impor- 
tant consumers’ industries is cut back today by the effect of Regula- 
tion W, alarmingly reducing the weekly pay of thousands of wor rkers 
who have been offered no alternative defense jobs nor any prospect 
of them. What was the second objective of this regul: ation, as set 
forth in the original proclamation of the President as now incor- 
porated in the act of 1950? 

Well, the second purpose was to assist in curbing unwarranted 
price advances and profiteering which tend to result when the supply 
of cok goods is curtailed without corresponding curtailment of 
demand. 

I take you then down to the first subheading, “Warehouses and 
pipelines are clogged.” As the second quarter of 1951 ends there is 
almost no important line durables in which inventories are not in 
excess of consumer demand. In fagt, most pipelines are far too full. 
The only basic shortage today is one of warehouse space. 

Economists for years have held that the most deflationary program 
possible for a nation is continued high-rate production and _ fast 
distribution to the public. 

We have today Sialomate production, with Government controls 
artificially imposed on one segment of distribution—to shift the heavy 
pressure of continuing consumers’ buying power to other unregulated 
but highly sensitive markets, with great inflationary effect, rather 
than defi: ationary effect, which was the purpose of Regulation W. 

Now I go down to the next subheading, “Drop in consumer debt 
offset by rise in wholesale outstandings,” and in the second paragraph 
below that subheading. 

The committee may be surprised to know that whereas consumers 
since January 1, 1951, have reduced their indebtedness for the pur- 
chase of ¢ iles—actuslly bank loans outstanding to finance 
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unsold automobiles in the hands of manufacturers and retailers have 
increased more than the consumer indebtedness has decreased. 

Senator Bricker. Have you the detailed figures on that ? 

Mr. Myers. Do you, Mr. Cheyney? 

Mr. Curynry. We can get them. 

Mr. Myers. Let me t take } you to the next subheading, “The structure 
of durables’ prices,” and to page 6, where I think the third paragraph 
is most important with regard to that subheading. When Regulation 
W prevents the durables “industries from siphoning off “excess pur- 
chasing power” which in turn, since it cannot be used for durables goes 
into the purchase of nondurables and perishables—this tends to force 
upward prices in the latter areas, raising the cost of living index. 
The next step—the durables industries must pay more for wages to 
meet this index increase. A vicious cycle where durables prices are 
forced upward not by demand in the durables markets so much as 

because of increased demand and hence increased prices elsewhere. 

Now, under the second purpose of Regulation W, let us look 
the subheading, “A measure couched in the theory of shortages is 
there are no shortages.” 

The manufacturers of consumers’ durable goods are producing, as 
we all know, in tremendous quantities. Regulation W—— 

The Cuamman. Now, on that point right ther e, do you believe that 
the law is effective enough if the Feder al Reserve Board will use it? 
In other words, they can relax Regulation W, and if the time came, 
as you suggest, when the manufacturers are not going to produce 
in quantity, they could put it back on. Is that what you are advo- 

cating ? 

Mr. Myers. They have that power, Mr. Chairman, but they have 
not exercised it, and refuse to exercise it. I believe at this point we 
could well do without the regulation, because I think it has contributed 
to inflation rather than deflation. 

The Cuarmman. That is true as of today, but what about next year? 

Mr. Myers. Next year, of course; the Congress has had consid- 
erable experience with the regulation, and if they believe that it has 
not contributed to the reduction of inflation, to curtailing or preventing 
inflation, then I think the Congress probably should take another look 
and withdraw the power from the Federal Reserve and take another 
look at the whole subject. 


The Cuarrman. That is what we are doing now. What would you 
recommend ¢ 

Mr. Myers. Under the present set of circumstances, Mr. Chairman, 
these two groups, this National Foundation for Consumer Credit, 
and the Retail Credit Institute of America, which is certainly known 
to every Member of Congress, both recommend that the regulation 
should be repealed at this time and the power withdrawn from the 
Federal Reserve Board. , 

Senator Bricker. The testimony by the Federal Reserve, and all 
the administration representatives here, has admitted there is a lot 
of consumer durables now in the pipelines, and in the warehouses, 
that there is an oversupply, and that that will be taken up during the 
summer as critical materials are withdrawn from those productive 
channels and put into the war program. Therefore there will be great 
need for this this fall when they finally catch up with the supply that 
has now piled up. 
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Do you subscribe to that? . 

Mr. Myers. I certainly do not. As we come to that part of my 
statement we will show that regulation has an impact equal to about 
one-half of 1 percent upon the purchasing power of the American 
people. 

Senator Bricker. That has been my position, and was last year, you 
will remember, when we discussed this, that this,is a very minor impact 
upon our whole economy first, and second that a regulation of this 
kind prevents the man who has not the ready cash, and the working 
families, for instance, in the lower income groups, from utilizing their 
money for the things that they would like to have in their homes when 
others can buy them if they have the ready money to buy them with. 
I think it is an imposition upon a segment of the purchasing public, 
possibly, which may be unfair in many cases. 

Mr. Myers. That is undoubtedly so, and we point out in our brief 
it is discriminatory particularly on the low-income families. We also 
point out, that although sales have not decreased, installment sales 
have decreased, while cash sales have gone forward. Sales ratios have 
reversed; where, for instance, the stores’ figures had been 55 percent 
installment sales and 45 percent cash sales, today they show 63 per- 
cent cash sales and 37 percent installment sales. 

Senator Bricker. Do you see any difference between the impact on 
the inflationary pressures in the country caused by the creation of the 
new credit in these credit sales, and the impact caused by the sales for 
cash ? 

Mr. Myers. The cash sales make for greater inflationary pressures 
than these credit sales. 

Senator Bricker. Much of the testimony we have had here has been 
to the contrary, that in the cash sales your debits offset your credits, 
and there is no more money in circulation, no more credit credited, 
but when you have the continuing credit added to the inflationary 
pressure—— 

Mr. Myers. We will reach that very shortly, Senator. 

On page 8 I point out our final argument w ith regard to the second 
purpose of Regulation W, namely, to assist in curbing unwarranted 
price advances, and so we say that the history of the last 8 months has 
proved the unfairness of applying this system of rationing by the 
pocketbook, which has forced the less fortunate folk, economically, to 
spend their cash for products which do not last, products of their sec- 
ond choice, while all the rest of us can use our good judgment to stock 
up on the most lasting products whose possession implies a large 
element of savings as contrasted to the immediate consumption w ith- 
out savings whic +h follows too heavy apportionment of family money 
for nonlasting things immediately consumed. 

Now, the third objective as set forth in the act of 1950 of regu- 
lation W was— 

To assist in restraining general inflationary tendencies, to support or supplement 
taxation imposed to restrain such tendencies, and to promote the accumulation 
of savings available for financing the defense program. 

The third objective was set forth in the original order of the Presi- 
dent back in 1941, and has been es into the act of 1950. 

Seventy-eight percent of the Nation’s families have no outstanding 
installment indebtedness, according to Government figures. 
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Then I take you over to the tpp of page 9, keeping in mind that 78 
percent of the Nation’s families have no outstanding installment in- 
debtedness. On page 9 we show that the Federal Reserve System, 
through its Survey of Consumer Finances, shows that about 22 percent 
of America’s family buying units have any installment indebtedness 
whatever. About 52 percent have any indebtedness of any kind, in- 
cluding what they owe to their parents, grandparents, uncles, and so 
forth, as well as to banks and business, including their debt on real 
estate. 

Of the 22 percent of the family spending units which have some in- 
stallment indebtedness, a little less than half owe between $1 and $99 
on installment accounts. 

Most of the remainder owe between $100 and $499, with a small 
fraction owing more than this on installments. 

Obviously these people for the most part are at the low end of the 
economic ladder where installment purchasing is of real importance 
to them, helping them apportion and budget their relatively smaller 
incomes, to permit them to possess some of the larger, more expensive 
products which have become known as necessities to the American 
way of living. 

Now, on page 10 we have a very interesting chart. This chart shows 
the per capita consumer spending in 1949, and it is rather interesting 
to note that those items which are in caps, the total of the items capi- 

talized comes to 9.2 cents of each consumer dollar. This means that 
of each consumer dollar spent, 9.2 cents is spent on these goods in 
which installment credit is a factor—furniture, electrical appliances, 
radios, jewelry, watches, floor coverings, and automobiles. 

We then go to the fourth paragraph on page 11— 

The Cuarrman. Do I understand they pay as much for alcohol as 
they do for all meals? Meals, 3.9 cents. Alcohol, 3.9 cents; is that 
right? 

Mr. Myers. This is taken from the Government figures, Senator; 
the Survey of Current Business by the United States Department of 
Commerce. 

Senator Ives. ap much of the meals is in the groceries up above? 

Mr. Myers. The 3.9 percent is for meals in restaurants, Senator, 
meals in outside restaurants. 

Senator Ives. I should think your combination of groceries plus 
meals would be the thing to compare. 

Mr. Myers. It might very well be. 

The CuHarrman. That would be 241, cents. 

Senator Ives. As compared to 3.9% 

The Cuairman. I just wanted to get that clear, 

Mr. Myers. The point is, however, that the items capitalized are 
the only items about which we are concerned when speaking of or 
directing our attention to this regulation. The total items capitalized 
in that chart on page 10 shows that 9.1 cents of each consumer dollar 
is spent for goods in which installment credit is a factor. 

Sixty percent or more of all these durables sold in 1950 were bought 
for cash, hence involved no use of credit. That is to say, only a small 
fraction of the consumer dollar spent involved transactions of a credit 
nature. 

I think it is most interesting, Mr. Chairman, that regulation W can 
have economic effect not greater than one-half of 1 percent, and I 
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would ask you to listen briefly on this particular feature, one-half 
of 1 percent. It is the question Senator Bricker raised that the im- 
pact 1s upon a very small segment of our economy. I would ask of 
Mr. Cheyney, executive director of the Retail Credit Institute of 
America, to address himself to that for a few minutes. 

Mr. Cueryney. You will find, Mr. Chairman and Senators, in the 
full brief, one method of proving that the impact of Regulation W 
can have no greater effect, at its best, fully effective, than about one- 
half of 1 percent as compared to the total of consumer expenditures. 

On this chart we have used a different approach however, to the 
situation, but by which we come to the same answer. You can figure 
this out in four or five different ways, as a matter of fact: which I 
think makes it more certain that we deal here with something which 
could have no great effect on the inflationary situation. 

Using the fourth quarter 1950 rate of consumers’ disposable income, 
we have what would be an annual figure of $211,600,000,000. To 
find what the total spending pressure of the people for a year is, if 
they had this continuing rate of cash income to spend for a whole 
year, you would have to add to, or subtract from this, the difference 
between what they owed at the end of the year, and what they owed 
at its beginning. If they owe more at the year end, this would indi- 
vate that they spent their income, plus this difference in their indebted- 
ness. 

Now, actually, in the year 150, the people built up a credit struc- 
ture, consumer credit, of $3,289,000,000 more than they had owed 
at, the close of the previous year. Obviously, adding their cash in- 
come, “disposable income,” to this excess of credit expenditure over 
their payments on old credit accounts, you reach a total expenditure 
power of $214,889,000,000 for the year. 

The actual impact of their use of credit, over and above the market 
pressure they would have exerted upon the economy if they had merely 
spent their cash income, is in the ratio of the $3,289,000,000 to the 
$214,889,000,000, which works out to about 114 percent. 

Senator Bricker. But the testimony we have had from the ad- 
ministration largely has been to this effect: that your $3.289 bil- 
lion there is not the measure of the inflationary impact: that you have 
created a debt there; that you have created a credit also, and that 
credit can be used over and over again, and you must multiply that 
by a certain figure varying from three to six times or so, we have heard 
from various witnesses, to get the real inflationary impact upon our 
whole economy. 

Do you follow me? 

Mr. Cueyney. I hope I do, Senator, and I shall try to answer the 
question. 

I think probably, to my mind the most confusing issue in the field 
of credit is the fact that consumer credit bears the name credit. While 
bank credit is named the same. I point this out to you: over 50 percent 
of America’s merchants do not resort, for the financing of their ac- 
counts receivable, or their inventories, to banks. They do not bor- 
row money from the banks for these purposes. 

Senator Bricker. That is the consumer? 

Mr. Cueyney. No, the retailer. Over 50 percent of the retailers 
of this country do not have bank loans outstanding to finance their 
inventories and their receivables. That being the case 
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Senator Bricker. That wouldn’t be 50 percent in dollar value. 

Mr. Curyney. No; that is probably true, and I don’t think there is 
any way to tell what the dollar breakdown would be. 

Various associations have polled their memberships upon the situa- 
tion, and find it is somewhere about 60 percent, numerically. To be 
conservative, we say 50 percent, numerically. 

The point is if a consumer comes to one of those retailers who doesn’t 
resort to bank financing, and buys for-cash, he immediately returns to 
that retailer the complete capital which was invested in that in- 
ventory. The retailer can immediately go to the wholesaler or manu- 
facturer and replenish his supply. He has his whole capital to spend 
again. 

If, however, the same consumer went to this retailer and bought on 
the installment plan, it would be 6, 8, 10, or 12 months before the 
retailer got his entire capital investment back to repurchase in the 
wholesale markets. 

However, in the case of a bank transaction, the creation of a loan 
immediately adds to the total amount of money in circulation. When 
the installment purchaser bought from the retailer, no new money was 
created, the refrigerator or the furniture was already in the store. 
Any credit which was used to produce it, had already been used. Here 
you have a finished product in which capital already has been in- 
vested, which rests in inventory, in a warehouse or store. When the 
cash or installment customer takes that product off the floor of the 
store, it is not until new pressure is exerted on the manufacturer, to 
produce a new product that new investment or new credit is started 
In motion again. 

If the store immediately goes to the bank, gets a bank loan to re- 
plenish this inventory, while waiting for the customer to pay his 
installment account, then I agree that likely new money is added to 
the stream of commerce, but in a vast percentage of American busi- 
ness, you will find that sales are financed by the store-owner’s own 
capital, which is savings, and does not constitute the creation of any 
new money. ; 

I really think this is an awfully important point. 

Senator Bricker. Less than 50 percent of the retailers carry their 
inventories against bank loans? 

Mr. Cueryney. That is right, far less. And since you referred to 
the ratio of dollar sales volume at retail, that is financed by the 
banks, I will say that actually bank loans do not finance one-third of 
the durables sales in retail stores over all. In other words, the larger 
stores which do the most business can’t be said to do it without bank 
loans. If you take the total sales volume of the stores that resort 
to bank loans, it is greater than that of the stores that don’t, I agree. 
But stores do not resort to bank loans to finance 100 percent of their 
sales. I think it would be very conservative to say that two thirds of 
all retail sales of durables in the United States, where installment 
credit selling is involved, that type of durables, is sold without resort 
to bank loans of any sort. I think that you have two measurements to 
consider when you talk about inflationary pressure; one is the amount 
of money in circulation, and the other is the speed of turn-over of 
that circulation. If a man pays cash, he has speeded up this turn- 
over, which results in the retailer buying again at wholesale much 
more quickly than if the customer forces this same retailer, who does 


1868 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


| a | i 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1867 


not resort to banks, to wait some months before he gets enough money 
to reorder at wholesale. 

Senator Bricker. That would be especially true if the retailer 
carried the debt. 

Mr. Cuerney. That is right, and I would estimate that at least. 
two-thirds, or perhaps three-fourths of all debt created in the sale of 
durables to consumers in the United States is carried by the retailers 
who made the sales. I exclude here the automobile industry, because 
I do not know the figures for that industry. 1 am talking about the 
other durables when I make this statement. 

Mr. Myers. Our point is that the regulation has an economic effect 
no greater than one-half of 1 percent. 

Mr. Curyney. If I may point out one other thing in connection 
with these figures: if this economic effect is so small, Senator Myers 
has asked me, “why then all the shouting about the ill effect of Regu- 
iation W on so many people.” I told him that I could point out that 
whereas the chart which I showed you a few minutes ago shows how 
credit buying has 114 percent impact upon the consumer economy, 
actually two-thirds or three-fourths of all the people who buy on in- 
stallment credit, buy on terms voluntarily stronger than those re- 
quired by any conceivable regulation. This would diminish the actual 
impact of the regulation, since it affects or changes only the remain- 
der, to a point close to one-half of 1 percent. 

The CuarrMan. You have stronger voluntary regulation than Reg- 
ulation W. 

Mr. Curyney. Absolutely; there is no question about that. The 
public’s own voluntary regulation is stronger than W’s in the case of 
two-thirds of all the sales in our stores. 

Senator Bricker. What has been the effect on sales of durable goods 
this year as a result of Regulation W ¢ 

Mr. Curyney. Durables sales are down. No one can say how far 
they are down because of Regulation W, nor how far because of other 
causes in the economy. 

We have no real good talley that covers all consumers’ durable 
goods. We have attempted spot checks over the country in electrical 
appliances, furniture, and floor coverings. My estimate would be 
that the total sales in those fields are off about from 7.5 to 10 percent 
now, as compared with what they were at this time last year. 

Senator Bricker. I have had great complaints from the television 
people, who have a heavy industry in my State, and also from the 
automobile people, that it has caused this flood of inventory and that 
sales have been cut down to the point where they are having difficulty 
even carrying their inventory, and are going to have to take a great 
loss on it. 

Is that the result, do you think, of Regulation W ? 

Mr. Cueyney. I think two-thirds of it is a result of Regulation W. 
TV also has another problem: the freeze of new television stations, 
but unquestionably Regulation W has been a gigantic cause of that 
situation, and TV is harder hit, of course, than the general average, 
but the whole durables market has been hit hard. 

Senator Bricker. Your position is that they are doing greater 
damage to a segment of our economy than the offsetting benefits 
through the holding down of the inflationary pressure. 
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Mr. Cueyney. An economic effect of only one-half of 1 percent on 
the consumers’ economy of this country, which isn’t enough to talk 
about when you are figuring inhationary pressures, actually can affect, 
either cut off or badly squeeze the purchases of 600,000 families of a 
new or used automobile, at an average price of say $1,200 per car, 
plus a million and a half family purchases of furniture or other dur- 
ables amounting to from $150 to $200 per sale; to hurt from 2 to 214% 
million little families in their standard of living and their choice of 
products, while the economic effect nationally amounts to only $1 or 
$144 billion. This is a lot of people to hurt for no real good economic 
purpose. 

Senator Bricker. It is the low-income group. That is right? 

Mr. Cueyney. That is right. Thank you very much, Senator. 

Mr. Myers. On page 12 we refer to the Federal Reserve’s statement 
before this committee. The Federal Reserve System reports that con- 
sumer installment indebtedness has dropped $480,000,000 from Jan- 
uary 1 to March 31, the first quarter of this year. 

If we examine carefully; this is the benefit that they point out to 
this committee, which has resulted from Regulation W. 

In the first 4 months—we haven’t here the quarter figures—in the 
first 4 months of 1951, the people withdrew $450,000,000 more cash 
from their accumulated savings, than in the same 4 months of 1950. 

Secondly, in these 4 months they redeemed of Series E Governnient 
savings bonds, $329,000,000 more than they purchased. The people 
actually cashed in $1,478,000,000 of E bonds, while they and others 
bought only $1,149,000,000 new bonds. The difference, $329,000,000. 

Third, they withdrew $90,000,000 net from their postal savings. 

If this rate should continue for a year, it means a net withdrawal of 
money consumers have loaned the Government amounting to more 
than $1,000,000,000 over new purchases of the bonds, plus an additional 
$1,330,000,000 from savings accounts and almost $400,000,000 from 
postal savings. 

Senator Bricker. Of course, that was a result of the inflationary 
spiral. 

Mr. Myers. Partly, before the regulation last summer. 

Senator Bricker. There was a flight from dollars to things. 

Mr. Myers. Precisely. To reduce consumer indebtedness by $480,- 
000,000 at the terrific cost of cutting into bonds and savings to the 
extent of a net of $869,000,000 in only the first third of 1951 has been 
a terrible and inflationary price to pay for consumer credit control. 

Senator Bricker. It doesn’t affect consumer credit control. 

Mr. Myers. It doesn’t affect consumer credit control? Retailers re- 
port by the thousands that folks come in and say they have withdrawn 
or redeemed E bonds to make possible the purchase of durables on 
terms required by Regulation W. And as they withdraw or redeemed 
the bonds, they think “Why just redeem enough for the down pay- 
ment? We get less than 2.9 interest, so we might as well sell a few 
more bonds, pay cash and save money and the complication of an 
installment contract. 

Those reports come in to us all the time, time after time, from 
both stores and banks—that people are selling bonds, E bonds, in 
order to make the down payment, but even in greater or more instances 
in order to make a full and complete cash payment for the article, 
because they think in the long run they are saving money. 
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Senator Bricker. Of course, when they sell Government bonds, it 
does result in inflation; there is no question about that, because it 
reduces Government debt, because it puts more money in the channels 
of trade, and doesn’t draw off so much of the savings as otherwise 
would be kept nonmoving. 

Mr. Myers. Definitely. 

Senator Bricker . Out of the purchasing power. But when they 
withdraw it from savings accounts, it doesn’t have the same effect ; 
does it? 

Mr. Myers. The same inflationary effect ? 

Senator Bricker. Yes. 

Mr. Myers. Well, I believe it does have inflationary effect, Sen- 
ator. To withdraw savings to throw the money directly into com- 
merce seems to me very inflationary. But I only point that out to 
show how the apparent deflationary effect of decrease by four-hundred- 
billion-some- odd. dollars is counterbalanced by the peoples’ putting of 
their savings into purchases. I want to point out how the Federal 
Reserve don’t also tell us what else is happening, how people are 
purchasing these goods by actually redeeming Government bonds, 
withdrawing from savings accounts, and so forth. We think in the 
long run the impact is inflationary rather than deflationary. 

Senator Bricker. We do know that there is a very definite inflation- 
ary trend now, and there will be unless we absorb the expenses of 
Government in taxation, and just what the impact of this is of con- 
sumer purchasing with delayed payments is the problem that we 
have to face, and whether or not we can place a limit on it, whether 
we should abolish the power entirely, probably this committee will 
have to ultimately work out. 

The CHatrman. That is what I have been thinking, Senator. 

Is there any suggestion you have as to limiting those and not abolish- 
ing entirely? I am speaking frankly. If we abolish one thing en- 
tirely, people will want to see others abolished entirely. 

Mr. Myers. Senator, I have no suggestion, except I think you should 
write into the law some specifics. 

The Cuatrman. You think it should be specific ? 

Mr. Myrrs. Definitely. 

The Cuatrman. What would you suggest would be specific? 

Mr. Myers. I have no suggestions of that kind. I haven’t even given 
any thought or attention to it. 

The Cnatman. I was hopeful that some of these witnesses who 
come up here—and I appreciate the jam everybody is in, but I hope 
the witnesses will appreciate the jam we are in, too—that sometimes 
we do get something specific, not a compromise, but something written 
into the law that might be of some benefit to the segments of ‘industr Vv 
that you represent, ‘and at the same time anti- inflationary. 

Mr. Myers. Senator, we have within the foundation used-car groups, 
appliance groups—— 

The Carman. People here the other day suggested that they 
wanted to do away with all controls, and then somebody suggested here 
that we go back to 21 months; that was at least a suggestion. I don't 
know what the committee intends to do about it, but, of course, most 
everybody who has been here representing any organization—and I 
say this with deep appreciation for those who appear because I can 
understand the trouble they are up against and the worries and all in 
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their particular organization—to just abolish them. I do hope if you 
think of something toward what Senator Bricker was speaking of, 
where you might suggest some chang in the regulation when we spell 
it out, that the committee can consider it. 

I don’t know what the committee is going to do about it. 

Mr. Myers. Senator, we suggest nothing because we believe the regu- 
lation in essence contributes to inflation rather than to deflation, which 
was its objective, and therefore we can’t suggest any over-all down- 
payment figure, or any over-all figure for maturities, because we 
believe after thorough study, complete study on the part of a great 
many people, reports ; from retailers, manufacturers, wholesalers, in all 
these lines, that it has retarded production, and we believe that the best 
way to cure inflation is all-out production because then you will get 
lower prices, and this regulation retards production in essence 
fundamentally. 

As has been said, its impact is one-half of 1 percent on consumer 
purchasing power. It is the same as in World War I; it was carried 
along, and I don’t think anybody gave any consideration to those five 
objectives which the Government said were the objectives of this regu- 
lation. I think the Congress should go back and look at those five 
objectives which I have tried to outline here. We feel that if you read 
those objectives, it has not accomplished one of those purposes, and 
can’t accomplish one of those purposes. 

Now, if you are convinced of that, then I don’t think it is a problem 
of how can we compromise. It is a problem of whether it is good or 
bad. 

Senator Bricker. I analyzed those things 3 years ago on the floor 
of the Senate, if you will remember. 

You testified awhile ago to the effect that most of the credit terms 
were even more strict than that under regulation W. 

Now, what outside of the automobile and television and radio indus- 
try has regulation W put further restrictions on than the industry itself 
has imposed ¢ 

Mr. Myers. Well, of course, you mentioned automobiles. In group 
B, there is a down payment of 25 percent, a maximum maturity of 15 
months; appliances, refrigerators, freezers, television, radio, dish- 
washers, ironers, washing machines, clothes dryers, sewing machines, 
suction cleaners, air conditioners, humidifiers. 

Senator Bricker. You said something a moment ago about those 
sales which are already under stricter terms than Regulation W. 
What I am trying to get at isthe amount of that. 

Mr. Myers. I think Mr. Cheyney said that many of these retailers 
voluntarily impose stricter terms: 5, 6, and 8 months. 

Senator Bricker. What portion of the 1.5 percent would be sold at 
the present time under stricter terms than Regul: ation W imposed ¢ 

Mr. Curyney. Senator, I think that three-fourths, or certainly 66 
percent of the installment credit sales made today, would be sold at 
stricter terms than Regulation W today provides, if there were no 
regulation. 

Senator Bricker. The impact has been mainly on automobiles. 

Mr. Curyney. I would go further than that. The wood furniture 
industry, for instance, is running now 3 and 4 days a week. Some of 
the factories are down to 2 days per week. 
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Now, it is not large in billions of dollars, but my guess is that in 

the furniture industry, which is not using critical materials to any 
great extent, perhaps a drawer pull, or hinges, but not much—and 
whose labor has not been offered any defense job thus far, these men 
are working with reduced pay because of the 2-, 3-, and 4-day weeks 
that their f factories are running. This industry is running, I would 
say, at 25 to 35 percent below capacity, and all this because sales can- 
not be made, under Regulation W, to the few millions of the American 
people who can only pay, or who could only be induced to buy, to 
siphon off their excess purchasing power out of their weekly pay enve- 
lopes at a 10-percent down payment, and over periods longer than 
15 months to bring each payment within their reach. 

Senator Bricker. And how many months 

Mr. Cueyney. It now requires 15 months. Furniture is something 
which new families buy in suites, and it comes up to $300, $400, or 8500 
to a purchase in many instances, though this is not the average sale. 

Lots of new “little families,” I call them, can’t meet the payments 
to buy a suite of furniture for a bedroom and living room to start out. 
At the same time these factories are running at 25 and 35 percent off 
their productive capacity. I believe that here is wealth which could 
petentially be produced in this country. If we are ever to have real 
shortages, we will be sorry we didn’t produce it. 

It seems to me our goal is production. Every economist says this 
is the goal of the economy to ward off inflation. Even though it is 
only the bottom 10 percent or 15 percent of the buyers who are edged 
out of the market, or are forced into a second-hand purchase instead 
of a new purchase, pushed down the line as far as their standard of 
purchasing is concerned, because of this regulation, which accounts 
for the fact that men are not producing all they could produce in great 
industries like the wood furniture industry. 

Senator Ives. May I ask a question ¢ 

I think what you have been saying in effect is that this is conducive 
to stagnation in business. In other words, you are not getting any 
production, or the amount of production which i is necessary in order 
to keep business in a healthy condition; is that it? 

Mr. Myers. I think it might well be put that way. 

The Cuarrman. In the same breath you say it is conducive also to 
inflation. 

Now, I followed your reasoning on the inflationary spiral, so to 
speak, in connection with it, so far as I was able to, but I can’t quite 
understand how as a whole something which causes stagnation in 
business causes unemployment, as this apparently is doing, is going 
to cause also inflation at the same time. 

Mr. Myers. Causing people to redeem their bonds, the money they 
have loaned to the Government. I think that in itself contributes to 
some inflation when they redeem their bonds in such large numbers, 
when the Government can’t complete its sale of new bonds. I think 
it is of an inflationary character. I refer you to my earlier point—that 
people do not lose their spending power, their income because of this 

regulation. They still have it. They use it to buy other, nondura- 
bles, nonregulated items. This is inflationary, pushes these prices 
up—while stagnating large durables industries. It is both ways at 
times, but certainly that is inflationary rather than deflationary. 
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Senator Ives. Of course, you are figuring there that the Government 
instead of business itself is providing the credit for the purchase of 
the goods, which it is. 

Mr. Myers. Definitely. 

Senator Ives. I am just curious about this, where it starts and where 
it stops. 

Mr. Myers. I think it is extremely difficult to find where it begins 
and where it stops. 

Senator Bricker. Of course, the-sale of Government bonds to the 
public is generally assumed, erroneously, I think, to be deflationary. 
It is only a delay of the inflationary impact. 

Mr. Myrrs. I will point out on page 20, and ask if in your leisure 
you will read page 20, because we feel that the figures of the Federal] 
Reserve presented to this committee are in error, “and they have some 
grave errors, that is on pages 20 and 21. 

Senator Bricker. Don’t talk about leisure with this committee. 

Mr. Myers. I mean when you have a moment in your office. 

Senator Ives. We would like to hear you. 

Mr. Myers. That is kind of you, the chairman has been very nice, 
but I think if you will read over pages 20 and 21, you will probably 
come to the conclusion 

The CuatrrMan. Go ahead and high light it. 

Mr. Myers. They have admitted an error of $2.2 billion which they 
have corrected. There are corresponding errors, we say, in install- 
ment loans. When they speak of $20 billion outstanding credit, they 
take into consideration telephone, electric and gas services. 

Now, here you put a deposit down—in fact, there is no money owed 
on credit. I think the utilities actually owe money to those to whom 
they render service, but every outstanding gas bill and utility bill is in 
this consumer credit figure, this big figure of $20 billion which they 
say the public owes. 

Residential telephone bills are all payable in advance. However, 
this too is an item in the over-all $20 billion that they hold out to this 
committee, and hold out to the country. They include debt for busi- 
ness automobiles, they look upon that as consumer credit; it is not. 

The installment sales to business houses: this is not consumer credit. 
Charge accounts are certainly not credit. The custom is to pay every 
2 weeks or every month, we pay our bills at the end of the month, 
usually, otherwise you would have to be paid every day, and then you 
would pay for every purchase you make every y day. 

Certainly charge accounts in our department stores should not be 
charged to this $90 billion item of customer credit which the Federal 
Reserve says has such a dreadful impact upon inflation. 

Then we point out on page 22 that there are two sets of Federal 
Reserve figures, and I think that you should know something about 
those two sets. The Federal Reserve holds one back from you. 

This study, from which we have drawn data earlier in the brief, 
and which can be found complete in the Federal Reserve bulletins, 
analyzes consumer debt of all types, measures it by categories, failing 
only to tabulate the over-all totals in dollars. 

However, from this data it can be ascertained mathematically that 
the people of the United States, as consumers, could not owe more 
than $12 billion to $14 billion, perhaps much less in relation to the 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1873 


$20 billion that the Federal Reserve has constantly held out to you 
and to the Congress. 

Page 23—I need not read the conclusions. I think the middle para- 
graph one page 23 sums up: the clogging of the pipelines, the dis- 
criminatory effect upon the low-income groups, and how the regula- 
tion makes unfair distribution of durable products among the public 
to no particular purpose and no economic good. 

I am grateful to you, and I don’t want to take more of your time. 
I appreciate the time that you have given us. 

The Cuarrman. We are appreciative of your shortening your 
statement, because we do have other witnesses, but I do want to say 
this, and I think I speak for the committee: 

When you get those figures that you are going to get for us, if there 
is any additional data you want to file w ‘ith your aiaerhy: we would 


be gl: ad to have you file it before the hear ings are over on June 8 
Mr. Myers. Thank you. 


(The prepared statement of Mr. Myers follows :) 


STATEMENT OF FRANCIS J. MYERS IN BEHALF OF THE NATIONAL FOUNDATION FOR 
CONSUMER CREDIT AND RETAIL CREDIT INSTITUTE OF AMERICA 


Mr. Chairman and members of the committee, the National Foundation for 
Consumer Credit is incorporated in the State of New York, embracing in its 
membership manufacturers of a great many important lines of consumers’ durable 
goods; retailers distributing these products and offering facilities for the use 
of consumer credit ; commercial, industrial and consumer bankers engaged in the 
transaction of consumer credit business; finance companies dealing in consumer 
paper—in fact a cross section of all those factors in the economy interested 
one way or another in serving the consumers in their use of credit. 

The Retail Credit Institute of America consists principally of the owners and 
operators of retail stores throughout the United States and Canada which directly 
offer credit service to their customers, and a few of the major manufacturers of 
durables most frequently sold on credit terms because of their nature. 

It is the objective of both of these organizations to acquaint the people of the 
United States more perfectly with the nature of the consumer credit transactions 
to explore the ways and means of making credit buying more advantageous to 
them as well as to enterprise. The two organizations are engaged in educational 
work through the schools and in other projects to better the mutual relationship 
of buyer and seller as credit is used—and to create a better understanding of 
consumer credit, its purposes, uses and importance to the Nation and the living 
standard of the American family. 

The organizations are engaged in extensive research ; the former along broader 
lines because of its broader membership, the latter more strictly confining its work 
to the field of retailing and retail credit. 

Careful study of the effect of Regulation W of the Federal Reserve System 
upon the economy and the people has led these two organizations to present this 
joint statement to the committee, thus to save the time of the committee while 
simultaneously emphasizing through dual presentation the importance of a joint 
point of view representing a great segment of production, distribution and 
financing—of consumers’ durable goods. 

Those who are members of the two organizations and we who represent them 
are as patriotically motivated to see the Nation safely through the present 
emergency situation as are any Americans. What we shall say to the commit- 
tee represents deep thought and study in an effort to offer constructive assistance 
and economically sound advice with respect to how the system of credit distribu- 
tion operates in the United States, and as tu what steps can and cannot accom- 
plish real deterrents to inflation and the inflationary price pressure which depletes 
purchasing power and the value of our dollar. 

We encourage the Congress by our support, to set up proper machinery to deter 
the spread of inflationary pressure, and lay at its disposal every device and every 
advice in our power to this end. 

We hope that you will bear with us in what may seem to be, after some of the 
testimony you have heard, an entirely new approach to the relationship of con- 
sumer credit to this great problem. 
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THE OFFICIAL PURPOSES OF REGULATION W 


Jxecutive Order 8843 of the President of the United States has been embodied by 
the Congress into that portion of the Defense Production Act of 1950 which 
authorizes the regulation of consumer credit. It states the following objectives: 

1. “To facilitate the transfer of productive resources to defense industries ; 

2. “To assist in curbing unwarranted price advances and profiteering 

which tend to result when the supply of such goods is curtailed without corre- 
sponding curtailment of demand ; 

3. “To assist in restraining general -inflationary tendencies and to pro- 
mote the accumulation of savings-available for financing the defense pro- 
gram; 

4. “To aid in creating a back-log of demand for consumers’ durable goods ; 
and 

5. “To restrain the development of a consumer debt structure that would 
repress effective demand for goods and services in the post-defense period.” 


OBJECTIVE NO. 1. “TO FACILITATE THE TRANSFER OF PRODUCTIVE RESOURCES 
TO DEFENSE INDUSTRIES” 


Productive resources consist of manpower and materials. We believe that 
Regulation W is not the vehicle by which to allocate critical materials. When 
the regulation was first applied, direct controls of these were not at hand; but 
today we allocate critical materials so that the defense effort may take all that 
it needs. What is left for consumers, a continuing tremendous supply, is suffi- 
cient to permit its unmolested apportionment without rationing by the size of 
the buyers’ accumulated cash resources. 

There is no excuse to determine by law which families should have a share of 
this remaining supply, which ones should not. 

Consumers’ goods are flowing from the factories at unprecedented rates com- 
pared with past years. Yet the people are being prevented from dividing this 
production in accordance with their usual practices in free markets. 

Moreover, many products whose manufacture is being dampened by the regu- 
lation do not use much, if any, “critical” material. 

Manpower has been made available to the defense production effort as rapidly 
as Government orders have been committed. We know of no instance in which 
the production of civilian durables has denied manpower to defense production 
or in which it is likely tu do so. 


Productive capacity being wasted 


To the contrary, the output of important consumers’ industries is cut back 
today by the effect of Regulation W, alarmingly reducing the weekly pay of 
thousands of workers who have been offered no alternative defense jobs nor any 
prospect of them. 

Employment, according to statistics, is at high levels, but many men are counted 
as “employed” when by factory cut-backs they work 3 and 4 days a week, with 
materially lessened income. Productive capacity is wasted. The wealth they 
could produce is denied to the Nation. 


OBJECTIVE NO. 2. “TO ASSIST IN CURBING UNWARRANTED PRICE ADVANCES AND PROF- 
ITEERING WHICH TEND TO RESULT WHEN THE SUPPLY OF SUCH GOODS IS CURTAILED 
WITHOUT CORRESPONDING CURTAILMENT OF DEMAND” 


Here a use of control over consumer credit is considered, which time has proved 
entirely impotent. Even the underlying set of facts on which it is based has 
not materialized. 

Had it not been for scarce statements emanating from the Government itself, 
the sudden burst of demand for durables in the latter part of 1950 never would 
have assumed the proportions that it did. 

Warehouses and pipelines clogged 

As the second quarter of 1951 ends there is almost no important line of durables 
in which inventories are not in excess of consumer demand. In fact, most pipe- 
lines are far too full. The only basic shortage tollay is one of warehouse space. 

Economists for years have held that the most deflationary program possible for 
a nation is continued high-rate production and fast distribution to the public. 

We have today high-rate production, with Government controls artificially 
imposed on one segment of distribution—to shift the heavy pressure of con- 
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tinuing consumers buying power to other unregulated but highly sensitive mar- 
kets, with great inflationary effect. 

Major durabies are being produced-in such gigantic quantity that we rapid] 
approach a state in which the problem concerns the capital and credit largely 
already invested in finished goods, produced, transported, and warehoused. 





Drop in consumer debt offset by rise in wholesale outstandings 


The people of the United States, with ample income to finance the consumption 
of these products, are restrained in their purchase by Regulation W. To the 
extent that unmoved inventories become tied up in warehouses, it is impossible 
for business to repay the banks which have financed this production and ware- 
housing. Consumers held off by Regulation W turn their purchasing power to 
other nondurables and services as we have pointed out. 

The committee may be surprised to know that whereas consumers since 
January 1, 1951, have reduced their indebtedness for the purchase of automo- 
biles—actually bank loans outstanding to finance unsold automobiles in the 
hands of manufacturers and retailers have increased more than the consumer 
indebtedness has decreased. 

The same is true in the other “regulated” durables lines. Obviously the net 
effect of Regulation W has been inflationary here. 

The structure of durables’ prices 

The prices of regulated durable goods will not be held down by Regulation W, 
except perchance in the case of “distress selling,’ which certainly it is not the 
Government’s purpose to encourage. 

Prices of the heavy durables are based on costs of production. We believe this 
can be demonstrated in every major industry, particularly with respect to prices 
since Korea. 

The cost of labor is a most important underlying ingredient in the price of 
these durables. The price paid for labor is based either directly or indirectly 
upon the cost of living or the cost-of-living index. 

The cost-of-living index rises more sensitively to increase in the price of non- 
durables and perishables than it does to the price level of major durables. This 
is obvious because only 15 cents of each consumer dollar spent is invested in 
durables, including automobiles, 85 cents going into nondurables markets. 

When Regulation W prevents the durables industries from siphoning off 
“excess purchasing power,” which in turn, since it cannot be used for durables, 
goes into the purchase of nondurables and perishables—this tends to force up- 
ward prices in the latter areas, raising the cost-of-living index. The next step 
the durables industries must pay more for wages to meet this index increase. <A 
vicious cycle where durable prices are forced upward not by demand in the dur- 
ables markets so much as because of increased demand and hence increased prices 
elsewhere. 


A measure couched in the theory of shortages when there are no shortages 


The manufacturers of consumers’ durable goods are producing in tremendous 
quantities. Regulation W, couched almost entirely upon a theory of drastic 
shortages and the need to eliminate certain purchasers from the markets, has 
hurt several million American families. 

The regulation overlooks vast new developments in manufacturing with sub- 
stitute materials—when and as any ingredient reaches short supply. In radio, 
television, floor coverings, furniture, and even electrical appliances this is being 
demonstrated daily in a modern miracle of production. There is no sign of an) 
real supply bottleneck ahead, with substitute ingredients testing out in many 
instances better than the originals. 


Production without distribution is waste; national wealth being destroyed 


A great many furniture factories in the South are running but 3 and 4 days 
a week. Their production can be increased 25 to 35 percent and without any 
damage whatever to the defense effort. The workers who are employed 3 and 4 
days a week with materially reduced earnings because of regulation W, for ao 
national purpose, suffer while the people of the United States are said to poss’ss 
“excess purchasing power” which could purchase easily all the products these 
workers could produce. 

The steel shut-down a few years ago is said to have cost the country a net 
loss, never to be made up, of 40 million tons of steel. This 40 million tons would 
stand the Nation in good stead today—but it does not exist. 

So it is today with several durables industries. Hundreds of millions of 
dollars worth of industrial production can be produced to enrich and enhance 
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the wealth of the country, to undergird the standard of living against lean years 
which may come—but this production is being cut back by regulation W. 

This is destroying wealth, the most inflationary and uneconomic procedure any 
nation could undertake, one which any nation shuns, to say nothing of deliber 
ately, artificially creating such a situation. The furniture and other production 
which could be produced this year but which will not be produced because of 
regulation W, constitute destroyed national assets which can never be restored. 

If we are ever to have real scarcities of consumers’ durable goods, failure to 
capitalize upon this potential production today, will cost us dearly. 


Rationing when there are no shortages 

With all sorts of electric appliances in very good supply, there is no reason 
whatever why the “little families” of this country should be prevented from 
purchasing them—free from paternal interference with family budgeting. What 
good can come of restricting’ these folk now? Or of forcing them to resort to 
liquidating savings in order to possess their share of these products already in 
the stores? 

The history of the last 8 months has proved the unfairness of the appli- 
cation of this system of rationing by the pocketbook, which has forced the less 
fortunate folk, economically, to spend their cash for products which do not last, 
products of their second choice, while all the rest of us can use our good judgment 
to stock up on the more lasting products whose possession implies a large element 
of savings as contrasted to the immediate consumption without savings which 
follows too heavy apportionment of family money for nonlasting things immedi- 
ately consumed. 


OBJECTIVE NO. 3. “TO ASSIST IN RESTRAINING GENERAL INFLATIONARY TENDENCIES, 
TO SUPPORT OR SUPPLEMENT TAXATION IMPOSED TO RESTRAIN SUCH TENDENCIES, 
AND TO PROMOTE THE ACCUMULATION OF SAVINGS AVAILABLE FOR FINANCING THE 
DEFENSE PROGRAM” 


Seventy-eight percent of the Nation’s families have no outstanding installment 
indebtedness, according to Government figures.’ 

Obviously, then, no regulation of installment credit could at any time affect 
more than the remaining 22 percent. We shall show how actually it affects only 
a small percentage of this 22 percent and how, therefore, while it affects several 
million families, it cannot have any appreciable impact upon inflation. 

We shall continue to show also that regulation W’s effect, rather than deflia- 
tionary, is considerably inflationary—that it tends to push prices upward, not 
downward; that it causes heavy withdrawals from the accumulated savings of 
families who would normally use installment credit. 

We shall show that “W” has cost the Federal Government hundreds of millions 
of dollars in cold cash, that it is turning hundreds of millions of savings dollars, 
hard-cash dollars, into the stream of commerce unnecessarily, and with great 
inflationary effect. 

Only 22 percent of family units have any installment debt? 

The Federal Reserve System, through its Survey of Consumer Finances, shows 
that about 22 percent of America’s family buying units have any installment 
indebtedness whatever. About 52 percent have any indebtedness of any kind, 
including what they owe to their parents, grandparents, uncles, etc., as well as 
to banks and business, including their debt on real estate. 

Almost half of these owe less than $100 

Of the 22 percent of the family spending units which have some installment 
indebtedness, a little less than half owe between $1 and $99 on installment 
accounts, 

Most of the remainder owe between $100 and $499, with a small fraction owing 
more than this on installments. 

Obviously these peopie for the most part are at the low end of the economic 
ladder where installment purchasing is of real importance to them, helping them 
apportion and budget their relatively smaller incomes, to permit them to pos- 
Sess sole of the larger, more expensive products which have become known as 
necessities to the American way of living. 

a 

* Survey of Consumer Finances, 1949 and 1950, conducted by the University of Michigan 


for =e Board of Governors of the Federal Reserve System. 
* Ibid. 
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Only 15 cents of each consumer dollar goes for durables ; 9¥, cents for types that 
invite use of installment credit 

Our next measurement of the effectiveness of consumer credit controls is 
contained in the following chart which may startle members of the committee. 
Consumer credit controls are confined to installment credit; furthermore are 
confined to transactions involving “durables.” It may surprise the committee 
that the American people in 1950 used only 15.3 cents* out of each spent con- 
sumer dollar, for all their purchases of durables, including automobiles, whether 
regulated or “exempt” from Regulation W. 

The following list showing per capita consumer spending in 1949 also is taken 
from data regularly published in the Survey of Current Business. While the 
figures are for 1949, there has been no appreciable change percentagewise for 
1950. 

Per capita consumer spending in 1949 
Cents per 


each 
dollar 


Cents per 
each 
dollar 


Per capita 
spending 


Per capita 
spending 


Item 


Books, magazines, news- 
papers 
Domestic service 


Groceries car $268 20. 
Direct taxes : 126 9 
Housing o— 116 9. 


Apparel. ___- 105 8. 3 
4. 
4. 


Medical and burial___- 61 
| ; ‘ 54 
Meals... -..-.- 51 
Alcohol 51 
Miscellaneous household 
Operation - 

Gas and oil. - 

Tobacco 

Personal business 

Public transportation 

Utilities 

Miscellaneous recreation 

Fuel and ice 

Shoes and footwear 

Furniture 

Electrical appliances 


vn co 


Religion and welfare 
Telephone... 

Toys and sports equipment 
Tires and auto parts 
Education (private) 
China, tableware, utensils 
Cleaning and pressing -- 
Auto repair 

Movies 

Jewelry and watches 
Cosmetics and personal 
Barber and beauty 

Floor coverings 

Foreign travel 

Laundry 

Miscellaneous clothing 


accessories 


band ed bed teed teh fd fd fed tt 


Life insurance (net) Auto insurance ; : so 
Radio, T'\’", musical instru- ; aan 
ments : cae ‘ | 15 100. 0 


Note.—The committee will note the items italicized depict those in the purchase of whi 
credit is any real factor. 


Survey of Current Business, U. 8. Department of Commerce. 


The total of items italicized shows 9.2 cents of each consumer dollar spent 
for such goods in the aggregate. 

The seeming discrepancy between this 9.2 cents and the 15.3 cents previously 
mentioned as the percent of each consumer dollar spent for durables is accounted 
for in the smaller durables which the larger figure includes, in whose sale 
installment credit is rarely used. 

Of this 9.2 cents, 4.2 cents represents the purchase of automobiles; 
the other durables. 

Approximately 60 percent of all these durables sold in 1950 were bought for 
cash, hence involved no use of credit. 3 


5D cents, 


This is to say—only 3.7 cents per con- 
sumer dollar spent, involved transactions of a credit nature. 
Regulation W can have economic effect not greater than one-half of 1 percent 

Further, in addition to cash sales one must subtract from the totals, amounts 
credited on these purchases for old goods “traded in” and the down payments 
which were made. According to Federal Reserve figures this accounts for about 
0.8 cent of each dollar spent, reducing the above 3.7 cents to 2.6 cents, which 
can be said to have been spent involving actual credit used. 

Not all durables are “listed” items under Regulation W, but even if they were, 
the regulation could have bearing only upon this 2.6 cents of each consumer 
dollar. 

The records of retailing show that not one-third of installment sales are in 
any way affected by Regulation W since they are habitually made on stronger 


8 Survey of Current Business, U. S. Department of Commerce, April 1951. 
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terms than any conceivable regulation could require. Thus the actual impact 
of W can affect not more than one-third of the above 2.6 cents, or perhaps as 
much as eighty-five one-hundredths of 1 cent per total consumer dollar spent. 

Moreover no regulation would change or cut off 100 percent of the business 
it affects. Regulation W accelerates payments to a certain degree, not 100 
percent of course. It eliminates some, not all, of the sales on which it has 
some influence. 

Thus the impact of “W” on the consumer economy as a whole cannot be meas 
ured as more than one-half of 1 percent—an effect far too small to be worthy 
of the cost it involves in so many ways. ; 


Effect of W on savings and on United States E bond program 


The Federal Reserve System reports that consumer installment indebtedness 
has dropped $480,000,000 from January 1 to March 31. Except on careful study, 
this seems distinctly deflationary. 


Examine, however, what has taken place. 


Liquidated bonds and savings far outstrip debt reduction 


1. In the first 4 months of 1951 the people withdrew $450,000,000 more cash 
from their accumulated savings deposits than in the same 4 months of 1950. 

2. They redeemed of series E Government savings bonds, $329,000,000 more 
than they purchased. 

3. They withdrew $90,000,000 net from their postal savings. 

If this rate should continue for a year, it means a net withdrawal of money 
consumers have loaned the Government, amounting to more than a billion dollars 
over new purchases of the bonds, plus an additional $1% billion from savings 
accounts and almost $400,000,000 from postal savings. 

Regulation W has been a principal cause of this unprecedented liquidation of 
savings. 

To reduce consumer indebtedness by $480,600,000 at the terrific cost of cutting 
into bonds and savings to the extent of net $869,000,000 in only the first third 
of 1951, has been a terrible and inflationary price to pay for consumer credit 
control. 

The net effect is clearly inflationary. The purchase of products with cash 
increases the speed of turn-over of the money supply as no credit transaction 
ever could. When that cash is drawn not from income but from savings, the 
inflationary result is multiplied. 


E bond program jeopardized 


The Treasury no longer can sell new E bonds enough to equal those it must 
redeem. Consumers redeeming these bonds to meet the down payment require- 
ment of Regulation W, actually are cashing in several times as many as they 
need for down payments—and are purchasing for “all cash.” 

Moreover the high monthly payments required by Kegulation W make it 
impossible for tens of thousands of families to purchase new E bonds monthly 
out of income, 

Their terrific liquidation of savings is unmistakable proof of the people’s 
reaction to a Government decree that certain families are chosen to be prohibited 
their fair share of products produced and in stock in this country, products they 
find plentiful in the stores—purely because it has been their practice to buy 
on installments. 

To the extent that they possess savings, the people’s reaction has been direct, 
immediate, and drastic. it continues to be so. 


Consumer debt repaid—no proof of deflationary effect 


It is not clear that the repayment of $480 million net of installment debt in 
the first quarter of 1951 has had a deflationary effect. ‘his sum paid off by 
consumers was paid to retailers who in turn did not bury it—but used it. Even 
if the retailers repaid bank loans with it, and of course not all did, the net effect 
was to release funds one way or another for use in the stream of commerce. 
Obviously much of this had inflationary effect. 

Should one doubt what has happened to the great bulk of liquidated savings 
of the people—there is proof that it went into the purchase of durables for cash, 
and of course some went into real estate. 

Six months ago furniture and other durables stores were reporting approxi- 
mately 55 percent of their business volume on the installment plan, 45 percent 
“for cash.” In the first 4 months of 1951, after the real impact of Regulation W, 


> 


these stores suddenly have found themselves doing 68 percent of their business 
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for cash; 37 percent on installment accounts. In the period durables’ sales were 
“off” across the Nation possibly net 10 percent, not enough to account for this 
tremendous reversal of cash to credit volume, which unquestionably reflects the 
unprecedented appearance of erstwhile installment customers ready to pay 
cash from redeemed bonds and liquidated savings. 

Too, merchants and bankers in many cities have been inguiring of customers 
to ascertain the reason for their sudden change to cash buying. Overwhelmingly 
the reason given has been “Regulation W.” 

That consumer credit regulation has in any way encouraged the people to 
save, or to purchase E bonds, has been shown false as a premise. 


Cash purchases with liquidated bonds and savings—far more inflationary than 
installment buying 

Not 50 percent of American retailers resort to bank loans to finance their 
inventories or receivables, 

When a consumer purchases for cash from such a merchant, this retailer imme- 
diately receives again in cash the full capital he had invested in the product 
sold. This permits him immediately to pressure wholesale and manufacturers’ 
markets to replenish his inventory. 

But, when the consumer purchases from such a retailer on installment accounts 
the merchant must wait 6, 8, 9, or 12 months before he has rehabilitated his cash 
sufficiently to return to the manufacturer and order replacements. 

Regulation W, to the extent that it forces consumers to pay up their installment 
accounts more rapidly, permits these countless merchants far more quickly to 
renew their pressure upon the manufacturers for replacements. This phe- 
nomenon rarely is given thought by those who see surface indications that Reg- 
ulation W is a detlationary tool. 

Almost all economists, including members of the Board of Governors of the 
t‘ederal Reserve System, are on record as saying that credit which in its use 
adds to the active supply of money—exerts an inflationary influence, if not used 
to increase production and supply. 

The error in judgment is evidence when one confuses the use of consumer 
installment credit at retail stores with the use of bank credit which creates 
money. Consumer credit is used primarily in the distribution of buying power 
already created and of products already fully produced and in stock—which 
is principally deflationary. 

The vast majority of installment transactions in retail stores actually slows 
up the turn-over of the existing money supply—hence is deflationary as con 
trasted to the use and creation of money through bank credit which adds to the 
supply of money. 

The net point here is that any action by the Government or Federal Reserve 
System to reduce properly the creation of inflationary money through bank credit, 
obviously is a step toward deflation. 

But to assume that to cut down the use of consumer credit and so to speed up 
the rate of repayment of consumer installment accounts likewise is deflationary- 
is false economie thinking. It is equally unsound to assume that to cause people 
to redeem bonds and liquidate savings to get their share of available products 
denying them the installment privilege—is deflationary. 


Too great a social cost for too questionable an economic purpose 


Damaging too many people for too small a net result—is equally distressing as a 
social and economic measure in a democracy seeking to preserve itself. We return 
tor a moment to our data, from the Government’s own figures, showing how 
Regulation W can have no more than one-half of 1 percent effect upon the 
consulner economy. 

One may ask: “How then can such a small effect as this be damaging to so 
many?’ Let us examine the facts. 

Actually with this very small total potential economic impact, Regulation W 
can damage a great many of the “little families” of the country. For instance, 
it can drastically alter and to considerable degree cut off the automobile pur- 
chases of 600,000 families, while at the same time altering or eliminating a 
million and a half other purchases of durables, averaging between $150 and $200. 
In other words, 244 million families or more, by rough calculation, can and do 
feel the prohibitive impact. Any number of such combination of calculations 
can be presented. This economy is so great, so large that millions of people 
can be hurt by a program which at its greatest degree of effect has no material 
result upon our broader national economie picture. 
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Regulation W eliminates sales of durable but actually only shifts over-all demand 


An equally little explored effect of Regulation W is this: Whereas its direct 
impact can be measured as potentially only one-half of 1 percent—on the con- 
sumer economy (less than this on the total national economy)—in practice its 
real economic impact is far less. For while consumers can be cut back in their 
purchasing of certain regulated items, the regulation cannot affect their actual 
total disposable income. 

A family with $4,000 income still has this $4,000 to spend—regardless of credit 
regulation. This family can be prevented from buying an automobile or washing 
machine, but it still has $4,000 to spend. 

Regulation W, having done nothing whatever to increase the rate of savings 
of the lower- and middle-income families, to the contrary has caused them to 
draw heavily from existing savings—far more heavily than they would have if 
there had been no credit control—as we have shown. 

Actually the regulation has caused those families, prevented from buying 
durables, to pressure other markets more heavily with their unchanged buying 
power—those of nondurables and perishables—in which, to the housewife, the 
real impact of inflation centers today. 

Hence, while Regulation W can and does cut back the demand for durables, 
or causes the people to liquidate savings to buy these products, which as we have 
pointed out are in very good supply, actually W merely transfers any erased 
demand to other areas, where inflationary pressures already are great. Here 
again the regulation shows itself to be highly inflationary. 

Further, whereas installment purchasing by consumers slows up the turn-over 
of money as explained above, when the equivalent purchasing power is thrown 
into the perishables and other cash markets for small individual purchases, the 
speed of money turn-over is noticeably increased, a well-accepted inflationary 
phenomenon. 


OBJECTIVE NO. 4. “TO AID IN CREATING A BACKLOG OF DEMAND FOR CONSUMERS’ 
DURABLE GOODS” 


It has been demonstrated now after the experience of the past 10 years that 
it is impossible to create a consumer-buying backlog of any proportions. Con- 
sumers purchase in age cycles. Those who would have purchased refrigerators 
in 1950 do not put off such purchases until 1953. Consumer backlogs can be 
created over a series of months —but not years. Business lost in a series of 
years is lost to the economy for all time. Each succeeding series of years can 
draw only upon its own potential markets. 

Living standards pushed back by artificial or natural economic phenomenon, 
through any extended period, result in economic loss to the Nation which cannot 
be recovered. 

The principle of backlogging consumer demand now has become so untenable 
in the minds of both economists and those in indutry after our experience of 
the last decade, that little demonstration is required on this point today. There 
is little evidence that the purchases of consumers after World War II, heavy as 
these were, were more than the buying developed by the normal needs of existing 
and new families in each successive 2-, 3-, or 4-year period. 

The durable goods which were not produced during the World War II years, 
like steel tonnage lost during the recent shut-down, never will be produced. 
This is one of the economic costs of war. Production and distribution lost in 
1951-53 will never be made up—one of the costs of our present semiwar. 

The cashing of E bonds and the wave of withdrawals from savings accounts— 
which would have demonstrated the theory that people were buying on back- 
logged demand at the end of World War II—did not materialize as expected. It 
was not until the public began to anticipate, buy ahead, in middle and late 
1950 that this liquidation of savings occurred. The public does, on occasion, 
anticipate in its buying, but it has never been known to backlog its demand. 


OBJECTIVE NO. 5. “TO RESTRAIN THE DEVELOPMENT OF A CONSUMER DEBT STRUCTURE 
THAT WOULD REPRESS EFFECTIVE DEMAND FOR GOODS AND SERVICES IN THE POST- 
DEFENSE PERIOD” 


The relationship of total consumer indebtedness to the disposable income of 
individuals and to national income has just about returned to the level reached 
in the period 1956-39, often considered by economists as a base period. 
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Consumer credit has the unusual feature that it completely revolves, is created, 
and is paid off in full, as a whole, well within any 12-month period. Charge 
account and similar segments, totaling $5 billion of the total, revolve within about 
120 days. Consumer debt represents goods recently, currently purchased—not a 
debt load left over from some previous economic period. 

Too, with only 22 percent of the 51 million family units owing any installment 
debt whatever, and with almost half of these owing from $1 to $99, the much 
publicized thought that consumers are anywhere near over their head in debt 
becomes fictitious. 


Real danger impaired savings 

The real danger in Regulation W with respect to consumer buying power after 
the emergency lies in the fact that while to a small degree it may diminish 
outstanding indebtedness, to far greater degree it is a heavy deterrent to the 
accumulation of savings in the hands of lower-income families especially. 

While total national savings continue to rise it is evident from Government 
figures that they are concentrating in ever stronger hands, in larger accounts 
held by the few—with less and less in the smaller accounts. 

The family which has been forced by regulation W to liquidate its savings is 
in a far more precarious post emergency position as far as buying capacity is 
concerned than the family which has been permitted through the years to pursue 
its normal budgeting of income. 

The use of installment credit does not tie up the family financially. It merely 
permits the family with $4,000 of income to apportion and budget this amount 
to provide for a larger percentage of durable purchases than otherwise would 
be possible. 

To eliminate these durable purchases, hence eliminate installment indebted- 
ness, would not leave the family in a better position at the end of the emergency 
period. The family which has provided itself with its fair share of the durables 
produced is equipped with a backlog of consumers’ plant and equipment—of con- 
siderable continuing capital value, which in itself is sound foundation upon which 
to plan family spending for each ensuing year. 

The family which because of regulation W has on the one hand liquidated its 
savings and on the other has got out of the habit of purchasing durables of last- 
ing value is not likely to be the best potential market for durables when the cur- 
rent emergency period ends. It will have sunk to a lower physical standard of 
living, and from this lower base it will cost the economy far more in advertis- 
ing, promotion, and education to persuade it all over again to accumulate 
durables. and to draw back somewhat from a habit of too heavily buying un- 
necessary nondurables and services. 

Private enterprise found long ago that the finest and most active market for 
American products lies in the families which have learned by continuing prac- 
tice how to budget, how to divide family income properly between durables’ pur- 
chases and expenditures for nondurables. 


Federal Reserve figures on consumer debt in error 

A vitally important point here is the vast error in the Federal Reserve 
statistics which allegedly measure current consumer indebtedness, an error 
admitted by the Board of Governor to exist, its extent unknown. 


Prror already corrected—$2,200,000,000 

Since last the Reserve Board came before this committee last summer to ask 
for consumer credit control authority, the Board of Governors has admitted an 
error of more than $2,200,000,000. It has subtracted this from the published 
alleged consumer indebtedness. The error itself, 6624 percent overstatement 
found in single payment loans. These were seen to include countless individual 
balances of over $3,000, obviously not consumer loans, but the borrowings of all 
types of business firms, professionals, and investors. 

Corresponding error—installment loans? 

No correction has been made for a similar inaccuracy in consumer install- 
ment loans where balances of more than $3,000 also are common, indicating 
that they are not consumer borrowings. Too countless loans of less than $3,000 
are advances to small-business people, lawyers, doctors, tradesmen, roomin 
houses, and other nonconsumers, still hidden in the published totals, attributes 
to consumers. 

We cannot list all of the many other inaccuracies believed to lie in the cur- 
rently published figures. A few illustrations may suffice. 
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Error in service credit? 

Service credit outstanding, according to the Federal Reserve System, includes 
indebtedness for telephone, electric, and gas service. 

Residential telephone bills are all payable in advance, except for long-distance 
calls and these, according to the telephone companies, when billed to residential 
phones are possibly 95 percent nonconsumer in origin and purpose. 

The public has on deposit with the electric power and gas companies several 
hundred million dollars in advances, a direct offset to each current monthly billing, 
for which the Federal Reserve System has made no known allowance. 

You may be surprised to find the monthly billings of launderies include as 
consumer indebtedness. The launderiés say that 90 percent of their billings are 
industrial, and business in nature, not consumer. 


Debt for business automobiles charged to consumers 


About $4 billion of the alleged total indebtedness of consumers is listed as debt 
for the purchase of automobiles. Government statistics available to the com- 
mittee show that over 30 percent of the passenger automobiles purchased are for 
nonconsumer use. 

These are purchased by corporations, business and professional men, and 
others, yet as far as can be ascertained the indebtedness is charged to “consumer 
debt.” 


The installment sales debt of business 


No deletion has been made from the figures on installment sales credit out- 
standing (other than automobiles) to allow for the fact that the receivables of 
stores include indebtedness of all sorts of professional men, doctors, lawyers, 
etc., Small business firms, clubs, rooming houses, hotels, and other nonconsumer 
purchasers, on installment credit, for all sorts of business purposes. This may 
prove an error of overstatement as much as a third of a billion dollars. 


Charge-account debt subject to scrutiny 


Members of the committee may not realize that in the item, “Charge-account 
credit,” listed at about $4 billion, approximately one-half, perhaps more, repre- 
sents the billings of stores where consumers who buy in the month of May are 
billed at the end of the month, and pay up out of salary earned in May, but not 
paid to the worker until the month ends. 

Members of the Board of Governors have emphasized to this and other com- 
mittees that consumer credit represents the mortgaging of future income to 
satisfy current purchasing demand. If the Governors and the Congress follow 
this definition, then at least $2 billion of the alleged indebtedness of the people 
in charge accounts is not credit at all, for it does not represent the mortgaging 
of any future income. 

There are many other errors to which we can direct your attention. We sub 
mit the above purely as indicative of the tremendous job which must be done 
before the Federal Reserve data can be acceptable in support of the theorem that 
consumer indebtedness has major effect upon inflation and the economy. 

There are two sets of Federal Reserve figures 

The Federal Reserve System has two sets of figures, only one of which it has 
presented forcefully to the Congress. We call the Committee’s attention to the 
Survey of Consumer Finances, published each year in the Federal Reserve Bul- 
letin. 

The survey is conducted annually by the University of Michigan, using direct 
personal interviews with a sound cross section of American family buying units 
throughout the country, and is financed and directed by the Federal Reserve 
Governors, 

This study, from which we have drawn data earlier in this brief, and which 
can be found complete (in installments) in the Federal Reserve Bulletins, 
analyzes consumer debt of all types, measures it by categories, failing only to 
tabulate the over-all totals in dollars. However, from this data it can be ascer- 
tained mathematically that the people of the United States as consumers could 
not owe more than $12 to $14 billion, perhaps much less. 

This is in great contrast indeed to the $20 billion figure currently publicized 
by the Reserve System in almost all of its pronouncements concerning total con- 
sumer outstandings. While total outstandings as such have little or no bearing 
upon economic fluctuation, nonetheless knowledge that the dead-weight mea- 
sure of total consumer debt is much less than usually alleged in comparison 
with national income and individual disposable income is important. 
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IN CONCLUSION 


Members of Congress and many others have been led to believe that the control 
of consumer credit is important to the stifling of inflation. 

We sincerely believe that it is demonstrated statistically that a small but 
important segment of the littlest people, those least able to bear the brunt of 
economic measures, such as W, are forced here to accept burdensome regulation 
upon their already meager budgets while gigantic cash markets dabbled in by 
many times as many Americans, with many times the inflationary effect, go 
scot-clear of any proportional share in carrying the patriotic burden of ccktineste 
frugality. 

Untimely inefficacy of consumer credit control 

We respectfully ask the committee to consider the untimely inefficacy of con- 
sumer credit controls and to end them. We suggest study of how these controls 
boomerang, how their effect which locks deflationary on the surface actually 
is terrifically inflationary: how they are costing the Treasury the success of its 
E bond savings program; how they are defeating the savings program of .count- 
less little families and how Regulation W is dislocating the flow of business, 
causing the piling up of inventory, the clogging of pipelines, in the durable 
fields ; the laying off of workers, the reduction of workers’ weekly income; how it 
is wasting potential national wealth, lost forever if not produced now when it 
can be produced and distributed; how it foists unfair distribution of durable 
products among the public—to no patriotic purpose, and to no economic good. 

We who present this position are as much interested in and as loyal to the 
Nation's defense program as are any others in the United States. We are ready 
to join in any real, effective fight against inflation. 

But we do ask that fact, not hysteria, shall decide the national policy, that 
consumer credit controls be measured for what they really are—and be discarded 
while we work with more potent tools. 


The Cuarrman. Mr. Moloney, will you come up, sir? 


STATEMENT OF JOHN F. MOLONEY, ON BEHALF OF NATIONAL 
COTTONSEED PRODUCTS ASSOCIATION 


Mr. Moroney. Mr. Chairman and members of the committee, my 
name is John F, Moloney, and T live in Memphis, Tenn., where I am 
employed as economist by the National Cottonseed Products Associa- 
tion. That organization is a trade association representing the cotton- 
seed-processing industry of the United States. We have as members 
320 of the 340 cottonseed-crushing mills in the United States. These 
mills are located throughout the Cotton Belt from North Carolina 
to California. We also have as members 61 refiners of cottonseed oil, 
43 dealers and 44 brokers handling cottonseed products, and 
chemists. 

The cottonseed crushing mills purchase cottonseed and process it 
into four products: crude cottonseed oil, cottonseed cake or meal, cot- 
tonseed hulls, and cotton linters. The refiners purchase crude oil, re- 
fine it, and either complete its manufacture into finished products or 
well-refined oils to other food manufacturers. The dealers purchase 
and resell cottonseed cake, meal, and hulls. The brokers serve as sales 
agents for the mills and other sellers of cottonseed products. ‘The 
chemists perform the analytical work necessary to determine the 
quality of cottonseed and cottonseed products. 

Senator Bricker. What about the cotton linters ? 

Mr. Mooney. The linters are also marketed through dealers or 
directly, and they are used in a wide variety of products, in the bed- 
ding and furniture industry, and on into the chemical industry. 

The cottonseed processing industry approves generally, under the 
special conditions of mobilization, those sections of the Defense Pro- 
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duction Act that authorize priorities and allocations and the limita- 
tion of inventories and credit. We are opposed to title IV of the act 
which authorizes ceilings on prices and wages. I believe we can best 
be helpful to the committee by citing briefly a few specific examples 
of the way in which price controls interfere with the operation of 
our industry. 

Senator Bricker. You mentioned the limitations on inventories and 
credit, restrictions on hoarding, and-also the restrictions on credit 
such as Senator Myers just testified to. 

Mr. Moroney. I find myself differing somewhat with the preceding 
witness; that is true. 

Senator Bricker. It doesn’t enter into your industry to any con- 
siderable extent at all. You don’t sell on credit terms? 

Mr. Moroney. No; our business is entirely on a cash basis. Like 
all industries processing agricultural pr oducts, cottonseed processing 
is highly seasonal in nature. Most of the cottonseed crop is sold by 
the farmer to the ginner at the time the cotton is harvested and ginned. 
The ginner, in turn, sells the seed rapidly to the cottonseed crushing 
mill. On an average, 82 percent of the cottonseed crushed are de- 
livered to the mills during the 4-month period ending December 31. 
The purchase of this seed during such a short period of time involves 
a large outlay of cash, a substantial portion of which must be borrowed 
from the banks. The mills cannot possibly process the seed as rapidly 
as it is purchased and delivered to them and they naturally attempt 
by hedging operations to reduce the tremendous market risk involved. 

The principal method used to hedge this risk is the contract for 
future delivery. Perhaps, I should emphasize that I am not referring 
here to contracts on the organized commodity exchanges. 

Senator Scuorpret. Mr. Moloney, how would the restriction on 
the dealing in futures that are involved in this affect your industry, 
then ? 

Mr. Moroney. I am coming to that, Senator. 

The industry does use the exchanges to a limited extent in its 
hedging operations, but the predominant method of hedging is the 
contract for future delivery made directly between buyer and seller. 

Senator Bricker. You are considering the dealing between the 
ginner and the processor ? 

Mr. Moroney. I am considering the contract between the seller of 
cottonseed oil, let’s say, and the food product manufacturer, such : 
your Capital City Products Co. at Columbus, or Durkee up 
Cleveland. 

For example, a mill that is buying cottonseed in large volume 
during September will sell crude oil to refiners for delivery during 
October, November, December, or later months, as it processes the 
seed. It will sell meal and hulls to dealers, feed manufacturers, and 
others on the same basis. Linters will be sold to dealers, chemical 
pulp plants, and others, also for future delivery. 

The CnHamman. They haven't rolled back any of those prices, 
have they ? 

Mr. Motonry. We did have a roll-back on oil, yes, of about 
cents a pound in the early part of February. 

The Cuatrman. They rolled it back? 

Mr. Moroney. That is right. 

The CHarrman. All cottonseed oil ? 
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Mr. Moxonery. That is right. 

The Cuatrman. Who suffered in that roll-back? Those handling 
contracts for future use ? 

Mr. Motonry. Nobody suffered on this roll-back, because that was 
the one exception that I know of where OPS has been honoring 
existing contracts. 

The Cuarrman. They honored existing contracts on cotton, I 
understand. 

Mr. Motoney. That is true; they have honored them on our oil, 
but I want to discuss some of the other products. 

Senator Scuorrrer. They didn’t honor them on the roll-backs on 
men who bought cattle, though, did they? All over the country? 

Mr. Motoney. It is my underst: anding they have not, Senator. 

The Cuatrman. They limited the cotton to a period of 3 months, 
and then everything was mixed up. I am surprised to find what he 
says—that nobody lost anything. That is why IL asked the question. 

Mr. Moroney. Let me say—— 

The Cnamman. I know of somebody who lost, but it wasn’t 
somebody who had a contract that lost. 

Mr. Motonry. Those who had sales of oil on contract were per- 
mitted to fill those contracts, but those who had cottonseed against 
which oil had not been sold, of course, took at least a paper loss of 
the 2-cent roll-back. 

Senator Scuorrrer. Don’t you, though, consider that that did have 
an effect upon the price you paid ¢ 

Mr. Mooney. No; not on last year’s crop, Senator, because of the 
fact that the crop had already been bought from the farmer when 
this took place. 

Now, I am coming to the effect on next year’s crop, however. 

Senator ScHorrre.. I am glad you are, because | can see an effect 
down the line. 

The Cuatmman. The majority advanced during October, Novem- 
ber, and December. 

Mr. Moroney. These contracts for future delivery are the very 
basis of the marketing system in the cottonseed processing industry, 
yet price control, in operation, has generally invalidated such con- 
tracts. 

The Cuatrman. We put something in the law about contracts, you 
know. 

Mr. Moroney. I know you have it in there, but apparently some of 
the attorneys downtown don’t interpret it the way you do. 

The Cuamman. Let me ask for the benefit of the committee; we 
were very careful in trying to put those contracts in the law: 

Is there any suggestion that you could submit to use of stronger 
language, because you come in contact with that day by day? Unfor- 
tun: ately, we won't, we can only hear what they have to say; is there 
any language you would suggest to tighten that section of the bill? 

Mr. Moroney. I haven’t developed any such language yet, but I 
will be very glad to. 

The CHatrmMan. You never know what will happen between now 
and the future. I wish you would suggest something that would 
make it so that any attorney can’t question the intent of Congress, 
because it was Congress’ intent that contracts were to be protected. 
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Mr. Moroney. Of course, we are hoping that you will eliminate 
this whole thing. 

The CuarrmMan. I understand that, but sometimes our hopes get 
the best of us. I am not suggesting what will be done. I know one 
thing was certain when we wrote the law last year; everybody insisted 
on that contract provision, whether it be for the future, or whether it 
be for a year from now, should not be molested. 

Mr. Motonzy. We thought that it was in the act, Senator, but we 
found out differently. When the general ceiling price regulation 
was issued in January, all such contracts were invalidated if the price 
involved exceeded the price during the so-called base period. 

This was later corrected to the extent of honoring contracts for oil 
in effect at the time of the general freeze. No such action has ever been 
taken with regard to contracts for meal, hulls, or linters and, of 
course, the present protection on contracts for oil can be removed 
at any time. 

Senator Bricker. Why was it not removed on meal, hulls, and 
linters? Is that not as important a portion of the product as the 
cottonseed oil ? 

Mr. Motonery. I wish I could answer that. I don’t know the an- 
swer to that, Senator. 

Senator Bricker. Of course, cotton oil is in dollar value. 

Mr. Moroney. In dollar value it is the most important, but to the 
man who had contracts in any of the other products, they were per- 
haps more important than the oil. 

The CuarrMan. How about linters? 

Mr. Motoney. Contracts on linters have never been honored. 

The CrarMan. Were there contracts on linters ? 

Mr. Moutonry. Yes. 


The CuarrMan. What do they sell for now, on the average? 
Mr. Moroney. The last market, I believe, was about 22 on first 


cuts—let me ask that question of a man we have here. 

About 22 on first cuts, and about 14 on second. 

The Cuairman. What ceiling did they put on it? 

Mr. Moroney. At the time the ceilings were put on, it was about 
25 on first cuts, and 16 on second. 

The Carman. What caused it to go down, prospects of a big 
crop ¢ 

Mr. Motonry. Prospects of a big crop; yes. 

The CuarrmMan. In other words, linters have gone down for fall 
delivery so it will be less than 22 for first cuts, just as cotton has gone 
down because of the big ¢ rop. 

Mr. Moroney. Prospects of the big crop have caused it to go 
down. 

The CuatrmMan. Last year we had a short crop, and it went up. 

Mr. Moroney. It went up, Mr. Chairman, to by far the highest 
level we have ever seen. 

The Cuatrman. And you had the shortest crop you had ever 
seen. 

Mr. Moroney. It was one of the shortest crops we have ever had. 

The CuarrMan. On the acreage, it was the shortest, I think; that 
is right. 

Senator ScHorpreL. For how many years? 
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The Cuarrman. On the acreage basis, I think for all time. 

Mr. Moroney. I would estimate, Senator, we had two slightly 
smaller crops. 

The Cuarrman. One in 1919 and 1920. 

Mr. Moroney. Our 145 and 1946 crops were smaller than last 
year’s, but otherwise it would go back for 30 years. 

The CrarrMan. But the acre: we wasn’t planted then ? 

Mr. Mooney. Oh, no. 

The Cuatrman. What I meant to say to the Senator was that 
on the acreage that was planted. I don’t believe you ever had such a 
short crop. I may be wrong. 

What about the cotton waste? You don't have anything to do 
with that? 

Mr. Motoney. Not directly, except our linters do enter into com- 
petition with waste. 

The Cuarrman. There is plenty of cotton waste. 

Cotton waste is not based on how much cotton you have, but on how 
much cotton the mills are going to consume. 

Senator Bricker. May Lask at this time how much of the cottonseed 
cake is used in the fattening of cattle; do you know, Senator Schoeppel ¢ 

Senator Scuoerre.. I don’t have the record, but at the time the 
cottonseed cake went up they substituted soybean pellets, you see. 

Mr. Mooney. Senator, practically the entire output of the cotton- 
seed cake or meal or pellets, in one form or the other, enters into feed. 
I would say 90 to 95 percent goes into the feeding of livestock. 

Senator Scnoerre.. I think practically all of it does. 

Senator Bricker. And most of that is cattle feeding. 

Mr. Movonry. That is right ; beef and dairy cattle, particularly. 

Senator Bricker. What percentage of the amount of feed—how does 
that compare with the corn feed, if you know ¢ 

Mr. Motonry. Well, as a feed, there would be different types of 
feed; your corn isa carbohydrate feed, while your cottonseed-cake meal 
is a high-protein concentrate, and they supplement each other. 1] 
wouldn't want—I don’t know the ratio in quantity. 

Senator Bricker. I may be a long way ahead, but in relation to this 
order that was Just put on in regard to 80 percent of the 1950 allocation 
to the slaughterers of beef. I can see the only purpose is to require 
them to be kept i in the feed lots longer and maybe fed more, and I was 
just wondering if the cheaper price of the cake feed would in any way 
help to absorb the shock ? 

Senator Scnorrret. You take those cattle that are being held over— 
and a lot of them are going to be held over as a result—those farmers 
who are feeding them on grass, say, a pound or a pound and a half, on 
grass, they are just going to have to consume more of that high protein 
for a longer period of time, which makes it a much more expensive 
operation per head, depending upon when they can run their usual runs 
in the market, but a 20-percent cut-back means they are going to be 
held back longer. You fellows who have the cottonseed meal to sell 
are going to sell more of it and the farmer is going to have more in his 
critter. 

Mr. Moroney. Senator, I want to assure you we had nothing to do 
with that 80-percent quota. 

Senator Bricker. I was thinking of the measuring of the two. If 
you have a bigger cotton crop, you will have more cake, of course. 
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Mr. Moroney. Of course, the larger cotton crop would indicate a 
greater supply and presumably lower-price cake than prevailed during 
the current year. 

Senator Bricker. The only thing to prevent that would be the 
black-market slaughtering that is bound to go on if you cut back 
by 20 percent the amount the slaughterers normally can handle. 

The Cuarrman. Let me ask you one thing: 

I think the cattle people testified. here ‘the other day that cotton- 
seed cake, or whatever term they-used in connection with it, had gone 
from $60 to $100; is that right? 

Mr. Moroney. I haven’t heard of any $100 cake or meal this season, 
or for several seasons. 

The Cuatrman. What was the price last fall ? 

Mr. Moroney. The ceiling price ranged, depending on location 
I have seen prices all the way from $74 to $88 per ton. 

The CuarrMan. What was it last fall ? 

Mr. Moroney. Last fall it was practically that high. It began 
rising. It was as low as $60 in the summer. 

The Cuarrman. What isthe future price for this fall ? 

Mr. Moroney. This fall it is quoted, October meal, at $ 

The CHatrman. In other words, it has gone down on the top 
figure of $88 to $62. 

Mr. Mooney. That is on the basis of the present. 

The Cuamman. Because they figure they will have a big cotton 
crop ¢ 

Mr. Moroney. That is right. 

The Cuarman. Last year it went down because they expected a 
large crop. 


Mr. Moroney. Last year at this time, Senator, meal could be bought 
at about—or was quoted for fall about $55 to $60. 

The CuHarman. Because they expected a big crop. That is why 
I was talking to my friend from Kansas who has been so interested 
in this situation. 

This year they figure they are going to make it, and you can buy it 


i 


for $62 this October? 

Mr. Motonry. That is correct. 

The Cuarrman. But it might be down to $50 by the time October 
comes. 

Mr. Movoney. It might be, or it might go the other way, depend- 
ing on this crop. It is too early to tell yet what the crop is going 
to be. 

Senator Carenartr. Mr. Chairman, I would like to ask unanimous 
consent at the end of this gentleman’s testimony to have printed in 
the record a statement by ‘William L. Hutcheson, president of the 
United Brotherhood of Carpenters and Joiners of America, Amer- 
ican Federation of Labor. 

As you know, the International Brotherhood of Carpenters and 
Joiners headquarters is in Indianapolis. Mr. Hutcheson has for- 
warded to me a statement that he would like to have placed in the 
record, together with a copy of a press release issued today, in which 
Mr. Hutcheson comes out point-blank for repeal of title IV of the 
act of 1950, which is the title, as you know, that controls all prices 
and wages. 
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The Cuarrman. Without objection, it will be placed in the record 
following Mr. Moloney’s testimony. 

Mr. Mooney. The cottonseed ‘industry is about to enter a new 
season which will involve the purchase of 5 to 6 million tons of cotton- 
seed. Naturally, the industry will want to hedge some of this market 
risk by selling ‘products for future delivery. They can make such 
sales but, prior to delivery, OPS may reduce the ceiling prices of the 
commodities involved and invalidate existing contracts, thereby im- 
posing upon the industry a tremendous loss. We want to point out 
frankly that the only way the industry can operate under such cir- 
cumstances is to buy cottonseed at prices lower than those that would 
otherwise be paid. The risk imposed upon the processor under this 
threat to his contracts makes it impossible for him to operate on his 
normal margin. 

Price control is already interfering with the distribution of cotton- 
seed products. All across the Cotton Belt, there are areas where the 
production of cottonseed feed products—meal and hulls—is in excess 
of local demand, while there are other areas where demand for such 
products exceeds local production. It is normal practice for mills 
in “surplus” areas to sell cottonseed meal and hulls to mills in “defi- 
cit” areas. The latter mills then try to sell such purchased products 
at cost plus transportation plus a trade mark-up. When OPS froze 
all prices in January 1951, it widely disrupted this intraindustry dis- 
tribution of cottonseed feed produets. Mills in “deficit” areas had 
ceilings so little above those of mills in “surplus” areas that they could 
not. profitably purchase meal and hulls, ship them in, and rese ‘Il them. 
In a number of instances, such trade could be carried on only at an 
actual loss. Ata time when the maximum production of meat, milk 
and other livestock products is essential, we feel that interference with 
the normal distribution of feed products is wholly indefensible. De- 
spite repeated requests, OPS has so far failed to correct this situation. 

Senator ScnorrreL. That impact was felt pretty badly in the areas 
relatively far away from your processing units. For instance, up 
North, didn’t you find that to be true, and a lot of those places up in 
the northern areas, far away from those mills, were finding themselves 
without it, or having to pay excessive transportation costs, and go 
South for it? 

Mr. Moroney. That is correct. I have confined this statement here 
just to our own industry group, but it extends on out to the distribu- 
tors and dealers of feed products perhaps in your State who were 
frozen with a ceiling that might have been based on, let’s say, Fort 
Worth, but if they had to come all the way to Memphis to buy this 
material, they couldn’t come out with a ceiling price set where it was, 
because of the increased transportation cost. 

Senator ScnorrreL. They just failed to stock up. 

Mr. Moroney. They failed to buy, that is right. 

One further example will, I believe, be sufficient to show the com- 
mittee how price control actually affects the cottonseed processing 
industry : 

Many of the cottonseed crushing mills purchase bagging and ties— 
for wrapping the cotton crop—which they resell to ginners at cost 
or ata very small margin of profit. This operation is carried on pri- 
marily as a service to ginners rather than to produce any significant 
income. Mills purchase bagging and ties during the spring and sum- 
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mer months and deliver them to the gins during the ginning season. 
The General Ceiling Price Regulation “froze” the prices that mills can 
charge for bagging ‘and ties at the level of deliveries during the Decem- 
ber 19 to January 25 base period. Bagging and ties delivered during 
that period were purchased in the spring and summer of 1950. Since 
then, prices have advanced significantly. As a result, many mills are 
being forced to handle bagging and ties at a loss. 

The for egoing examples are but a few of the reasons why the cotton 
seed-processing industry, at its fifty-fifth annual convention earlier 
this month, adopted a resolution to the effect that the price-control sec- 
tions of the Defense Production Act be allowed to expire. Those 
examples represent failure of the details of price control in actual 
operation. More important than the details, however, we are con 
vinced that price control is fundamentally unsound as a method of 
limiting inflation. The cottonseed industry favors inflation control 
just as strongly as the most ardent advocate of price ceilings, but we 
are sure that ceilings cannot do the job since they deal only w vith symp- 
toms and not with the basic causes of inflation. 

Because we believe that inflation should be controlled, we favor a 
program based upon several different approaches: 

First, the Federal budget must be balanced. This can be acecom- 
plished through a sharp and real reduction in nondefense expendi- 
tures, through careful scrutiny of all proposed “military” expenses, 
and through increased taxation. 

Second, credit expansion should be limited. The selective controls 
on consumer credit and on real estate are steps in the right direction, 
although the latter probably does not go far enough. The Federal 
Government should curtail its direct extension of credit and its credit- 
underwriting operations. 

Third, management of the outstanding public debt must be handled 
in a manner that will prevent rather than encourage inflation. The 
recent Federal Reserve policy of permitting Government bonds to fall 
below par isan example of sound fiscal policy. Pressure for a “cheap” 
interest rate should be resisted, and the Treasury should make its new 
securities attractive enough that they will be bought principally by 
individuals rather than bythe banks. 

Finally, we wish to emphasize that ee primary objective of the eco 
nomic system, whether in peace, war, or preparation for war, Is pro 
duction. No price ceiling has ever vet med duced anything—nor will it. 
The American system has demonstrated that it is by far the most pro- 
ductive in the world. If permitted to operate without the restrictive 
burden of price control, it will, we believe, of itself contribute mate- 
rially toward solving the problem of inflation. 

In summary, pr ice control is an entirely inadequate device for cop- 
ing with the practieal, everyday problems of business operation. We 
have shown, by example, that this is true in our own industry and 
know that it applies to other industries. Fundamentally, price con- 
trols are not capable of controlling inflation Lecause they deal with 
symptoms and not with basic causes. What is required is a positive 
program based upon a balanced Federal budget, limitation upon 
credit, sound Federal debt management, and the encouragement of 
production. Price controls distract attention from these sound poll- 
cies and contribute to rather than discourage inflation. We there 
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fore recommend that title IV be eliminated from the Defense Produc- 
tion Act when that act is extended. 

Senator Bricker. What do you mean by “sound Federal debt man- 
agement ¢” 

Mr. Mooney. I refer, Senator, particularly to the policy of the 
Federal Reserve Board recently in removing the pegs lacie outstand- 
ing Government securities, which I think is one of the most hopeful 
steps that has been taken in 10 or 15 years. That, in itself, has already 
very materially, in my opinion, limited the amount of credit that is 
available throughout the economy. 

Senator Bricker. And levels the credit off among all segments of 
industry. 

Mr. Motoney. That is, it is a general rather than a specific or selec- 
tive type of control. 

Senator Bricker. And not put the whole emphasis upon the rate 
of interest that the Government will have to pay ‘ 

Heretofore, the policy has been determined by the Treasury, and 
that has been reflected entirely in the interest the Government would 
have to pay upon the debt. 

Mr. Mononey. That is correct. The effort, of course, has been to 
keep Federal securities at or above par, which meant a low interest 
rate. 

Senator Benron. Have you seen a good deal of Mr. DiSalle and his 
people, Mr. Moloney? Have you worked with them! Something you 
said gave me the impression that you know some of them. 

Mr. Moroney. I know some of them: yes. 

Senator Benton. I am going to participate ina radio program wit! 
Mr. DiSalle, which will be my first experience. You are familiar with 
the progress they are making in that difficult assignment. 

Mr. Mononey. I have had a friendly, though not too favorable, im- 
pression of the progress that can be made with that kind of job, 
Senator. I don’t mean any criticism whatever of the men who are 
trving to clo it. 

Senator Benton. Does your closing paragraph indicate that you 
would oppose price contro] in all industries ¢ 

This is true in our own industry and applies to other industries. 

Would you unequivocally take a flat position against all price 
controls in all lines of industry ? 

Mr. Mouoney. Yes; if we are going to take any position it is the 
only honest position we can take. We couldn’t say we want to be 
exempt, but wouldn’t worry about the other fellow. We believe it is 
unsound as generally applied. 

Senator Benron. To take a simple example, take the automobile in- 
dustry. The Government now orders it to cut back 30 percent, 50 
percent, or perhaps 75 percent and convert itself to the manufacture 
of tanks. You manifestly can’t encourage production to take care 
of demand in that case. 

Mr. Motonery. That is right: vou can't. 

Senator Benron. Would you allow the automobile industry to 
charge anything it wants, anything it can get for the automobiles 
it produces ? 

Mr. Mctonry. Yes: I would, because that would be a method of 
rationing automobiles, and that is what you have to do under such 
circumstances. 


83762—51—pt. 2 
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Senator Benton. I congratulate you on your consistency. It cer- 
tainly would mean that the automobiles, then, would inevitably go 

into the hands of the higher income people, and you would in effect 
say to the doctors, perhaps, who can’t afford to buy automobiles, and 
may need them the most, that they can’t have any automobiles “be- 
cause you don’t get enough patient fees to buy automobiles.” That 
would be the result of that kind of policy carried out to its ultimate 
extreme over a long enough period. 

Mr. Moroney. I think that policy could have certain bad effects. 
Unquestionably, any policy which we adopt will. It would be my 
opinion that it would have less over-all bad effects than the system of 
controls where, if you have a limited supply of any produce, whether 
it is automobiles, or anything else, you may have a price ceiling on 
them, but that price ceiling does not necessarily indicate the man 

can go out and buy that commodity at that ceiling price. 

Senator Benton. Just to take one other example, because I see in 
the way you answer you appreciate the fact it is an evil choice— 
your answer in effect says that is an evil choice, and I think this is the 
lesser of these two evils. 

Mr. Moroney. If I may, I would like to emphasize that my opinion 
is that there are costs in any policy that we adopt with respect to our 
defense program. We can’t just have all of the things we need for 
defense, and have all of the things we would like to have for civilian 
life, at prices that we would like to pay. We have to pay costs in 
some way, and it is a matter of alternative methods of how we pay 
for them. 

Senator Benton. To make the point a little more clear, did you see 
the statements this morning and yesterday morning—in the last 2 or 
3 days we have had statements from Mr. Charles Wilson and Mr. 
DiSalle that they thought the control of the price of meat would 
determine the success or failure of the entire price-control program. 

Have you seen those statements in the papers? 

Mr. Motonry. I have, Senator; yes. 

Senator Benton. Now, what has puzzled me is this: Secretary 
Brannan when he was here testified that we hit our all-time peak on 
meat produtcion in 1947 at 155 pounds per capita, and we have now 
dropped down to 148 pounds per capita. He stated unequivocally in 
his opinion, at least, I gather there was agreement on it, that in 1947 
we had this much higher demand for meat because, during that year, 
there was such a scarcity of many other goods people would ‘have 
liked to have bought automobiles, refrigerators, and other goods not 
then on the market. 

Secretary Brannan says that as these goods came into the market, 
people were willing to give up their beef in order to pay down pay- 
ments on automobiles, and start to get the goods that they w: satel 

Now, it is a certainty, as we look ahead, that we are going to have 
shortages develop in many such lines again. As we take a bigger 
and bigger percentage of our productive machinery to make tanks, 
airplanes, and so on, we know we are going to have these shortages 
in hard goods, less housing, less automobiles, less refrigerators, and 
at the same time the people will have as much money, or maybe more 
money, so as we look ahead, it seems overwhelmingly probable that the 
demand for beef will go up. 
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Now, do you think that production can keep pace with that growing 
demand for beef? 

Mr. Moroney. I wouldn’t want to give an answer on that, because 
I am not sufliciently an expert on livestock industry, but my answer 
would be that if we don’t use our tax system to take some of this 
money that you said was in circulation out of circulation, then it 
doesn’t matter what we do; no system is going to stop this, it is going 
right on. 

Price ceilings can’t stop it, either. 

Senator Benron. Well, I agree, and I think most of the members 
of this committee would agree with you that we are lagging behind 
on getting our taxes properly functioning, but that hasn’t been the 

reason that the meat prices have gone up roughly 152 percent over 
the base period we have been discussing. 

Our cash income up until now has somewhat exceeded our cash 
outgo. 

Mr. Moroney. That has been true during this fiscal period, Senator, 
but for a great many years it was not true, ‘and as someone mentioned 
this morning, some of those dollar bills are now coming home to roost 
that we have issued in one form or another over the past 15 or 20 
years, and when they come into the market, they are going to push 
prices up. 

Senator Benton. Well, based upon what we have seen happen to 
beef already and on the ‘generally accepted prediction that this de- 
mand will mount, let us assume that the 152 percent goes up to 175 
percent, or 200 percent. You would just let it mount’ You either 
think it is impossible to try to control it, or you think it is unwise 
to try to control it, or is it both? 

Mr. Mowonry. Well, I would say that without taking these basic 
steps, it is both. 

Senator Benton. Both impossible and unwise. 

Mr. Moroney. That is right. 

Senator Benton. If it is impossible, we have the answer. 

Mr. Moroney. But we go through all the motions and utilize all 
the people you have in price-control offices, and all of the people 
that you have working on these regulations, and business houses keep- 
ing records throughout the country. You have used a tremendous 
amount of manpower in this type of operation. 

Senator Benton. It seems to me that from all the testimony of wit- 
nesses we have listened to earlier, it is almost certain that we are look- 
ing forward to a much more rapid rise in demand for meat than we can 
possibly achieve in production, and that this is going to build up and 
push the prices up and up. The result will be that your lower income 
people will get no meat at all. I don’t know whether rationing is a 
natural concomitant of price control. I don’t know. I rather assume 
it might be in the field of meat, unless we are going to freeze out a 
big segment of our population for meat entirely, we w “ill cert: uinly need 
price control, and perhaps rationing. It is an evil choice; I agree with 
you. 

I congratulate this witness, Mr. Chairman, on his perfect. consist- 
ency. So many people come before this committee saying “We agree 
you have to have these things for everybody else, but please exempt 
me, because my business is different.” We have a witness here who 
comes before the committee and says “I don’t believe in any of it; I 
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don’t think it ought to apply to anybody.” He is an unusual witness, 
and a consistent one, for that very reason. 

Mr. Motonry. Thank you, Senator. 

Senator Scuorrren. Mr. Moloney, have you noticed the Wall Street 
Journal? Something was said awhile ago about the automobile indus- 
try, the prices of automobiles: 

Auto slump. Slow sales continue. Some manufacturers syspend production 
Chicago Nash man reports 75 percent drop. -Detroit Buick, dealers have been 
followed, business is off a minimum of 29 percent. Los Angeles, reported stead- 
iest seller throughout the postwar boom, is looking for buyers everywhere. “We 
are selling Cadillacs at $200 under the ceiling,’ he declared. “They sold at ceil- 
ings just 2 weeks ago.” 

The trend got some confirmation from auto manufacturers last week. On Tues- 
day Hudson Motors announced a closing down, suspending assemblies until June 
11. Hits Kaiser-Frazer— 
they are one of the independents. 

It mentions Studebaker. And of Packard dealers: 

Chicago: “We sold three cars so far this month; last month we sold five. Last 
year we were selling 23 in April and May, and didn’t have as good a car to sell.” 

Do you suppose those dealers of those automobiles are trying to get 
rid of that inventory on hand, and that goes for a lot of these car 
dealers all over the country, if they thought there was going to be any 
rise in price in the last 2 or 3 months, they could sell at a bigger 
and higher figure? It is hitting the automobile industry, and the 
hardware industr y,a lot of these industries all over the country, which 
seems to indicate that you do have some justification, I will say more 
than at the moment, at least, for cautioning somebody to take a “stop, 
look, and listen” at what this drastie control on credit is doing to all 
the business over the country, if they expect the tax dollars to roll in 
out of the profits from all these businesses. 

You might not be too far off to indicate we had better take a look 
at it. 

Mr. Moroney. It is my opinion, to repeat, that some of these indi- 
rect controls have a far greater effect on this very thing than price 
controls can ever have. 

Senator Bricker. The Federal Reserve policy in the last 3 months 
has had more effect upon inflation than Regulation X, Regulation 
W, and all wage and prices combined can ever possibly have. 

Mr. Moroney. I would certainly agree with you, Senator. 

Senator SparkMAN. Mr. Moloney, the other day we had the cattle- 
men before us and, among other things, they were telling us about 
how costly it was to feed their cattle. A great part of that, of course, 
is cottonseed meal cake. If you take price controls off of everything 
would the price of cottonseed meal cake go up? 

Mr. Moroney. I believe before you entered the room that I explained 
or commented on that to Senator Maybank to the effect 

Senator Sparkman. If you already stated that, I won’t ask you to 
repeat it. 

Mr. Motonry. This coming season we look for a lower price on cot- 
tonseed cake and meal than has prevailed for the past year. 

Senator SparkKMAN. Because of the size of the crop you are antici- 
pating ? 

Mr. Motonry. Because of the fact that during the past year we had 
a very short crop, and the outlook, at least the current outlook, is for 
a substantially increased crop this fall. 
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Senator SparkMAN. Assuming that we do get a 16 million bale 
crop, would you anticipate that the price of cottonseed meal, or of 
cottonseed, would go down about the Ist of July / 

I believe that is about the breaking period for cotton, isn’t it? 

Mr. Movonry. That is approximately correct, and so far as your 
commodity exchanges are operating, the price of October cottonseed 
meal today is approximately $62 with a ceiling of perhaps $20 higher 
than that. 

Senator SparkMAN. And what is the ceiling for today on the open 
market ? 

Mr. Moroney. It is anywhere from $7! 
cation. 

Senator Sparkman. What would that be in cottonseed at the gin? 

Mr. Motonry. I am not sure that I follow your question. Do you 
want to translate this $20 decline in meal price into cottonseed / 

Senator SparkMAN. You said October futures on cottonseed meal 
were selling at $62. What would that, if translated into cottonseed, 
what would the farmer get at the mill for his cottonseed, at the gin? 

Senator Bricker. That is the cottonseed that goes into the mill be- 
ginning July 1, isn’t it, or approximately that ? 

Senator SparKMAN. It would be the same anytime, if it was $62 a 
ton. I charged it just to the general question: What would S62 a 
ton for cottonseed meal represent for cottonseed at the gin / 

Mr. Moroney. That is a question that can’t be answered that way, 
Senator, for this reason: 

We have four products that come out of this seed: Oil, meal, hulls, 
and linters. It depends on the gross value of all those four products, 
so that the $62 meal by itself doesn’t mean anything. 

Senator Sparkman. Then, as a matter of fact, oil is the biggest 
product, anyhow; isn’t it ? 

Mr. Moroney. The oil would account for about 50 to 55 percent of 
the value of all products. During the current year, we have had a 
8 unusual situation, with the price of our linters, which have 

‘eached the highest on record. They are already, of course, falling 
off, and it looks as though they are going to continue to fall off. 

Senator Bricker. What about the price of oil ? 

Mr. Moroney. Based on the futures market at present for next Octo- 
ber, oil is worth about 16 cents, compared with a ceiling today of 23.5 

Senator Benton. A ceiling set by the OPS? 

Mr. Mooney. That is correct. 

Let me clarify that: It is selling, I believe, today, at the ceiling. 
But when you talk about next October, it is off perhaps 7 cents below 
the ceiling. 

Senator Sparkman. Senator Benton’s question was if that ceiling 
was set by OPS. 

Mr. Moroney. Oh; yes, it was set by OPS in February, and rep- 
resented 

Senator Benron. You are saying if, for instance, the demand for 
meat rose very rapidly, which in turn affected the demand for these 
cakes that you make which would rise very rapidly, it wouldn’t 
follow that the price level in your own industry would go up that fast 
because the cakes are just one factor that determine your over-all price. 

Mr. Moroney. That is correct. The price level of cottonseed would 
not necessarily follow identically the price trend in cake or meal. 
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Senator Benton. This greatly concentrated demand for meat would 
not drive up the price of these cakes very greatly ? 

Mr. Motonry. I do not know the extent to which that would occur. 
We have a tremendous supply of soybean meal right now, which is 
competitive, and presumably another good soybean crop is coming 
along which in conjunction with our favorable outlook for cotton looks 
as though we will have a pretty substantial supply of these protein 
feeds for the coming yea 

Senator SPARKMAN. The anticipation is that there will be a plenti 
ful supply coming out of the 16,000,000-bale crop of cotton. The price 
of meal will come down, which in turn might make it possible for the 
price of beef to come down, is that right ? 

Mr. Motonry. That is a reasonable assumption, although the cost 
of the protein supplement that is used in feeding of livestock is not 
the major factor in the cost of beef. It is one factor. 

Senator SparKMAN. One of the cattlemen told me, after the hear- 
ings, that that was—he did not say it was the biggest element of cost, 
but it was the thing that was giving him the most trouble at the 
present time. 

Mr. Moroney. Perhaps he meant it was giving him the most trouble 
in getting it. 

Senator SparKMAN. I thought he was talking about price. 

Mr. Moroney. In the feeding formulas, that a branch of our asso- 
ciation puts out, we recommend no more than 2 or 3 pounds of the 
protein supplement per head daily. Two or three pounds at $60 a 
ton is not the major factor—I do not mean to underestimate its im- 
portance, but it is not the major factor in the cost of producing beef. 

Senator SparkMAN. By the way, while we are talking about cotton- 
seed, cotton is selling below the ceiling now, is it not ? 

Mr. Moronry. I believe that is correct. 

Senator SparkKMAN. Today’s spot market—I have not seen it—and 
July and October come pretty well under the ceiling, do they not? 

Mr. Moroney. That is my understanding; yes, sir. I do not follow 
the cotton market too closely. When this ‘seed cotton hit the gin, the 
seed go one way and the cotton goes another. 

Senator SparkMAN. They are pretty close akin. 

Mr. Moroney. They start out together. 

Senator Bricker. The supply factor is the same? 

Mr. Moroney. The supply factor is the same. The market and 
demand factors are quite different. 

Senator Benton. The grievous problem is caused by serious dis- 
locations in other parts of the economy. As stated by Senator Schoep- 
pel, we have had plants closed in Connecticut last week because we 

cannot get copper. We close the plants. they cannot get their pay 
i and the price of meat keeps going up. 

Now, here is where your formula on answering these problems 
through increased production does not work. There are those plants 
lying idle that want to produce, and they have no copper. This is 
happening all over the country in one form or another. Whether the 
people are working making tanks or getting money with which they 

vannot buy automobiles or whether they are not working at all because 
their plants cannot get copper, it makes it difficult against that back- 
ground of the industrial side of our economy, in our industrial States, 
to feel that these dislocations, these abnormalities, should be forced 
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on us by the war emergency, on behalf of all the people of the United 
States, and then allow other segments of our economy, such as your 
own industry, or the cattle industry, to figure that they can operate 
still in a free economy as if these things are not going on. That is 
the dilemma, and it is a political dilemma as well as an economic 
dilemma. It is not just an economic dilemma; it is a very serious 
political dilemma. There are elements involved in it that are diffi- 
cult to meet that transcend the pure economic doctrine. 

I would like, if I could, to commend myself with one comment to 
the witness, before I leave this, to the Senator from Alabama, to show 
that I am sympathetic and play a small part in the development of 
your industry: Twenty years ago, before I left the advertising busi- 
ness, I was the one that wrote the advertisement, “35,000 offered to 
anyone who can teach me how to make oleomargarine out of cotton- 
seed oil.” So I have a sympathetic bond, I hope, with the witness, 
in spite of the fact that I find myself in disagreement with him. 

Mr. Moroney. Thank you, Senator. 

Senator Sparkman. Mr. Moloney, going back to cottonseed cake, 
Mr. McKenna has just shown me some notes he took down when this 
matter was discussed, and it shows that out of one farmer’s experience, 
who showed us an expense account of his operations, the total amounted 
to $24,210 for 200 head, I believe, or perhaps it was 320. He had many 
items in there, but the biggest single item was feed of $7,000. He has 
got the cake, which might have been cottonseed meal or soybean meal— 
it had to be something like*that—that is the only thing that he has 
opposite that particular item. He has got other items, such as salt, 
mineral, pasture, and things of that kind, so apparently the cake is a 
very important item in the cost of feed. 

Mr. Moroney. I did not mean to question that it was. I am sur- 
prised if it amounts to almost one-third of his total cost, however. 
That is a surprising figure, and, naturally, I cannot refute it, but it 
does seem to me to be very large. 

Senator Bricker. You cannot fatten a steer on cottonseed cake ¢ 

Mr. Moroney. No. He would have to have grains, too. As I say, 
we usually recommend only 2 or 3 pounds of cake or meal a day per 
head of cattle, and as a percentage of the ration it would not exceed 
by weight maybe 6 percent, so that you have got a good deal of grain 
that is fed, as well as the pasture, and protein concentrate. 

Senator Scuorrre.. Of course it must be understood that there are 
various and sundry ways of feeding. I think some of the witnesses 
who testified were the men who were developing the herds, to sell them, 
let us say,‘to the man who was going to run them on grass for 90 to 
120 days, and then move them on in to the full or the semifeeding pens. 
What they do, these men who feed cake and cottonseed pellets, they 
run these herds on their grasslands, they take these pellets, and they 
go out and spread them on the prairie, and run it about on an average 
of say a pound and a half or maybe 2 pounds, or 214 pounds per 
critter. This makes an easy way to feed that protein substance that 
they get along with hay, water, and salt, which keeps that animal 
some of those essential operations, the meal, like cottonseed cake and 
soybean pellets, is a pretty practical way to keep that critter moving 
along at the cheapest possible ratio, getting him ready for the next 
coming along if he has good pasturage. That is the reason why in 
stage, and too many people lose sight of the fact that that is a normal 
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way of feeding a lot of those cattle, feed them right on the 
out in the grasslands, 

Senator Spark aan. Of course the grain that was mentioned ordi- 
narily would not be used In great quantities until he went to the fe 
pens ¢ 

Senator ScHorpre., To semi-feed and full-feed, that 

Senator Brickrr, Al] of those figures were on the 

Senator Scuorpper, Those are limited ope 
produces the critter. ™ 

Senator Spark Man. Now I have the transcript. The $7,000 repre- 
sented cake, and here js the breakdown. Ho had 350 head, and he 
says that is four sacks of cake at $100 a ton. $5 a sack, or $20 a cow, 
300 head, $7,000, so that did represent almost a third of the total cost, 
including the financing, the interest for carrying the debt, and sc 
forth, maintenance of pasture, and things of that kind 

Senator Bricker. Of course he testifies it neyer 
a ton, 

Senator Sparkman. Well, this is what he cl 
a sack, and he says, “And that is, I think. a con 

Senator Bricker. There is a 
testimony, 

Mr. Motoney, When I refer to prices, ] have been talking about 
the price in carlots at our plants, and it js quite conceivable that the 
man at the other end. maybe with a thousand miles of rail transporta- 
tion, plus a dealer handling it for him, would pay a hundred dollars. 

Senator Bricker, This man was from Texas, 

Senator Scnorrrer, ] can show you a lot of big operators that hit 
So Near around $100 a ton for that cake delivered in round western 
cans—that is the reason | Was asking awhile ago. There is a great 
differential between where this cake comes off your processing in the 
plants, and where it js delivered to the ranches with the transporta- 
tion haul in it ? 

Mr. Mooney. That js right. I would say when you get to Kansas, 
Nebraska, Colorado, and on into Wyoming and Montana, where quite 
a bit of it moves, you certainly would get up to that level of prices, 

Senator Spark Man. Is there anything further? 

Thank you very much, Mr. Moloney. We appreciate your 
here, 


(The statement of Mr. Hutcheson follows :) 
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A STATEMENT BY WILLIAM JI.. HvutcHeson, PRESIDENT, UNITED I 


sROTHERHOOp OF 
CARPENTERS AND JOINERS oF AMERICA, A MERICAN FEepeR 


ATION OF LAnor 


The Congress, in its consideration of the Defense Production Act, has an op- 
portunity to rescue the Nation's economy from a serious plight. Responsible 
leaders of labor, industry, and agriculture share the intense hope that Congress 
will face up to the challenge and take positive action to correct the causes of 
this situation. 

In the past few months, scores of thousands of our people have lost their jobs. 
They have been laid off in industries virtually paralyzed by Federal controls on 
prices, wages, and consumer credit. These lay-offs are continuing, and we can 
only assume they will continue as long as the present controls are applied in such 
unrealistic manner. 

We are in this circumstance largely for two reasons: 

(1) The insistence of the Office of Price Stabilization and the 


tion Board on applying Stringent controls to prices and w 
are not necessa ge 
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(2) The insistence of the Federal Reserve Board on making consumer credit 
controls so severe that many industries are being deprived of the opportunity 
to maintain civilian production even to the extent permitted by present materia] 
supplies. 

WAGE AND PRICE CONTROLS 


Presumably, the purpose of wage and price controls is to help keep the economy 
in balance when abnormal situations, such as the defense effort, caused demand 
for products and services to exceed the supply. In many industries today, de 
mand is by no means ahead of supply. The exact reverse is true—supply is 
greatly exceeding demand. In many key industries, dangerously high inven 
tories are backing up on manufacturers, distributors, and retailers. It is 
incongruous, in the face of these conditions, that wage, price, and credit controls 
should be inflexibly applied to these industries. Such controls not only are un- 
necessary, they are increasingly harmful to the Nation’s welfare. By restraining 
normal competition among products and services in ample supply, they actually 
reduce production, cause unemployment, and completely dislocate the norma! 
checks and balances of a free economy. 

As these controls are now administered, they saddle large and small businesses 
alike with complex requirements and procedures which divert manpower and 
funds from the production and selling of useful products to the preparation of a 
multiplicity of nonproductive forms. 

By keeping the public confused as to what price and wage levels will be from 
day to day, they cause the public to delay buying the products people want and 
need. With all of these elements combining to depress sales of goods, the 
inevitable result is reduced production and increasing unemployment. 

It is my understanding that the Office of Price Stabilization has, in effect, 
conceded that there is no need for controls on the products of many of thess 
industries at this time. The OPS defends its rigid controls on the basis that the 
need for them possibly will develop sometime this fall. 

The time to apply such price and wage controls as may be necessary is when 
the need for these controls arises. There is no need for them now. It i 


isa hew 


and dangerous step in government to institute controls over the entire economy 
on the ground that such controls may become necessary at some time in tl 
future. This is the most alarming evidence we have yet had of a drift toward 
a socialistic state as a substitute for the free competitive system under which 
industry and labor have flourished. 


ie 


REGULATION W 


The Federal Reserve Board is maintaining unrealistic credit regulations under 
the same reasoning as that of the OPS—namely, that need for highly restrictive 
controls may develop late this year. These are the same agencies that foresaw 
civilian shortages this spring, and again for the summer, which have not de- 
veloped. They appear not to hear what their own production authorities are 
saying—that even with a full schedule of defense output short of all-out war. up 
to 80 percent of the Nation’s productive capacity still will be left for 
manufacture. 

Regulation W was intended to combat inflationary pressures in time of short 
ages, When plentiful dollars bid for scarce products. In most consumer goods 
lines today, there. are no shortages and the sale of these products now in inven 
tory would serve to take inflationary dollars out of circulation. 


civilian 


EVERYONE LOSES 


The combined impact of these controls hits practically all segments of our 
economy : 

(1) A large part of the consuming public cannot obtain needed products at a 
time when these products are in plentiful supply. And it is the people who have 
the greatest need who are deprived of the opportunity to buy. Regulation W, in 
effect, rations goods to low-income groups—the mass market—while these same 
products can be freely purchased by higher income groups. If they cannot spend 
for what they need, they will spend for things of less worth. A great deal of the 
money that would be invested in durable family goods consequently will be 
dissipated in smaller multiples for items that have no such value, 

(2) Industries, such as those in durable goods, are losing important segments 
of their skilled labor forces at a time when holding these forces should be impera 
tive in the interest of the most rapid conversion to defense productions. 
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(8) Labor is suffering constantly greater dislocation and unemployment as 
drastic declines in sales and production continue. Under the present controls, 
there is little or no assurance that this trend will be checked. The argument 
that defense production ultimately will put these hundreds of thousands back 
to work is little comfort to them now, especially since no one can say with cer- 
tainty when defense work will be sufficient to take up the slack. Nor can full 
employment in the future undo the serious harm wrought upon industry and 
labor alike by many months of half-idle plants and labor dislocation. 

(4) Many thousands of small businessmen are caught in the vise. In addition 
to small manufacturers, there are the dealersS who sell the products of industry 
to the public. It must seem absurd to-them to be faced with the business neces- 
sity of reducing prices to where they must sell at a loss in efforts to lower their 
inventories at the same time they are struggling with complex OPS forms designed 
to commit them to “ceiling prices.” Many of these businessmen have stated that 
the cost of maintaining the personnel to cope with the complex OPS forms and 
requirements adds to greater expense than the entire gross income from their 
operations at the time. It is small wonder that many such firms already have 
been forced out of business while many more are on the way. 

(5) The Government cannot help but lose heavily in taxes. These controls, 
as presently applied, have made the whole matter of excess profits taxes aca- 
demic. More to the point, severely depressed sales and the consequent cut in 
labor forces means sharply reduced revenues from excise, corporate, and personal 
income taxes. 

(6) The nation’s defense production materially suffers, since the higher over- 
head costs of manufacturers must be absorbed through increased prices to the 
Government, and lack of available working capital precludes many small busi- 
nessmen from financing Government contracts. 

Obviously, there is no winner. The public, labor, industry, Government, and 
the defense program—all lose, and the ultimate, vital loss is to the national 
economy that should be the bulwark of our internal strength, and to the indus- 
trial program that should be the source of our strength in arms. 


ELIMINATION OF TITLE IV 


Best, surest, and quickest solution to the imposition of wage and price con- 
trols at a time when they are totally unnecessary would be the elimination of 
title IV from the Defense Production Act. By striking out this section, Con- 
gress would restore to itself the authority to apply legislation to a national 
problem at such time as this need might arise. What has happened to date 
proves conclusively that stand-by authority granted by the legislative branch 
can be grossly abused. 

If title IV is not eliminated, it is urgently recommended that the Congress in 
any event insist that the intent of Congress be properly carried out. The provi- 
sions for wage and price controls must be written so as to make it clearly man- 
datory that the appropriate agencies tailor their regulations to meet current 
problems of specific industries ; moreover, that such regulations be imposed only 
when it has been established that a need exists for such regulation in a specified 
industry 

It is extremely urgent also that a modification of regulation W be made. 
Discrimination against low-income families and the sales recession in many 
fields can be relieved only by substantially reducing down payments and extend- 
ing payment time for those goods on which provisions now are unduly restrictive. 

The Federal Reserve Board has publicly stated that it will take no cognizance 
of the critical and discriminatory conditions which now exist. It falls upon 
the Congress to take the steps necessary to require this agency to act in the 
public interest. 4 

A Defense Production Act which can be misinterpreted or circumvented by 
its administrators can—as current developments have proved—be worse than 
no act at all. There is a critical need for Congress to more clearly state its 
intent as to the time and circumstances under which the controls it grants to 
the executive branch of the Government are to be applied. 

The ultimate purpose of the Defense Production Act, as its top administrators 
have constantly emphasized, is to increase production to a point where there is 
a sufficient productive capacity to take care of both civilian and military require- 
ments. It is universally conceded that any inflationary problem will be solved 
without controls of any nature when this goal has been attained. Anything, 
therefore, which has an adverse effect on production should not be allowed to 
continue. 
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It is my contention that title IV of the Defense Production Act, which author- 
izes control of wages and prices, adversely affects production and stands as a 
barrier to the ultimate goal of eliminating inflation through increased produc- 
tion. Accordingly, the authority granted by title IV should not be included in 
any new Defense Production Act. 


{From United Brotherhood of Carpenters and Joiners of America, A. F. of L., Carpenters 
Building, Indianapolis, Ind.] 


For immediate release (Monday, May 28, 1951). 


Wasuineton, D. C.—One of the Nation’s top labor leaders declared today 
that unrealistic and ill-timed controls on prices, wages, and consumer credit are 
causing severe labor dislocation and disrupting the national economy. 

Declaring that unemployment in civilian industry is mounting because of 
unnecessary controls, William L. Hutcheson, president of the A. F. of L.’s United 
Brotherhood of Carpenters and Joiners of America, urged modification of con- 
sumer-credit restrictions by the Federal Reserve Board and elimination of title 
IV of the Defense Production Act which authorizes control of wages and 
prices. 

In a statement read into the record of the Senate Banking and Currency 
Committee by Senator Homer Capehart, of Indiana, Hutcheson said that while 
controls were originally intended to prevent demand from exceeding supply, 
the opposite condition now exists in many industries, with supply exceeding 
demand. As a result of dangerously high inventories, he said, production has 
been cut back and vast numbers of workers are being thrown out of jobs. 

“Labor is suffering constantly greater dislocation and unemployment as 
drastic declines in sales and production continue,” Hutcheson declared. “Under 
the present controls, there is little or no assurance that this trend will be 
checked. The argument that defense production ultimately will put these hun- 
dreds of thousands back to work is little comfort to them now, especially since 
no one can say with certainty when defense work will be sufficient to take up 
the slack.” 

Asserting that Congress, in its consideration of the Defense Production Act, 
has an opportunity to rescue the Nation’s economy from a serious plight, Hut- 
cheson said that “a Defense Production Act which can be misinterpreted or 
circumvented by its administrators can—as current developments have proved— 
be worse than no act at all. There is a critical need for Congress to more 
clearly state its intent as to the time and circumstances under which the controls 
it grants to the executive branch of the Government are to be applied.” 

Declaring that the Federal Reserve Board has publicly stated that it will take 
no cognizance of the “critical and discriminatory conditions” growing out of 
regulation W, Hutcheson said, “it falls upon Congress to take the steps neces- 
sary to require this agency to act in the public interest.” 

Describing the need for modification of regulation W as “extremely urgent,” 
he asserted that “discrimination against low-income families and the sales 
recession in many fields can be relieved only by substantially reducing down 
payments and extending payment time for those goods on which provisions are 
now unduly restrictive.” 


Senator Sparkman. The committee will stand in recess until 10:30 
tomorrow morning. 

(Whereupon, at 4:35 p. m., the committee recessed until 10:30 a. m., 
the following day, Tuesday, May 29, 1951.) 
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TUESDAY, MAY 29, 1951 


Unirep Srares SENATE, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, at 11:50 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman), 
presiding. 

Present: Senators Maybank, Sparkman, Frear, Douglas, Moody, 

Capehart, Bricker, Ives, Schoeppel. 

The CuHarrman. The hearing will come to order. 

Mr. Hertwig, will you come “forward / 

We are sorry to have been delayed until so late. If you are unable 
to complete your statement before 1 o’clock, we will be glad to hear 
you after General Marshall. 


STATEMENT OF CHARLES C. HERTWIG, ON BEHALF OF THE AMERI- 
CAN COTTON MANUFACTURERS INSTITUTE; ACCOMPANIED BY 
JAMES L. RANKIN, CHESTER, PA.; AND CLAUDIUS MURCHISON, 
WASHINGTON, D. C. 


Mr. Herrwic. My name is Charles C. Hertwig and my place of resi- 
dence is Macon, Ga. I am president of the Bibb Manufacturing Co. 
of that city and also serve as president of the American Cotton Manu- 
facturers Institute of Charlotte, N. C., in whose behalf I present my 
testimony today. 

This is the central trade association of the primary cotton textile 
manufacturers of the United States. It is Nation-wide in scope cover- 
ing all areas of textile manufacture from Maine to Texas and includes 
within its membership more than 85 percent of the country’s spindles. 

The industry which I represent employs about 500,000 workers and 
the annual value of its products currently is about $614 billion. It is 
paying the American cotton farmers more than $2 billion for the cotton 
which it will consume this season. The industry is therefore a major 
factor in the economic life of the country and is the predominant factor 
in the prosperity of the southern half of the United States. 

Toa corresponding extent it is vital to the Nation’s preparedness 
program, occupying a position in that regard which probably is second 
only to iron and steel. In serv ing the needs of the civilian population 
it ranks next to food and shelter and is exceeded only by them in its 
importance in the family budget, both from the standpoint of cost and 
adequate supply. 

It is essentially an industry of small enterprises. Its great magni- 
tude does not imply giant corporations, but a great number of rela- 
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tively small units, a thousand or more, no one of which constitutes 
more than 4 percent of the total. The average unit must be content 
with a minor fraction of 1 percent of the industry’ s business. 

It is a circumstance which makes for extreme individualism and in- 
dependence of action. It assures the highest degree of business com- 
petition which it is possible to have in any society. 

Consequently the industry is, and of necessity must be, highly fluid 
and flexible. "When conditions are favorable, a thousand manage- 
ments leap to the opportunity. “Labor is recruited overnight in a 
thousand communities. Every piece of workable machinery in over a 
thousand mills is thrown into action as fast as they can be geared up. 
Production flows out like freshets in the springtime and the sum 
total of result is a miracle of performance. 

On the other hand, when conditions become unfavorable, the limited 
resources of each individual and his inability long to endure financia!| 
loss or to assume undue risk force a downward readjustment of pro- 
duction which may be more genera] and more pronounced than is the 

case of large-unit industries. At such times there is always acute 
price weakness and heavy losses. The behavior pattern of a highly 
competitive industry such as this is extremely sensitive and sharply 
responsive to a change of conditions. 

This is probably the most basic truth with which we have to deal in 
considering a program of controls over industries which are highly 

competitive and complicated and which at the same time consist ‘of 2 
great number of relatively small, widely scattered units. A program 
which fails to recognize it can only defeat its own purposes, 

The two great purposes to which our Nation has pledged itself— 
the building of adequate defense against Communist aggression and 
the containment of the forces of inflation, must not be defeated, 

It is our judgment that this success can be more speedily realized 
and made more certain by the elimination of title 1V, the price and 
wage-control section, from the Defense Production Act. Concur- 
rently we recommend and urge with all the earnestness and power at 
our command that the Congress and the administration replace the 
system of price and wage controls which is negative and injurious 
in character with a system of inflation controls which reach the source 
of the evil and which is positive and constructive in its effect on our 
economy. 

Before setting out the basis for our recommendations, I wish to 
emphasize that we did not oppose the enactment of the present law. 
Rather, we gave such assistance as we could, hoping that there would 
emerge a law that was workable and practicable. But remember, 
the Korean outbreak was new, and the whole emphasis of the Con- 
gress and the people of the country was in the direction of getting 
stand- by legislation on the books, because we did not know whether 
or not Korea was the immediate forerunner of a much broader conflict. 

Senator Scuorrret. Mr. Chairman, might I.ask Mr. Hertwig at 
this point, your objection was not to the basic law, but rother—and I 
have not read your statement—it goes to the way the law has been 
administered, and what has developed under its administration, Is 
that it in a nutshell? 

Mr. Hertrwie. Yes, sir; at the time the law was enacted, we did not 
object to it. We thought it was probably necessary due to the panic 
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which was extant in the land. We think that has now subsided, and 
we do not think there is further necessity for title IV of this act. 

Within the 8 months since that time panic and fear have taken side 
sr og which permits us to appraise more rationally the things to 

be done and the ways of doing them. Moreover our economic circum- 
stances are so altered since the summer and early fall of 1950, as to 
restore full trust in natural economic forces as a price regulator for 
civilian goods. 

First, is the remarkable success with which industry has adjusted 
itself to the needs of the defense production program. As reported 
by the Federal Reserve Board, the general level of industrial produc- 
tion during the first 4 months of this year was about 17 percent above 
that of the same period last year Even more impressive is the pro- 
duction expansion of the aie goods industries where the increase 
has been 25 percent above the levels of a year ago. ‘To do this these 
industries had to recruit a million and‘a half additional workers 
which accounts for three-fourths of the total increase in nonagricul- 
tural employment since March of 1950. 

The machinery manufacturers who belong in the durable-goods 
‘ategory during the same 12-month period - increased their output 
almost 40 percent. 

My purpose in referring to these examples is to illustrate the gen- 
eral truth that American ‘industry is responsive in proportion to the 
cle mands which are placed upon it. Given the opportunity, it can 
always eliminate any scarcity which gives it challenge. 

The cotton textile industry is no exception to this ‘rule. It falls in 
the classification of nondurable goods, but, as we have pointed out 
before, it is near the top of those industries which are str: ategic and 
vital to the preparedness and stabilization programs. 

In February and March of this year it lifted its level of performance 
to the peak output of World War II. In those 2 months we reached 
an annual consumption rate of 1114 million bales, as compared with 
only 8.9 million bales in the crop year 1948-49. The Bureau of the 
Census reported that the industry's activity was 150 percent of 80-hour 

‘apacity. Average hours per loom-week in those 2 months reached 
the phenomenal figure of 128.8 hours. 

The industry on ‘the aver age was working three full shifts of 8 hours 
per day, 5 days per week, plus an additional d: ay of almost 9 hours. 
As compared with the crop year 1949-50, consumption by the mills 
on a daily basis was up by approximately 21% million bales, or an 
increase of about 25 percent. The increase is “actually greater than 
the added requirements of the military program. We have demon- 
strated that we can take care of our military needs as they expand 
and can at the same time provide for the civilian population a volume 
of textiles greater than they used in the 1948-50 period unless a major 
war develops. Clearly the industry has through its own action 
stamped out any possible inflationary force which might arise from 
scarcity of supply. So far as we are conc erned the need for price 
control is over. Our hands have touched the goal which was en- 
visioned when the mobilization program was laid out 8 months ago. 

These swift strides of our caliiatrs and many others toward the 
fulfillment of the Nation’s needs have already succeeded in filling the 
channels of distribution with consumer goods. The shelves of jobbers 
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and retailers are well loaded, in many instances to overflowing. Gov- 
ernment reports indicate that here and there excessive inventories 
are reaching back to manufacturers’ warehouses. 

This is an economic change of the first magnitude when we recall 
that last summer and again in January of this year scarce buying 
swept the country like a “tidal wave. Not only were consumers gen- 
erally hoarding up goods, but industrial operators were building up 
their materials resources beyond custoinary requirements for security 
purposes. The excessive off-take of goods from the markets created 
the appearance of great scarcity. 

That was only a few months ago. As we now look back upon those 
lisplays of panicky buying, we can see that their long-time effect was 
merely to create an unc omfortable overload of consumer inventories, 
and a high degree of financial risk for certain industrial operators. 
No one now expects a resumption of this type of buying unless the 
country is suddenly overwhelmed by a major war. Asa matter of fact 
it is now the fashion among buyers to back away from the markets. 

Official data confirming: this amazing development have been re- 
leased by the Department of Commerce and the Federal Reserve Board 
of Governors up to and including the month of March. This is what 
they reveal regarding the course “of business sales and inventories for 
the first 3 months of the year (all figures are seasonably aera 

From January to March total business inventories were up $2. 
billion and sales were down $1.6 billion. 

In the same period general retail inventories were up 1 billion and 
sales were down 1 billion. 

Department stores, taken alone, showed an inventory increase of 
8 percent and a sales decline of 20 percent. 

In the field of general manufacturing, inventories were up 1.4 bil- 
lions of dollars while sales increased only 200 million. 

At any other time such increasing inventories and diminishing sales 
would be regarded as symptons of depression. Officials in high places 
say this is not now a valid conclusion. But one thing is sure, if the 
business situation I have just described is not a sympton of depression 
it will, if continued, soon be the cause of one. Increaing inventories 
and declining sales will compel a decline in production | as surely as 
night follows the d: ay. 

Senator Scuorrre.. Mr. Hertwig, I would like to ask you at this 
point, we have had some testimony before this committee to the effect 
that while sales are down—and I think from what I have checked it 
is a fair statement to make that they are down all over the country, 
men are being laid off, industries are taking a little vacation, which 
means overstocked inventories ¢ 

Mr. Herrwia. Yes, sir. 

Senator ScnorrreL. Now, some of these witnesses have been before 
us, indicating that as the defense production gets under way, and we 
vo into the hard goods, on the military defense side, there will not be 
the goods produced for the civilian production, therefore that back- 
log will be quickly snapped up by the public. 

Do you share that view? 

Mr. Herrwic. No, sir, I do not, unless the public gets scared again 
as it did immediately following the opening of the Korean conflict. 
Of course. people realizing, and hav ing had the experience of the last 
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war, immediately rushed down and bought the things that we make 
that I know of particularly, such as towels, bed sheets, and things of 
that sort. 

Now, I believe that the general public, those who were scared, are 
pretty well stocked, and in my opinion it will be several years before 
they are in the market again. 

The Cuarrman. What about defense orders themselves ? 

Mr. Herrwic. It depends of course, Senator Maybank, on the veloc- 
ity of those orders, how quickly they are thrown at us. We have 
been attempting, of course, to make goods for the Army, and they 
have in many instances been pushing back on those goods for the last 
several months. 

The CuarrmMan. They have not been taking them ? 

Mr. Herrwie. They have not been taking them; that is right, 

The CuatrmMan. In other words, the manufacture of goods for the 
armed services has not been carried on through ? 

Mr. Herrwie. They have not canceled contracts, but they pushed 
back the deliveries. 

The CuatrMan. Are they placing any large orders at all now? 

Mr. Herrwic. I do not know, sir. The advertisements for orders 
have been relatively modest, insofar as | know. They have not placed 
any big orders with my concern. 

The Cuamman. But you represent the whole association. 

Mr. Herrwia. I do not think there have been any large orders. 

The Cuamman. Have you calculated how many orders would prob- 
ably be necessitated by the additional $62 billion bill that is now be- 
fore the Appropriations Committee for fiscal 1952, plus another $6 
hillion which the President is going to send down through the Bureau 
of the Budget? Have you calculated from past experience in the 
last war as to how much of this will be reflected in order to you ? 

Mr. Herrwic. We do not know how much the Army will need. I 
will say this, and I am not prepared to vouch for the accuracy of these 
figures, but I saw them the other day. In the textile business, during 
the last war the Army only used 35 to 40 percent of the textile goods, 
and that was in a shooting war with approximately 10,000,000 men 
in the Army. 

The Cuairman. During the last war, the textile mills of this coun- 
try not only made clothes, blankets, and so forth, for our own troops, 
but also for foreign troops, because the British were entirely without 
cotton at one time. 

Mr. Herrwie. That is right, sin 

The Cuamman. How are those countries prepare today ? 

Mr. Herrwic. They are much better prepared now, of course, be- 
cause Germany had overrun a lot of Europe. 

The Cuarrman. Other than that, you had no cotton for instance in 
Europe, until 1945, I think, when the first ships got through. ‘They 
had no stocks on hand; they were all used up. 

Mr. Herrwic. In my opinion, I do not believe the Armed Forces 
will take more than 15 to 20 percent of the production. 

The CuarMman. Even with the increased allocation ? 

Mr. Herrwic. Even with the increased allocation, because I think 
a great part of that is going for war materials. 

The Cuatmman. How.about the Japanese textile industry? That 
has been rebuilt, has it not? 
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Mr. Herrwic. Yes; a remarkable business. They will have 441, 
million spindles in by the end of this year. 

The Cuarrman. How was their supply of war cotton? 

Mr. Herrwie. I think they are fairly well fixed on cotton, and as 
soon as we get our new crop in, they will get what they need from us, 
as they always have. Of course we are a little short of cotton now. 

The CHatrmMan. That was on account of the crop being reduced 
last year. alts 

Of course I have seen the Depaxtment of Agriculture’s estimate, but 
what do you believe the crop will be this year? 

Mr. Merrwic. The weather has been good; it looks excellent, and we 
think we will have over 16,000,000 bales, I think. ; 

The Cuarrman. Of course cotton is already down from 46 cents, I 
think it was testified here yesterday, to October at 38 cents, that is 
$40 less a bale. 

Mr. Herrwic About 714 cents. 

The CHarrman. $40 below the ceiling. 

Mr. Herrwic. That is right; yes, sir. 

The Cuatrman. What percentage is that, roughly? 

Mr. Herrwic. About 15 percent. 

The Cuarrman. How about manufactured goods, have they been 
reduced, print cloth? 

Mr. Herrwia. Print cloths for future delivery against the new cot- 
ton crop have been reduced; yes, sir. 

The Cuarrman. I see in the papers that Macy is having sales on 
print cloth. 

Mr. Herrwic. They are quoting 12 to 16 cents a pound down for 
future delivery. 

The Cuarrman. By what percent is that down for fall delivery? 

Mr. Herrwic. About 121% percent. 

The Cuarrman. In other words, deliveries this fall of cotton is down 
15 percent, and textiles are down 121% percent. Would that be an 
average ¢ 

Mr. Herrwic. That would again depend on the market, sir. 

The Cuarrman. Of course I understand you sell your cotton goods 
based on the price you have to pay for your cotton, and what you 
manufacture now you are not going to sell until October. You have 
to make the goods months in advance to get them to the commission 
merchants in New York, and in turn into stores distributed all around 
the country. It takes months to do that. 

I was thinking about future contracts when I asked you that 
question. 

Mr. Herrwice. I think now they are down from 12% to 15. That 
may change according to the demand. 

The Carman, Inventories are large? 

Mr. Herwire. They are large; yes, sir. 

The Cuatrman. In the mills? 

Mr. Herrwic. Yes; relatively large in the mills. 

The CHatrman. In the stores? 

Mr. Herrwic. In the stores; according to reports inventories in 
the stores have been going up heavily every month this year. 

Senator Scuorrret. It is a fair assumption, is it not, that these 
types of goods are goods that lend themselves to long carry-overs? 
They do not deteriorate ¢ 
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Mr. Hertrwic. No, sir; they do not deteriorate. 

I have spoken of the fine production record of American industry 
because that is an event of great reassurance. I spoke of how the 
ghosts of scarcity had been laid because that is reassuring, too, and 
all-important to the formulation of national policy. These two eco- 
nomic events taken together are enough to create doubt as to the 
wisdom of continuing price controls. 

But there is a third factor which, added to the first two, leaves no 
room for doubt. 

This third factor is the inability of the Office of Price Adminis- 
tration to impose upon the economy of the United States a system of 
mandatory price controls without doing irreparable damage to the 
function of production. There is nothing personal in the criticism. 
The statement would apply with all truth to any Office of Price 
Stabilization, known by that name or otherwise. 

The cotton textile industry supplies ample evidence of that fact. 
I will first give the actual figures detailing the extent of the injury 
and then explain the actions which brought it about. 

The industry’s wonderful production record which began in August 
and reached its crest in March was forced to a halt in April. The 
rate of cotton consumption sank from a daily average of 45,583 bales 
in March to 39,766 in April. Average weekly cloth production 
dropped 16.6 percent, which is one of the sharpest drops on record for 
so short a period of time. If we represent January cloth production 
by 100, February production was 108.1; March was 111.5; April was 
92.9. 

The strike which occurred in April was only a minor factor in this 
decline. The mills affected were less than 10 percent of the industry 
and their operations on the average were reduced by less than one- 
half. On the assumption that these same mills would have curtailed 
anyway during April for the same reason which adversely affected 
the other mills, the possible influence of the strike is still further 
diminished. We must also take account of the additional fact that 
when the general situation is healthy strike stoppages of substantial 
size usually strengthen the market and create more business for other 
mills, 

This did not happen in April. New orders for the industry as a 
whole fell 61 percent from the March figure, a decline nearly four 
times as great as the decline in production. We would have to go back 
to the intense depression of 1938 to find anything comparable to it. 
An informal poll of mill selling agents reveals that the market 
stagnation was even deeper during the first half of May when sales 
were only 25 percent of normal. 

Not only did sales and production collapse. The movement of goods 
to the industry’s customers likewise fell off sharply. As measured 
by average weekly billings here are changes from the first of the year: 
January, 100; February, 105.4; March, 109.5; April, 87.8—a decline 
of 20 percent. This figure actually understates the decline in ship- 
ments, because in many instances of delayed deliveries from con- 
sumer choice, billings go forward according to contract terms. 

The CuarrmMan. To what do, you attribute that? I am well aware, 
are you are, that a lot of mills have been shut down—I would not 
say “shut down,”—have curtailed materially, particularly in the 
Carolinas. Is the OPS responsible for that? 
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Mr. Herrwie. Yes, sir; I think I outline that further in my state- 
ment. 

The Cuarrman. Why was it? 

Mr. Herrwic. Because of the fact that you hold over the mar ket 
the thought that they are going to have a much cheaper market in 
the future, that they are going to roll back prices, and as a con- 
sequence, every person who reads quits buying goods with the P. 
sumption that they will get those goods cheaper later on, and i 
stultifies the market. “ 

Senator Scnorprret. Do you have the feeling they are going to roll 
back prices in your industry ? 

Mr. Herrwic. Yes, sir: they are going to roll them back. 

Senator Scnorrren. We know what it has done to the cattle busi- 
ness out in our country, and I am surmising you are fearful that the 
same consequence will happen to your industr y? 

Mr. Herrwic. Yes, sir; we are, and-of course holding over the 
market the thought that prices will be cheaper does not stimulate 
any buying at all. If you knew you could buy something cheaper 
next week, you would not buy it this week, you would put it off. 

The Cuarrman. Do the laws not require that they roll back wages 
when they roll back prices? 

Mr. Herrwic. No, sir; I do not believe it does. You fix prices and 
stabilize wages, it says. I do not know the exact meaning of those 
two words. They do not come together. 

The evidence of what has happened to production, sales, and deliv- 
eries in the cotton-textile industry depicts a scene of carnage—the 
industry has been hanged, drawn, and quartered. And this has 
happe ned in what is supposed to be a boom, a hell-for-leather, rip- 
roaring, inflationary boom. 

Could anyone suppose that an industry consisting of a thousand or 
more competing managements, all drooling and se rambling for busi- 
ness, could suddenly be knocked hay-winding in a time like this by 
anything less than a ton of bricks thrown by OPS? 

The history of the official directive actions of OPS runs as follows. 
On December 20 telegrams were sent to selected mills from Mr. Valen- 
tine requesting that the price line be held and that no increases be 
made except under certain specified conditions and that advance 
notice of such increases be sent to him. 

At the same time, we along with other business groups were asked 
to hold prices to the line as of December 1. Believing we could do it, 
a group of us representing our industry visited officials of the Eco- 
nomic Stabilization Agency and offered them the services of our 
mobilization committee in instituting and operating a voluntary price- 
control program for our industry, providing we were given the nec- 
essary status under the law. This offer apparently was received with 
enthusiasm, but we never heard another word from it. Instead of ac- 
cepting the industry’s offer of cooperation and the voluntary pricing 
program, OPS subjected us to a series of directives which I am about 
to describe. 

Senator Scuorrret. Mr. Chairman, I would like to ask at this 
point, do I understand that you offered. your services, or a committee 
from your industry was placed at their disposal, and they did not 
seek the advice and the information from them, or their help or 
assistance ¢ 
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Mr. Herrwie. That is exactly right, sir. 

Senator Scnorrrer. You are fully aware that the Congress and 
this committee recommended the initial legislation wherein it pro- 
vided that industry committees were to be set up, and it was to be 
made an integral part of this over-all administrative program / 

Mr. Herrwia. Yes; I know that. 

Senator Scnorpret. And you are confirming here—I have asked 
a few questions of these other groups here, and your story runs just 
about the same as theirs, namely, that they have not been given much 
voice ¢ 

Now, can you give me any explanation of why that is the case ¢ 

Mr. Herrwic. No, sir; [ cannot. We have exerted every influ- 
ence we had to be of service to the OPS, and have repeatedly offered 
them by letter, by telephone, and by direct visits, what help we could 
give them from men who knew and understood the industry, and 
they have not utilized that. 

The next act was the issuance of the general freeze order, GCPR, 
effective January 26. Since the prices frozen were not current sales 
prices but delivered prices, the industry for the most part was rolled 
back to the prices of 3 to 6 months previous despite the great increase 
in costs which had occurred in the meantime. The order cut across 
and violated a great body of existing contracts and made new sales 
at fair prices impossible for the bulk of the industry’s goods. To 
relieve this situation, GCPR amendment No. 2 was issued February 
23 to become effective February 28. On the day it became effective 
it was canceled, and amendment No. 5 was issued to become effective 
March 7. Having tried to understand amendment No. 2, the mills 
now began spending all their time with the lawyers and accountants 
to unravel the meaning of No. 5 which did provide some scattered 
and uneven relief, veiled in extremely difficult and ambiguous 
language. 

During February the mill situation was made doubly worse by 
the cotton freeze which closed down the exchanges and stopped the 
operations of the spot cotton markets. There was no ceiling on 
cotton as such, but a separate ceiling on each individual who dealt 
in cotton. The fixing of cotton prices, therefore, for the purpose 
of advance pricing of cotton goods was made impossible. OPS had 
simply frozen the price of cotton by elimination. 

I would like to say here if that had occurred in November, when 
the mills were buying cotton, instead of in March, we would have 
been out of business by now. 

On March 3 OPS issued raw cotton order CPR 8 which established 
for the first time ceilings on raw cotton with differentials for grade, 
staple, and location. Mills could not yet make new purchases or 
fix cotton prices on preexisting contracts because the exchanges which 
had been closed since January 26 were not yet open. 

On March 6 Mr. DiSalle appreved SR 1 to CPR 8 establishing a 
uniform cotton ceiling for purposes of futures trading and the ex- 
changes opened on March 8. However, conditions remained such 
that normal price fixing and hedging operations in the nearby trad- 
ing months were impossible. 

Despite these difficulties and the confusing provisions of amend- 
ment No. 5, the mills maintained their record-breaking production, 
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accepted new orders at peak volume during March, and continue: 
shipments on old orders to take care of their customers. 

The reasons for their action were, first, the wholehearted support 
of the rearmament program, and the belief that the strongest weapon 
against inflation was expanded production; second, repeated anc 
emphatic assurances from OPS that the existing regulations were 
only temporary, a stopgap, and would speedily be replaced by new 
orders especially tailored to the needs of the industry; and third, 
the mills’ unqualified adherence téthe obligation of contracts. 

During March the industry was told that a textile price especially 
designed for cotton textiles was in the making and would shortly 
emerge. This is what killed the market. In March we are going to 
get a new order which in effect is going to roll back prices. This order 
was to provide temporary improvements in price making, pending the 
construction of tailored ceilings. Supposedly, preparatory studies 
were being inaugurated for these tailored ceilings. 

OPS gave greater substance to these reported plans by scheduling 
a series of high-pressure conferences with the various advisory com- 
mittees of the industry beginning on March 12, the first time we had 
been asked. Each of these committees were to come armed with cost 
studies and recommendations on ceiling procedures. The urgency 
was described as so great that several committee requests for more 
study time were denied, or granted only in part, because of the great 
necessity for speedy action. 

As the ensuing weeks passed we were told in each one that the order 
would be out in the next. Often we were assured that it was only a 
matter of 2 or.3 days. 

By the end of March, although nothing had happened, action was 
being expected momentarily. It was ad that the big buyers—the 
chain stores, the department-store syndicates, the mail-order houses, 
the jobbers, the converters, the cutting grades—began drawing out of 
the market in mass. They were now disposed to postpone all further 
commitments until new ceiling prices became effective hoping thereby 
to benefit from such roll-backs, if any, as might be made. Their own 
customers in turn adopted the same attitude. 

The mills in turn, though prepared to extend sales in certain items, 
had to forego pushing for nails in others, until more favorable 
prices were available. Between these two situations the markets be- 
came stagnant. Where the slow movement of goods in secondary 
hands resulted in swollen inventory, pressure from the banks was 
induced. Forced liquidation by weak holders began to appear in the 
form of spot sales at loss prices and although the volume of such 
liquidation was small, it gave to the entire market an appearance of 
weakness. In this way the dilatory tactics of OPS were transmitted 
to all branches of the textile markets. 

Still OPS took no action; instead of the long-awaited textile price 
regulation, there appeared on April 25, to become effective on May 28, 
the Manufacturers’ General Price Regulation No. 22, covering prac- 
tically all of the business enterprises of America. To our consterna- 
tion we were included in this order, although we had been specifically 
told that we would not be. 

This was the last straw, and under its weight the industry sank to 
new low depths during the first half of May. Not until May 16 did 





ued 


ort 
pon 
und 
ere 
1eWw 
ind. 


ully 
thy 
r to 
der 
the 
lies 


ing 
m- 
rad 
‘ost 
ney 
ore 

at 


der 
ya 


vas 
the 
$eS, 

of 
her 
»by 
wn 


ms, 
ble 
be- 
ry 
vas 
the 
ich 

of 
ted 


ice 
28, 
ac- 
la- 


lly 


to 


lid 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1913 


the Primary Cotton Textile Manufacturers’ Ceiling Regulation No. 37 
emerge from its long hiding, and it was scheduled to become effective 
on May 28, although it did not reach most of the manufacturers until 
May 21. Because of the complexity of the order there was wide con- 
fusion in the industry when it was realized that the necessary calcu- 
lations could not possibly be made in time. After practically all 
organized groups in the industry had registered protest on the subject, 
the order was extended last week to July 2. 

The CuarrMan. Now, you said that you were told you weren't to be 
included. Who told you that? 

Mr. Herrwic. Practically everybody in the textile section of OPS, 
from the top down, because the order did not apply primarily to gen- 
eral manufacturing. 

The Coarrman. Who is in charge of that section ? 

Mr. Hertwic. Charles Carven. 

The CHarrMan. He told you that? 

Mr. Hertwia. Yes. I think he understood we would not be, and 
I think they were greatly surprised when we were included. 

The Caiman. You mean the OPS included something which some 
of the subagencies didn’t know about ¢ 

Mr. Hertwia. That is true. The body of the order did include tex- 
tiles. They said that simultaneously therewith they would issue a 
special cotton order, and they did not issue it simultaneously, but 

waited until the 16th of May from April 25 before issuing it. 

In the statement of considerations embraced within the order, OPS 
states hopefully : 

It is believed that the regulation is an important step toward the restoration 
of a sound and properly balanced price structure— 
thus admitting without abashment that previously the price structure 
had been unsound and improperly balanced, and that a period of 
2 months had been required for its correction. 

The order then goes on to say that “at the earliest possible date 
tailored dollars and cents regulations will be issued for all segments 
of the industry.” Judging from the past record, the “earliest possi- 
ble date” should be somewhere around October or November, or the 
probable time it would take a stream of molasses to flow from Wash- 
ington to Macon, Ga. 

In the meantime all that the present order does is to lay down for- 
mulas, such as they are, for the pricing of yarns and fabrics in the 
unfinished state, except four or five specified exceptions. 

That portion of the industry, therefore, which is integrated and 
which sells finished or partly finished products, is still under CPR 22. 

To sum up our experience with OPS in specific terms, it indicates 
that the agency at its controlling levels has followed dilatory and 
confused methods. It has shown no perception of, or is indifferent 
to, the facts of industrial operations. After months of groping it 
has still not defined the principles for the systematic application of 
pricing procedure. 

By this time industry itself should know approximately what is 
being striven for and what to expect substantially from a forthcoming 
price order, especially when such an order cuts across existing con- 
tracts as well as determining future contracts. On the contrary, the 
situation contains all the surprises of trying to guess in what direc- 
tion a small girl is likely to throw a baseball. 
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All of the business operations of the cotton textile industry are 
built up on a system of long-range contracts, and I think this is im 
portant. This applies both to the ac quisition of raw material and to 
the marketing of products. The two classes of contracts are inter- 
related. Each one depends on the other. The one determines the 
major part of our costs, the other determines the selling prices which 
must cover those costs and provide some profit, if any. 

Every OPS order that comes out tuts across the contracts which 
represent our sales. It does 10t cut across those contracts which 
represent our costs. Consequently there is always the expectation and 
usually the realization that an OPS order means an immediately and 
arbitrary reduction of assets receivable with no diminution of bills 
payable. 

Already this year our contracts have been cut across five times. 
On January 25, February 28, March 7, April 25, and May 16, with 
more to come. 

As a purely practical matter it is obvious that such cutting across 
of sales contracts undermines the foundations of sound business pro- 
cedure. From the standpoint of principle, the objection is still 
stronger. The forced violation of contract is a violation of mutual 
faith. It is a denial of the fulfillment of obligation. Where there is 
no fulfillment of obligation there is no confidence and no sense of 
honor. Ifthe day ever comes in America when contracts are made with 
tongue in cheek, there will be no place in business for the man of 
honor. 

If OPS cannot function without cutting across contracts arrived 
at in good faith in the course of normal competitive business opera- 
tions, this is too high a price to pay for its continued existence. 

I would like to say there they have not only cut across contracts, but 
cut across contracts made on prices by this previous order. In other 
words, you establish a price under this order, and they establish an- 
other order cutting across a contract made under that previous 
order. 

The Cnuarrman. What effect has that had, say, on the purchase of 
a shirt, sheet, towel, or anything else? 

Mr. Hertwic. We never know where we stand, Senator. Of course, 
when we take an order we have to buy cotton to cover it on a price. 
If we find we can’t take an order at a price which will net us a profit 
in the ordinary course of business, we quit manufacturing. There is 
no use to operate. 

The Cuamman. You say it has gone down 15 percent for fall 
delivery. How much has the store reduced prices? 

Mr. Herrwic. I am sure I don’t believe I can answer that. 

The Cuatrman. I know there is no rationing at the consumer level 
as there was in the last war. We understand all that, but I wondered 
if there was any estimate that your association had made as to the 
reduction in the stores; whi at the people have to pay, in other words. 

Mr. Herrwig. No, sir; I don’t know. There are a great many 
shirts and other articles sities at very much cheaper prices in the 
stores today. It may not be due to this, but due to large stocks and 
a desire to get rid of them. 

There are sales all over New York, and a great many items—— 

The Cuamman. Not seasonal sales, selling out winter goods, so 
to speak ? 
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Mr. Herrwic. They are items that are good all year round—shirts, 
and other things. 

The Cuairman. They often have these seasonal sales. 

Mr. Herrwic. I know they do that to get rid of winter or summer 
goods, but these are sales of goods which have value all the year round. 

I am sure that it was the intent of Congress upon the passage of 
the Defense Production Act that executive powers should be used to 
bring about stability in the price structure and at the same time be 
directed toward the maintenance of production incentives. The su- 
preme goal of the entire program is maximum production. Once that 
is attained all control problems automatically melt away and all fears 
about the value of the dollar melt away. 

Our whole experience with OPS indicates that they have not caught 
the idea. Their record with respect to price orders is not the whole 
story. 

Among the conditions which have developed since the passage of 
the Defense Production Act is the problem of those strategic raw 
materials which are in obvious undersupply. The manufacturers 
using these materials depend largely on importations from abroad. 
These are beyond the scope of domestic price controls except through 
indirect methods. Such indirect methods might take the form of 
price determination through international agreement or by restrict- 
ing purchases to Government agencies which from time to time could 
withdraw from the international market, as has been done in the case 
of tin and rubber. In the domestic use of these scarce raw materials 
the Government should not have to compete with private users or be 
put in the position of having to bid up prices in a free market. The 
problem is one which clearly calls for a program of allocations which 
would be positive in character from the standpoint of Government 
requirements and negative in character from the standpoint of private 
utilization. 

The Cuarrman. Getting back to these future contracts, I might 
say I foresaw and spoke at length here last year on the effect of the 
short cotton crop on future contracts. 

D-1 of the regulation under section 402 says: 

Regulations and orders issued under this title shall apply regardless of any 
obligation heretofore or hereafter incurred except as provided in this subsec- 
tion that the President shall make appropriate provision to prevent hardships 
and inequities to sellers who have bona fide contracts in effect on the date of the 
issuance of any such regulation. 

Now, that is the law— 


or orders for future delivery of materials and with seasonal demands, all nor- 
mal business practices that require contracts for future deliveries. 

They haven't paid any attention to that. 

Mr. Herrwic. They have ignored that. I have read it 40 times, 
and my lawyer a good many more. 

The Cuatrman. You can’t do business in a textile mill unless you 
can do business on future contracts. Anyone with common sense 
knows that. 

What sort of goods would the manufacturers be making now; fall 
goods or winter goods ¢ 

Mr. Herrwic. The fall goods are already made, and marketed to a 
large extent. 
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The Cuairman. What are you running on now; winter goods? 

Mr. Herrwie. Yes. 

The Cuamman. This is May; you are making winter goods now. 
When will you finish your winter goods? Probably June? 

Mr. Hertwic. By then; yes. 

The CuHatrman. And it has to be distributed in New York, dis- 
tributed to all the stores—get distributed by September or October ? 

Mr. Herrwie. Yes. ans 

The Cuarmman. You don’t run a cotton mill as you would run a 
slaughterhouse, or something of that kind, killing animals to be sold 
today or tomorrow. You have to work months and months in ad- 
vance; is that not correct? 

Mr. Herrwia. Oh, yes. 

The CuHarrman. What did OPS say ? 

Mr. Herrwic. They said we didn’t have to follow that. 

The Cuarrman. The law says, “The President shall”—— 

Mr. Herrwic. Yes; I know that, but they said they didn’t have to, 
and didn’t do it, and we couldn’t move them from that position. 

The CuarrMan. Go ahead, sir. 

Mr. Herrwie. The material control plan which has just been formu- 
lated by NPA and which is scheduled to become fully effective by 
July 1 can readily be used to execute the type of policy which we 
recommend. Such a pattern of control seal restrict prices to any 


desired level merely by the process of use limitation. Another ex- 
ample of this type of indirect control is our recent resort to export 
controls of raw cotton. 

By this simple procedure, our domestic requirements were pro- 
tected, and by the same type of procedure, with respect to any ex- 


portable commodity, would assure a noninflationary result. Just 
as export controls in certain instances would assure the desired price 
results, so would domestic use controls assure the same results for 
goods whose supply must be supplemented by imports. 

Up to this point we have been discussing those developments in 
our economy which relate to inflation as it is contributed to by private 
industry, by special commodity situations, and by individuals. They 
indicate that previously existing inflationary forces of this type have 
been substantially squeezed out, expecting only those relatively few 
strategic commodities which in large degree must be imported. In this 
latter instance, we have traced a simple procedure to meet the price 
problem involved. 

If the forces of inflation have been eliminated from our economy 
as it is privately operated it follows that the remaining portion of 
the problem lies in that area of our economy which is cables oper- 
ated. 

In this area progress over the last 8 months has not paralleled 
that which has oa made in private economy. I think it is fair to 
say that the American public, the Congress, and an overwhelming 
majority of economic experts believe that the Government itself 
through its fiscal policies since World War I is primarily respon- 
sible for the inflation which we have endured and now have. This 
has been stated in effect so many times that it has become trite. 

The most serious question which confronts America today may not 
be the threat of communism through military aggression but the 
threat of self-induced communism through the ultimate financial col- 
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lapse of our public credit and the dissolution of the American dollar 
and the savings of the American people. Contemplating this ghastly 
and tragic circumstance, one would think that a great and growing 
anger would quickly produce corrective results. That this anger has 
not developed is probably one of the most mystifying elements of the 
present crisis. Where we would expect righteous wrath, armed with 
a mighty bludgeon to produce quick results, what we actually find is 
confused questioning as to how the financial wastage can be stopped. 

Study after study has been made by responsible agencies, com- 
missions, both public and private, and by individual citizens with 
the highest ability and integrity, all returning to the same conclu- 
sion that the enormous w astage of public “se in nonessential ad- 
ventures, both at home and abroad, is the deadly virus of inflation, is 
the ultimate threat to our economy, and is our greatest w ee in 
preparation for national defense. The we: akness has gone far be- 
yond the possibility of response to delicate surgical instruments or 
refined methods of procedure. It will respond to only one kind of in- 
strument, and that is the ax. When Congress becomes mad enough 
to wield the ax it will mean the dawn of a new day ‘for America 
and the assumption of a new and powerful strength far beyond any- 
thing we have previously known. 

The CHarrman. That is the same thing that every witness who 
comes here says: that we ought to cut out nonessential spending. 

Now, I would just like to know—of course, I realize that the militar y 
services are going to spend a tremendous amount. If you add to their 
appropriations the veterans appropriations, if the whole cost of the 
Federal Government were abolished, it still wouldn’t balance the 
budget ; that is what we are up against. 

The House has just passed a tax bill that will not take care of every- 
thing, on the other hand we will get a lot less in taxes because of these 
OPS regulations. From my information, so far as the textile industry 
is concerned, it would mean a loss of $340 million of revenue to the 
Federal Government, and all these figures are taken before giving 
effect to any wage increase. 

I don’t know whether the OPS realizes it or not, but it is really 
monetary controls, profit control in a lot of instances. 

Mr. Herrwic. They are not concerned with that, of course. 

The Carman. That is what they are doing: Controlling profits. 

Mr. Herrwic. They say they are not concerned with taxes. 

The Cuatrman. I don’t know how we can save any more money. I 
wish some of the witnesses would be specific as to what we could cut 
out, because instead of saving money, unfortunately, the expenses go 
up, and inflation goes on. 

Two out of every $10 billion appropriated since October for the 
military, or $20 billion in all, has been lost by inflation. That is one 
of the many things we have to fight. The things we have to import 
have gone sky high i in price. 

Mr. Herrwic. I thought Senator Byrd had prepared a study in 
which he thought you might save $9 billion. 

The CHarrman. I hope § Senator Byrd’s study will prove that they 
‘an save $9 billion. I don’t see how it can possibly be done, except in 
the military. You can’t cut the Post Office Department any more. 
They are already down to one delivery. You can’t cut out the veterans. 
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Congress can’t undo the laws they have made. You can’t quit paying 
interest on the national debt. 

don’t see frankly how there could possibly be more than 2 or 3 
billion dollars saved. It is a shame that some of the projects are 
undertaken at times. Senator Douglas has opposed some of them on 
the Senate floor. But when it comes to the gigantic figures we are 
confronted with, it is impossible, if you cut it all out, to balance the 
budget without a material additional tax. In fact, we are going to get 
less taxes from industries like yorrs, with the control of these prices, 
which is really profit control. 

You are going to lose, to a large extent, a lot of your profits. It is 
easy enough for ‘people to say to cut expenses. I have sat on the Appro- 
priations Committee since 1941, and I have tried and tried. In the 
independent offices bill reported out the other day we reduced it from 
last year. 

The facts are when you start with the military, you don’t get much 
reduction. Then we have atomic energy, which has gone up and up 
and up, and the materials we have to import from various countries 
in the world, as you suggest, have gone higher and higher and higher. 

Then you get to the Veterans’ Administration, the hospitals. We 
haven’t even got a single bill passed this year for the Korean veterans. 
We had to pass a small bill here to let them in veterans’ hospitals. 
There have been no other benefits or anything else that have been 
passed. 

When you get through with that, you get agricultural appropria- 
— We try to cut them down. 

I admit there is some waste, but it is awfully easy to say save but 
it is not easy to do. 

We had a one-package appropriation bill; it didn’t save any 
money because we had a deficiency that took care of all the money 
they were supposed to save. They didn’t put the Marshall plan funds 
in the one bill; they were all exempt. 

I thought yesterday when a good friend of mine here was testifying 
about cutting expenses down, I remembered well some of my friends 
in the tobacco and cotton business. I did my best in the interest of 
the Marshall plan, because it meant sales of cotton—but it is hard 
to get things cut when one group wants this, another wants this 
and another wants this. It is rough. 

Mr. Herrwic. Well, there have been a good many studies made on 
that particular subject, and of course it takes an expert. 

The Cuatrman. The real money goes for the military, and atomic 
energy, you know that, and we ant cut them. That is the really 
big money, $48 billion since June, another $62 billion for 1952 for the 
military alone, plus billions and billions for atomic energy. That is 
more than all the other agencies for the last 10 years. 

Mr. Hertwic. You don't expect to spend all that within this year; 
do you? 

The Cuatrman. That is what they are asking for, for the fiseal 
year 1952: $62 billion for the military. They haven't spent the $48 
billion appropriated yet 

General Marshall ‘will be here this afternoon, and I look with 
interest to his testimony to find out why they need all of this when 
they haven’t spent what they have as yet. I have had inquiries from 
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some of my very dear friends that they are not buying any cotton 
duck. Is that correct; has that been your experience? They say 
they have to wait until the $62 billion gets out to get the money. 

Mr. Herrwic. That is right; they have held up on that. 

The CHamman. I don’t wader that. We appropriated $48 
billion for the military last year. I called the Quartermaster Corps 
and asked, “Aren’t you oltnes: any cotton duck?” ‘They say they 
haven’t the funds. You appropriate and appropriate and ‘where does 
your money go? 

" Mr. Herrw ig. I understood that you had appropriated $48 billion 
last year—— 

The CuHairmMan. Since June, since last June. 

Mr. Herrwic. And they had about $19 billion of that left. 

The CuarrMan. That is right. Some of that is on authorized con- 
tracts, of course. 

Mr. Herrwic. The goal should be the elimination of at least $6 bil- 
lion of nonessential expenditures along the lines recommended in the 
studies made by Senator Byrd, the Hoover Commission, the National 
Association of Manufacturers, and many other competent authorities. 

The CHarrman. Now, that is another thing—the Hoover Commis- 
sion. Some of the recommendations that that Commission has made 
instead of saviny money would . money. I tell you that honestly 
and sincerely—not to be critical, but that is what actually has hap- 
pened. I get lots of telegrams to vote for the Hoover program; we got 
through voting for some of them and they cost more money. Some 
of them we defeated and the reason we didn’t adopt them was because 
they would cost more money than they would save. 

Of course, your troubles are with Mr. DiSalle and with Mr. John- 
ston and the manner in which they are executing the law; I know that. 

Mr. Herrwie. To be sure, they all differ in the details of the pruning 
operation, but the sum total of their findings leaves no doubt of the 
practical expediency of reducing nonessential items in the proportions 
I have mentioned. 

If that is done, then we can look with good cheer ‘and confidence to 
certain tax adjustments, to more restrictive credit policies, and to the 
promotion of savings programs as the means of finishing the job. 

Since our economy already carries a tax burden about as heavy as 

‘an be borne without endangering the continuance of prosperity ‘and 
the expansion of productive power, the outlook for stopping inflation 
becomes truly discouraging unless the administration and the Congress 
are willing to cooperate by stopping the wastage of public funds. So 
long as every charitable impulse is indulged in to throw billions into 
all quarters of the world, we might as well give up the fight. 

There is certainly no point in carrying on through a program of 
price and wage controls that stultifies production, accentuates scarci- 
ties, destroys incentive, and discounts the honor and integrity of estab- 
lished business procedures—which is exactly what it is doing to the 
cotton-manufacturing industry. 

The Cuarmman. We appreciate your statement. 

Speaking for myself, I am certainly going to give ever y considera- 
tion I can to doing something here to clear up some of these inequities, 
I don’t know what the committee will fin: lly do. 








1920 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Is there any further statement you desire to file? 

Mr. Hertwic. We have none; no, sir; not our association. 

The Cuarrman. I might say this: Should you desire to file anything 
more, we will be glad to let you file it for the record. 

Mr. Hertwic. Thank you, gentlemen. 

The Cuarrman. Mr. Blake, would you mind waiting until General 


Marshall gets through this afternoon, when more members will be 
back? 


Mr. Buaxe. That will be fine.-- 
The Cuarrman. The hearing will stand in recess until 2: 30. 


(Whereupon, at 12:50 p. m., the hearing was recessed until 2:30 
p. m. of the same day.) 
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WEDNESDAY, MAY 30, 1951 


Untrep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Sparkman, Douglas, Benton, Moody, 
Capehart, Bricker, and Schoeppel. 

The CHarrMan. The meeting will come to order, please. 

Mr. Blake, will you come up, please. 


STATEMENT OF WILLIAM RHEA BLAKE, EXECUTIVE VICE PRESI- 
DENT, NATIONAL COTTON COUNCIL OF AMERICA; ACCOMPANIED 
BY READ P. DUNN, JR., AND BANKS YOUNG 


The CuarrmMan. Do you want to read this whole thing or do you 
just want to highlight it and make it a part of the record ? 

Mr. Briaxe. It is rather short, Senator. I think I can go through 
it in about 15 minutes. 

The CHarirMAN. Suppose the committee lets Mr. Blake finish before 
we ask any questions because we are sort of rushed here today. 

I regret the necessity of calling a meeting today, it being a holiday, 
and I wish to say to the several witnesses that I am SOrry for so doing, 
but it was necessary in order that we might complete these hearings 
as soon as possible. 

Mr. Buake. Mr. Chairman and members of the committee, my name 
is William Rhea Blake. I am executive vice president of the Na- 
tional Cotton Council. The Cotton Council is an organization of 
the entire raw cotton industry, embracing all of the 18 cotton-growing 
States from coast to coast and including the 6 leading raw cotton 
interests—namely, the farmers, ginners, ~ merchants, Ww arehousemen, 
seed crushers, and spinners. The council’s policies are made by a 
delegate body composed of representatives from each of these six in- 
terests in each of the cotton States. No policy can be adopted by the 
council without the favorable vote of a two-thirds majority of the 
delegates of each and every one of the six raw cotton interests, with 

each interest voting separately. Therefore, any position that the 
council takes must represent the predominant viewpoint of the entire 
raw cotton industry. 

In the brief time ‘available I shall center my remarks on the problem 
of rising prices. We are in dead earnest when we say that inflation 
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is one of the greatest enemies now facing our country. We believe this 
Nation must go immediately to the bottom of the trouble and check 
inflation at the only place where it can really be checked, now and for 
the years to come, namely, at the source. We see no virtue, but much 
damage, in bureaucratic tinkering with the surface symptoms of 
inflation. 

The National Cotton Council endorses the program of genuine infla 
tion control which is now receiving so much favorable attention by 
all the thinking people of this country. The essence of this program 
is as follows: 

First and foremost, production. This is the key to our strength, 
and this is where the real emphasis of our policy must be placed. 

Second, rigorous economy in the nondefense expenditures of 
Government. 

Third, increased taxation, sufficient to keep the Federal budget i: 
balance. 

Fourth, careful allocation of critically scarce resources. 

Fifth, careful restraints on credit. 

Sixth, increased personal savings. 

And seventh, a determined spirit throughout our whole Nation, 
equal to the sacrifices and to the increased effort that it will certainly 

take to survive the long period of crisis that may lie ahead. 

This program would keep spending in line with production. This 
is the sure way to control inflation, and the only way that will work. 
It would deal intelligently with the cost of living, this year, next year. 
and in years to come. It would distribute the necessary sacrifices of 
rearmament in an equitable manner, and it would speed ‘the day when 
our Nation’s standard of living could rise again to the highest levels 
yet achieved, in spite of the costs of mobilization. Under this pro- 
gram there could be no broad and long-sustained increase in prices, but 
only those price adjustments upward and downward which are normal 
and necessary to the smooth functioning of our economy. 

Why are we having so much diftic ulty in getting such a program 
adopted? The big reason is that some people do not yet understand 
the necessity for it, because they still have the illusion that there is 
another softer, easier way of holding prices down, namely, pr ice ceil- 
ings. By blinding us to the need for real inflation control, price ceil- 
ings themselves are the most inflationary force at work in this country 
today. 

Price ceilings do not stop inflation. This fact is supported by all 
the lessons of experience in this country, throughout the world, and 
throughout history. If people want to spend money, and the goods 
and services available are not sufficient to go around, prices always go 
up. What confuses people is the great variety of forms that the price 
rises can take. Sometimes they take the form of black-market deals, 
sometimes of shoddier merchandise and poorer service at the same 
price, sometimes the complete disappearance of a commodity from the 
retail shelves, so that your money cannot buy what you want at any 
price. 

I know some people feel that maybe we should tolerate price ceilings 
for the next year or so while production is catching up with the 
requirements of our combined military and civilian economy. There 
is some tendency to feel that, even though price ceilings may not 
really work in this period, they may have some restraining influence 
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and they will give the appearance of an effort to control inflation, 
so why not just rock along with them awhile? To this let me reply 
that price ceilings exact a terrible cost from our economy. They 

‘an never be looked upon as something negative, doing little good but 
little harm. They do terrific harm. If we continue price ceilings, 
we will be keeping in force a system of controls which is str: angling 
the efficiency of production and distribution throughout this Nation 
and is thereby undermining the very force which is most important 
in fighting inflation. 

There is, moreover, another aspect of price ceilings which should 
be emphasized particularly. That is the positive and direct relation- 
ship which they bear to wage ceilings. I was here last summer when 
the Congress was struggling with this problem and I am convinced 
that if there Was any one issue on which the overwhelming majority 
of both Houses of Congress were in agreement it was that price 
controls could not possibly be effective unless accompanied simul- 
taneously by equally firm controls over wages. This conviction on 
the part of Congress, and everyone conversant with the problem, was 
born of the realization of, and experience with, what had actually 
happened in the OPA days of World War II, when the attempt was 
made to follow a rigid policy on price ceilings and a loose policy on 
wages. We all know what happened. Wages went up. The pressure 
against the price ceiling on the product squeezed margins to the point 
of little or no return and as a result the production of those products 
was seriously curtailed. In many cases products actually disappeared 
from the market because production was no longer profitable. The 
Congress was determined, in writing the Defense Production Act of 
1950, that this tragic mistake not be repeated and attempted to tie 
firmly together the control of wages and prices. 

Unfortunately this requirement, as spelled out by the Congress, is 
not being adhered to and in our opinion will never be, no matter how 
strongly “the law m: iv be drawn. This has become abundantly clear 
from the recent testimony of the Director of the Wage Stabilization 
Board before the House committee. He has already frankly admitted 
to you that there is no intention on the part of the administration 
to freeze wages. He made it clear that the Board’s principal concern 
is to preserve a fair relationship in wages for different groups and, 
secondly, that the Board will consider adjustments only where com- 
plaints are submitted. This can mean only one thing: That wages 
will rise where the pressure is strongest. Wages are the biggest factor 
in costs and in spending. If wages are to be permitted to rise, it is 
fantastic to talk about holding prices down with ceilings. It is 
clearer than ever that the only way to stop inflation is to correct the 
underlying inflationary pressures by increased production and _ re- 
stricted spending. If this is done, the power of the unions to demand 
higher wages will be curbed by the same economic forces of supply 
and demand that will hold down prices generally. 

Mr. Chairman, at this point we have a little more detailed statement 
of what has actually happened with respect to wage stabilization since 
the act was passed, and with your permission we would like to file it 
for the record at the end of my prepared statement. 

Senator Carenartr. Without objection it will be placed in the 
record. 


83762—51—pt. 2 
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Mr. Brake. The raw-cotton industry has been deeply involved in 
the fight to stop inflation with production. It is no safe and simple 
matter for anybody to go on record in favor of increased production 
of cotton. Out of many bitter experiences, the cotton farmer has come 
to be haunted by the specter of overproduction and of a surplus. From 
the time planting decision must be made, to the time the bulk of the 
crop has been sold, a period of at least 12 months must elapse. For 
anyone to go out in September of one year and urge the cotton farmer 
to grow a tremendously increased crep to be harvested and sold in the 
fall of the following year, quite a bit of courage is required, I do not 
mind saying so. Prior to this current season, the National Cotton 
Council has never done so, and I might add it had never even dreamed 
of doing so. 

Yet when the Korean crisis broke, our industry came face to face 
with a special crisis of its own. We had no large carry-over stock 
like that of World War II. We could see ahead the worst shortage 
of cotton in living memory, coming at a time when our product would 
be desperately needed to build the military strength of ourselves and 
our allies. In that situation we could see no choice but to launch a 
great campaign for increased production. In September the Cotton 
Council firmly took its stand. We developed a cotton mobilization 
committee, which came here to Washington and laid the ground work 
for the production campaign. Very promptly the Department of 
Agriculture issued an appeal for the farmers of this country to grow 
at least 16,000,000 bales of cotton in 1951. That meant a 60-percent 
increase between one season and the next, an increase of 6,000,000 bales 
of cotton, the biggest increase that has been sought for any major 
commodity within so short a time. Obviously it meant we would face 
soaring production costs and great risks, the risk of inadequate sup- 
plies and labor, the risk of a crop failure wiping out the big crop 
investment that had been made, the risk of a spreading war or of 
exceptional yields overturning the market. Yet the industry went 
forward into this situation. The farmers from coast to coast re- 
sponded well. They laid plans and made commitments for planting 
which would, with average weather and adequate supplies, produce 
the 16,000,000-bale crop that the Government had vapuaied: This 
was their answer to the shortage, their answer to the national emer- 
gency, their answer to inflation. It was not a bureaucratic, social- 
istic, now-you-see-it-now-you-don’t answer. It was the kind of honest 
answer that is going to emerge out of this present period of confusion 
as the one real American answer. The cotton industry believes in 
fighting inflation with cotton, not with red tape. 

But then along came the Office of Price Stabilization and slapped us 
under price ceilings. In all our protests about this action, we have 
tried to make it clear that we are not concerned with getting the price 
up above current levels. I hope it is understood that the price of 
cotton was not rising seriously, and had no prospect of rising seriously, 
before price ceilings were put on. The price of cotton was already 
being kept down by Government export controls, which had the effect 
of holding i in this country several million bales of cotton which were 
in strong ‘demand for export. As a result, cotton in this country was 
priced at a level some 30 cents a pound bele-w comparable qualities in 
foreign markets. Nevertheless, price ceilings were put on, and our 
industry was gripped in a kind of regimentation which could have 
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only one significant effect, namely, to hamper its great effort to 
overcome the shortage. 

Representatives of the cotton merchants and cotton manufacturers 
and cottonseed crushers have already given your committee a detailed 
account of the chaotic and tragic conditions that have already de- 
veloped in their respective branches of our industry. Therefore, I 
need only summarize the situation. 

From one end of the cotton industry to the other, the actions of the 
OPS have brought confusion about the present and doubt about the 
future. They are closing down a good part of our cotton-mill pro- 
duction as was shown here yesterday morning. They have made it 
very hard for the mills to make future commitments or to assure them- 
selves of future sources of supply. The OPS actions paralyzed all 
cotton trading for a number of weeks, and they have left our futures 
exchanges in a crippled condition. These actions did major injury 
to many cotton merchants, who were proceeding in good faith with 
the rendering of an essential service to the whole industry. ‘The price 
regulations have brought chaos to the whole cotton merchandising in- 
dustry, which normally handies in a highly efficient manner what is 
perhaps the most complicated marketing problem in our entire econ- 
omy. Likewise price ceilings ‘have brought confusion and reduced 
efliciency to the cottonseed oil mill industry and the cotton compress 
and warehouse industry, and a similar situation is now in prospect 
for the cotton ginning industry. 

The impact of ceilings has not yet come home to the rank and file 
of the cotton farmers because this is not yet their marketing season. 
Hence, many of them have not yet had the opportunity to become 
familiar with the situation, and of those who have, many have a firm 
faith that their representatives in Congress will straighten matters 
out before the crop moves. In any event, when the ceilings were an- 
nounced, the farmer’s plans and commitments were too far advanced 
for much turning cr He has been planting a big acreage, and 
with average conditions he should grow a big crop. 

All our figures indicate that the demand for cotton will be just as 
strong this fall as it promised to be when the campaign for 16 million 
bales was started a year earlier. Because of price ceilings, however, 
the farmer is in a very precarious position. We must realize that 
most of the cotton crop comes onto the market within a limited period 
during the fall months. When a 16-million-bale crop hits the market 
in one big avalanche this fall, our merchandising system will have to 
be operating at tip-top efficiency to absorb it without a serious break 
in the price. To borrow the money to finance those big purchases, 
our merchants must be able to hedge the risk in their buying price by 
selling contracts on the futures exchanges. But who is going to buy 
the futures contracts in the volume required when the price is held 
under a ceiling and could not possibly go above that ceiling? That 
question has many cotton farmers and their friends very deeply wor- 
ried today. It suggests the danger of a bad price break at marketing 
time, and I want to make it clear that if such a break comes, the blame 
for it will rest primarily upon those people who are responsible for 
price ceilings on cotton. 

The farmer also has a justifiable fear of roll-backs either directly 
in the price ceiling on cotton or indirectly through an inadequate 
allowance for the cost of raw cotton in the textile ceilings either of 
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which would push the actual price even lower. Considering what has 
already been done, he has little basis for confidence that the damage 
will not be carried further. 

To a man who is struggling with all his might to give his country 
the production that it needs in the face of great costs and risks, our 
system of price ceilings looks more and more like Government 
bungling. The cotton farmer may grow a big crop this season in 
spite of it, but let us remember that the inflation fight is not a 1-year 
fight, it may be a very long fight. rom present indications, we may 
stand in desperate need of another big cotton crop in 1952. Within 
a few months, the main planting decisions on that crop will have to 
be made. If the Government does not keep faith with the farmer 
this time, what is he going to do next time? That is the kind of 
question we have to face when we look to the future of the price ceil- 
ing question. I tell you we had better return to something more 
sensible if we re: ally mean to gird ourselves for the long, hard struggle 
that seems to lie ahead. 

The National Cotton Council is opposed to price ceilings because 
of the way they affect our industry and our whole country. I want 
to make it clear and emphatic that we are against any extension 
whatever of title IV of the Defense Production Act beyond its ex- 
piration date on June 30, 1951. 

The CHatrMan. Mr. Blake, the price of cotton material advanced 
last year after this committee had written a bill, and we put in there 
a ceiling price between the dates of May 25 and June 24, for not less 
than parity. That is right, is it not? 

Mr. Brake. Yes; the price increase, Senator Maybank, started 
when the shortage became apparent. 

The CHArrMaAN: I understand that, but it went up materially. 

Mr. Buaxe. Yes: that is right. 

The Cuatrman. How much did it go up? 

Mr. Buiaxr. Oh, it went up from the neighborhood of 34 cents to 
about 40 cents in the fall months. 

The Cnamman. It was frozen at 45 cents, was it not? 

Mr. Buiaxe. It finally went to that. 

The CuatrmMan. Of course, as you suggest, that was caused by a 
short crop, and we thought at the time we were writing the law there 
would be a short crop; is that correct ? 

Mr. Buake. That is right. During that same period, Senator, as 
you know, the price of foreign cotton went to 70 cents. 

The CuatrMan. We have the records here, and we have not given 
them out because we do not give people’s business out, but we have all 
the records from New York, Texas, and other places, where cotton 
had sold at 70 to 80 cents. What I was getting at is the reason for 
that advance is due to the short crop. 

Mr. Buake. That is right. 

The Cuatrman. Now the farmers went to work this year, the cot- 
ton farmers, and they have prospects of a 16 million-bale crop. 

Mr. Biaxkr. That is right. 

The Cuarrman. What is next fall’s cotton set- up? 

Mr. Brake. About 38 cents on next month futures; October futures 
are around 38 cents. 

The CHarrman. That is $35 a bale below what it is worth right now, 
is it not? 
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Mr. Buaxe. That is approximately right, yes. 

The Cuarrman. Approximately $35 now. That is 121% or 15 per- 
cent ¢ 

Mr. Buaxke. Yes. 

The Cuarrman. In other words, then, the cotton farmer’s price, be- 

cause of his large crop, has already been rolled back as of today 15 
percent for October delivery; is that not right ? 

Mr. Buaxe. That is right. That is what it amounts to. Actu: lly, 
Senator, the producers have never taken the position that they were 
dissatisfied with the price level of the ceiling that Mr. DiSalle imposed. 

The Cuarman. The Wall Street Journal says today, “Cotton prices 
slip in the face of heavy production prospects.” It has gone down to 
35 cents, so the paper says. 

Mr. Buaxe. I had not seen that this morning. 

The CuarrmMan. There also is an article in the paper this morning 
that in Japan, where American cotton is the main cotton used, that 
there is almost pandemonium in the cotton textile mills because of 
lack of demand due to chaotic conditions existing, of the prospects of 
this large cotton crop coming on, and large inventories of goods. Do 
you believe that statement is correct ? 

Mr. Biaxke. Oh, absolutely, as was shown here yesterday morning by 
the American Cotton Manufacturers. 

The Cuatrrman. The inventories, of course, in the Japanese cotton 
mills affect the cotton mills in this country, and in turn affect the 
workers in those mills; is that not correct ? 

Mr. Buaxe. Yes, sir. 

The CHarrmMan. I just wanted to call attention to that, I saw last 
year that they were going to have this big increase in prices on cotton 
goods because they had a disastrous crop, a crop failure from 16,- 
000,000 to 10,000,000 This year the prospects are for an increase of 
6,000,000 bales and the soft goods now in the textile mills are already 
piling up, and prices gone down. Is that correct ? 

Mr. Biaxe. That is correct. 

The Cuatrman. How much more would they go down if they based 
their prices now on October prices, would you know that? Because 
everything in the cotton business is done in the future. 

Mr. Buaxe. Senator, I am not familiar enough with the details 
of textile prices to know. I would imagine that some of it is already 
being reflected, you see. 

The Cuamman. My information is they are reflected to the tune 
of 12 percent before this ¢ atastrophe, or whatever may be, occurred in 
Japan. All I know about that is what I read in the paper, but I do 
know it affects New York. I do know if they make 16 million bales 
of cotton, I do not think the farmers are going to have to—you made a 
statement there about ceiling prices with a large crop, and it looks to 
me like cotton is going to sell below ceiling prices. 

Mr. Buaxe. There is no question about that, Senator, in my judg- 
ment. The question is how far below ceiling prices the market will 
drop as a result of the ceiling being there. As you well know, those 
merchants have to buy an awful lot of cotton, which means they have 
to sell an awful lot of futures, and they have to sell it when that cotton 
hits the market. Who is going to buy the futures on the other side in 
the volume required ¢ 
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The CuHarrman. Of course, last year they claim that the cotton 
market went up due to speculation. It probably did. People bought 
futures, but people are selling futures now, and it has gone down. 

Mr. Buaxe. I think it has gone down by speculation at the moment. 

The Cuatrman. According to the papers this morning it has gone 
down $50 a bale. So it works both ways. Macy’s or Gimble’s or any 
of the big stores can buy up goods now much cheaper than they can for 
October and November; is that not correet¢ 

Mr. Buaxke. That is right. “ 

Senator, I forget to mention that we have a supplemental statement 
with regard to the provision in this bill for Government control of 
margins on commodity exchanges that we would like permission to file 
for the record. We are ver y much opposed to any such action. 

The Cuamman. I know that cotton futures cause inflation when 
there is a shortage, but likewise when there is an excess crop like there 
is now it causes a depression. I know that too. 

Are there any questions, gentlemen / 

Senator Dovetas. I have a certain reluctance about asking ques- 
tions in the presence of the chairman, because I know that he is one of 
the great authorities in the country on the pricing of cotton, and if 
I make mistakes I hope he will pardon me. 

Did I understand you to say, Mr. Blake, that you did not object to 
the ceiling of 45.2 cents on spot cotton ¢ 

Mr. Biake. We do not object to the level of the ceilings, Senator. 

Senator Dovetas. You think it is not too low a price. 

Mr. Biaxe. No; definitely it is not too low a price. 

Senator Dovaras. It is not too low a price ? 

Mr. Braker. That is right. In other words, we are not complain- 
ing that the ceiling is too low. I know of no cotton producer group in 
this country that has made any complaint about 45-cent cotton being 
too low. 

Senator Doveias. As I understand it, that is about 125 percent of 
parity ; am I correct ? 

Mr. Bake. Approximately that ; yes. 

Senator Dovetas. And it is almost the highest price of cotton, 
— with a few exceptions, since the Civil War—or since the war 
vetween the States, excuse me. 

Mr. Biake. Cotton was near those prices here within the last 3 or 
4 years. Senator Sparkman will remember that. 

Senator Doverias. But 45 cents is almost the highest price since 
1865. 

Mr. Buaxe. Yes; that is right. 

Senator Doveras. Has Mr. DiSalle really hurt you? Is he a big, 
bad wolf? 

Mr. Buake. Yes, sir; he has certainly hurt us. It is not a matter 
of price—again I come back to the point, we are not complaining 
about the price level. From the producer’s point of view the very 
fact that the ceiling is there prevents him from ever getting to it, or 
getting anywhere near close to it. That is just due to the nature of the 
marketing system on cotton when we have a big crop coming. But 
that is not the only thing that it has done, Senator Douglas. It has 
created all this turmoil and confusion throughout the whole distribu- 
tion system on cotton. The main thing about the raw cotton ceiling 
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is that it has created a very serions situation within the cotton mar- 
keting system. 

Senator Dova.as. Since it is a ceiling price, you could have flexi- 
bility below the ceiling; is not that true ¢ 

Mr. Buaxe. You can have flexibility below the ceiling; yes, sir. 

Senator Dovenas. And prices are now, according to the chairman’s 
quotation from this morning’s paper, 10 cents below the ceiling. 

The Cuamman. For October futures. You can buy cotton based 
upon those futures. I said the price of cotton today is $50 a bale 
higher than you could buy it from the cotton merchants to have de- 
livered to your mill. 

Senator Doveias. The present spot prices represent the October 
prices plus carrying charges? 

Mr. Buaxe. No, no. 

The Cuairman. Without any carrying charges. 

Senator Doveras. I mean to ask, Are the present prices October 
prices plus carrying charges? 

The CuatrMan. No. 

Senator SpaRKMAN. It does not work that way. 

The Cuarrman. You can buy cotton in October; spot cotton this 
morning would be $50 a bale higher than the cotton in October. 

Mr. Brake. It is roughly 45 cents a pound, Senator, today. 

Senator DoveLas. You mean it is at the ceiling / 

Mr. Buaxe. Approximately so. 

Senator Dovexas. It is lower in October because of the prospect of 
the big crop but higher now because of the immediate shortage. 

The Cuairman. That is right. 

Mr. Buaxke. But October and December futures are way below that. 
May I say another thing about this cotton price. I think it a very, 
very grave injustice will be done the American cotton farmers if we 
have any 35-cent price for them to face next fall, Senator Maybank. 
When the producers made their plans on this 16-million-bale crop, 
and the Secretary of Agriculture set that goal, assurances were given 
to the farmers that they had a ready market, domestically and in ex- 
ports, for the full 16 million bales. If that was the situation, then 
our supply-and-demand position in the fall of 1951 should be approxi- 
mately what it was in the fall of 1950, and the price should be approxi- 
mately the same, which was around 40 cents a pound. Farmers made 
their plans on the assumption that they were going to have prices of 
around 40 cents a pound, and I think a very serious injustice would be 
done them, with the high cost of this crop, if they have to face a 35-cent 
price instead of a 40-cent price. 

The Cuarrman. You are going to be up against it just as you were 
up against it in the last war when the OPA did not have any ceiling 
price on cotton because it had to have the cotton. That is what is 
going to happen. 

Mr. Biaxe. That is what we tried to tell them on January 5. 

The Cuamman. You did not have a ceiling price in the last war 
because you had abundance. This year it was necessary to put on a 
ceiling price, but as you say the cotton farmers did not take it. 
Another thing, the farmer knows he has to compete with wittetic 
fibers, and they do not want to be hoggish about anything, but that is 
what is going to happen in October. 
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Senator Dovuaias. May I ask this. I did not quite follow all this 
recent interchange, but are you suggesting that there should be a 
floor under the price of cotton ¢ 

Mr. Brake. No, sir; lam suggesting this. The only reason that our 
price is not much higher than it is, aside from the fact that the ceil- 
ing is there, is that we instituted export controls on cotton. Whereas 
last fall, Senator Douglas, the world price of cotton was around 70 
or 75 cents a pound, and our price was around 40 or 42 cents a pound. 
That was before any price controls.were put on anything. In other 
words, raw cotton was the first commodity to go under price control 
in this country. We went under it early last f: all before our crop was 
marketed, and we have been under it ever since. We have the real 
price control on us. 

Senator Dove.ias. What you are saying is that price control repre- 
sented in effect by export controls deprived you of the advantage of 
the increased demand and increased price on foreign markets. 

Mr. Biaxe. That is right. We were not complaining about that. 

Senator Dovetas. European and Japanese. 

Mr. Buaxe. We were not complaining except about the way those 
export allocations were announced last fall, as some of these Senators 
from the Cotton Belt know. The thing was handled very poorly, and 
it caused a 4-cent break in our market all of a sudden right at the 
time when the farmer was selling his cotton. That is an incident that 
we all cannot forget. But what I am trying to say is we are not com- 
plaining about the fact that export controls are there. We rec ognize 
that they should be there, if for no other reason than for keeping 
cotton from going into unfriendly countries. We are not complain- 
ing about that. We are : saying this, however, that those export con- 
trols must be handled properly. Incident: ily. ex export-control legisla- 
tion I believe, was written by this committee. 

The Crarrman. That is right, through Secretary Sawyer, after 
consultation with Secretary Brannan. 

Mr. Buaxr. They must be handled so as not to depress the price of 
cotton next fall unduly. If they are used at all, they are bound to 
have some restraining effect on the price of cotton. We know that, 
but what I am trying to say is that if export controls are handled 
properly we will no have a 35-cent price for cotton next fall; but 40 
cents or above. 

Senator Dovetas. In other words, what you are saying is that you 
should permit the export of a sufficient quantity of cotton to take 
down domestic supply so that cotton will sell here for at least 40 cents. 
That is about what you are saying. 

Mr. Brake. I think that is what the producers expected when they 
planted this cotton, Senator. 

ae Doveras. Did they have any assurances to that effect ? 

Mr. Buakr. Yes, sir; they had assurances to that effect. They had 
assurances from the Secretary of Agriculture that they had a market 
for 16 million bales in the 1951 crop. 

Senator Dovetias. In the domestic market ¢ ? 

Mr. Buaxe. No, sir; the Department’s breakdown on the figure was 
10 million bales domestic and 6 million bales export, and those figures 
were spread all across the Cotton Belt, and we helped spread it. I 
mean, they were the facts, and the country needed the cotton, and 
we went all-out. Our organization—— 
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Senator Doveuas. If nature had been favorable to a 16-million-bale 
crop to the producer, that demand would have been there. 

Mr. Buaxe. | am talking : about the 1951 crop, the crop that is now 
in the ground. That is the crop we had this big drive to get pro- 
duced. All I am trying to say is, in fairness to the producers, they 
were told by the Department that they had a demand for 16 million 
bales. Of course, the demand can be there, but if exports are not 
permitted, the demand may not be realized. 

Senator Doveias. Was it specifically stated by the Department 
of Agriculture that the export of 6 million bales would be permitted ? 

Mr. Buake. No, sir; it was not. It was stated that there was an 
effective demand for 6 million bales for export and 10 million bales 
for domestic use. The demand was there, and with that sort of 
demand, in face of the supply situation, they said—I believe the 
words they used were that the prospect was that prices would be very 
good, or maybe they said it would be comparable to what they were 
when the announcement was made last fall. What the produce ers, 
what the Department, what everybody had in mind was a price of 
around 40 cents a pound. 

Senator Doveias. Of course, there is a lot of loose talk about quan- 
tities demanded. After all, the quantity demanded is a function of 
the price per unit. It is not an absolute quantity regardless of price. 
It is a schedule with the amounts demanded increasing as the price per 
unit diminishes. That is the elemental fact in all price adjustment. 

So, a pledge by the Department of Agriculture that there would be 
effective demand for 16 million would be pretty loose unless it were 
accompanied by a price pledge at the same time, and apparently there 
Was no price pledge. 

The CHatrman. If I may say, the price was 70 cents for foreign 
cotton, and people in France, Japan, and Germany were paying (0 
cents for cotton. These fellows were pegged at forty-odd cents, and 
what Mr. Blake intended to say also, I think—and I know you agree 
with this—was not to have some statement made here in the fall of the 
year when cotton is coming on the market, when the poor farmer 
must take that loss in his cotton, and some merchant or somebody 
else buys it and holds it until it goes back up. I think that is the 
point Mr. Blake wanted to put over, because when the 4-cents-a-pound 
break came it did not hurt the rich cotton mills; it hurt the farmer 
who had to carry cotton to the merchant and sell it in the backwoods 
and at the crossroads. Is that not correct / 

Mr. Buaxe. That is right. The significance of this whole thing, 
Senator, it seems to me, is the job that production does. This proves 
it completely. We do not have to worry about price if we get the 
production, and we have that situation right now nailed down, so far 
as cotton is concerned. 

Senator Dove.as. I do not want to prolong thi§ interchange which 
has taught me something about the cotton market, but I would like 
to say one more thing, if I may, namely: Apparently the price fixed 
at 45.2 cents has not diminished production, because it has resulted 
in at least a large planting this last year, and with the help of nature, 
which is favorable to produce the increase, it looks like a 16-million- 
bale crop. So, I would say that there is no evidence as yet that this 
price ceiling has had an adverse effect upon production. 
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Mr. Buaxe. Senator, whatever effect it has had is bound to have 
been in the adverse category, because it could not have had any stimu- 
lating effect. The point is, as I tried to say in this statement, when 
dollar-and-cents ceilings were established March 5 farmers knew 
pretty well what they were going todo. They had made their — 
and they had made their arrangements for financing. Actually, I 
think it is very fortunate that it came late enough not to have had too 
much influence. Had it come last fall.I am quite sure it would have 
had a very marked influence. — -. 

Senator Doveras. My preferences are all in favor of a flexible 
price system provided you have competition. I favor a flexible price 
system within a country and between countries, because I think, on 
the whole, you get the best distribution of energy that way. This 
would also save us the trial of going to all these ‘hearings and head- 
aches which Mr. DiSalle and his staff had in fixing prices. 

But it would seem to me that on the whole you have not been hurt 
by the prices which have been fixed. It is a high price in relation- 
ship to prices in the past. It is a high price in relationship to present 
prices of other commodities because the ceiling prices are 25 percent 
above parity. It has not stifled production. Tt seems to me the ob- 
jection you are making is that fundamentally you do not like price 
ceilings, but that you really have not been hurt, except possibly by 
the shutting off of exports. 

Mr. Brake. Senator, we do not feel that farmers have been tragi- 
sally hurt yet, as I explained a moment ago. But the cotton-market- 
ing system has suffered, as has mill production. I wish you could 
have been here the day before yesterday when the cotton-merchant 
group gave the detailed picture of what has happened in the cotton- 
marketing system as a result of this ceiling. The mills yesterday 
testified about the decrease in production in the mills, and all the 
confusion and consternation that has come into the picture as a re- 
sult of these price-ceiling orders. The point we want to make is this: 
If you could have price ceilings that would do no harm, that would 
be one thing, but we see no way you can have them and not do harm. 
They did harm in the OPA days; they do harm today, and the longer 
they stay on the more harm they do; the more they dry up produc- 
tion and tie knots in distribution and work in the very opposite direc- 

tion we must work in if we are really to control inflation. 

Senator Doveras. If you gentlemen will pitch in and help us bal- 
ance the budget by reducing expenditures and increasing taxes, if 
you will help us impose credit controls through the Federal Reserve 
System on the banks so that we do not have an expansion of monetary 
purchasing power, then I would not be too enthusiastic about indi- 
vidual price controls. 

But we are not certain that we can succeed in fully implementing 
those indirect controls, and we do not get too much support for such 
things as higher taxes and lower Government spending from the 
population as a whole. Each such group seems to be interested in 
its own particular little favor that it is getting, either from the Gov- 
ernment or on the other hand they want an expansion of private 
credit. 

So, when we decide whether we are going to eliminate title IV, we 
have to consider whether we can afford to do aw ay with the safety 
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man. Suppose inflation breaks through the line of the governmental 
budget, breaks through the line of private credit. Gr: anted that the 
‘ safety man of individual price controls is not very good, still, if in- 
flation breaks through the line and there is no safety man there, it is 
a touchdown for inflation, and it is a defeat for the economy. 

(Mr. Blake’s supplemental statement follows :) 

Mr. Biaxe. I completely agree with what you say about the neces- 

sity for the real inflation-control program. Our organization is on 
record in support of it unanimously, and we are ready to go all out. 
As a matter of fact, we are right now going all out in an educational 
‘ampaign in the cotton industry on the very program that you are 
talking about. We have got to increase taxes and we have got to cut 
expenditures and we are ready to cut expenditures that pertain to 
cotton as much as anything else in the whole budget. 

Senator Doveias. When it comes to expenditures on rivers and 
harbors in the lower Mississippi, I shall be very grateful for your aid. 

The Cuarrman. Thank you, Mr. Blake. 

Senator ScnorerreL. Mr. Chairman, could I ask Mr. Blake just one 
question? Is this a fair question: If the present controls are left on, 
is there a possibility that the price of cotton is likely to drop near the 
support level of around 30 cents a pound ? 

Mr. Buaxe. You say if the present price controls are left on ? 

Senator Scnorrren. Yes; the present controls. 

Mr. Biake. Senator, we are very fearful of that, because of what 
might happen with our marketing system in a crippled condition, 
when these 16 million bales hit in one clip this fall. I am sure you 
know what happens when you get a big run of cattle to market or when 
a big wheat crop hits it. That happens i in your State. That is what 
your farmers are confronted with, and we are very uneasy about this 
in cotton. I mean we have every reason to be. Look at the 1952 Octo- 
ber futures at 35 cents already. The very fact that there is a ceiling 
present, you understand, means that the closer it gets to the ceiling 
the more difficult it is for the marketing system to operate. 

The Cuatrrman. Thank you, Mr. Blake. 

(Mr. Blake’s supplemental statement follows :) 


SUPPLEMENTAL STATEMENT BY WILLIAM RHEA BLAKE, EXECUTIVE VICE PRESIDENT, 
NATIONAL CoTron CoUNCIL OF AMERICA 


The National Cotton Council of America, which represents the entire raw-cotton 
industry, the farmers, ginners, merchants, warehousemen, seed crushers and 
spinners, wishes to register opposition to the proposed new section 611 in 
subtitle B of S. 1397 and H. R. 3871. 

This proposal would give the President the power to prescribe rules and regu- 
lations governing margin requirements for speculative futures trading in com- 
modities on the commodity exchanges. 

A similar proposal was rejected by the Congress last year, and similar proposals 
in past years also have failed to receive approval after careful consideration 
by congressional committees and Members of Congress. 

We can state very briefly our reasons for opposing section 611 of subtitle B 
in 8. 1397 and H. R. 387 

1. Trading on the commodity exchanges does not govern the price fluctations 
in commodities. . These fluctuations are governed by the supply and demand 
for the commodities. In 1946, the New York Cotton Exchanges increased 
margins for cotton futures trading at the direction of OPA, which sought thereby 
to curb cotton price rises. Instead of declining, cotton prices continued to in- 
crease. In 1947, the Chicago Board of Trade increased margins on grains at the 
request of the President but in this instance also prices continued to rise. 
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2. A primary function of the cotton exchanges, and other commodity exchanges, 
is to furnish price insurance for their industries through hedging. Hedging 
enables elements of the cotton business to reduce their price risks involved 
in buying and selling cotton. Speculation in the commodity markets is necessary 
if the markets are to perform their hedging function efficiently. To illustrate: 
Merchants would normally be expected to buy most of the anticipated 16-million 
bale crop within the short space of a few months. Mills at home and abroad 
normally purchase cotton from merchants more slowly—over the course of the 
year—as they sell their goods. To protect themselves against a decline in th: 
value of their cotton stocks, merchants would normally sell futures. This is 
a hedge. Unless speculators are available to buy these hedge contracts as the) 
are offered, the selling pressure would force the level of the market down severely 
at the time the farmer is selling his crop. 

3. The Government’s contention that an increased volume of speculative trad- 
ing on the commodity exchanges causes prices to rise, is not borne out by the 
facts. For example, speculative trading in cotton has declined since Korea 
while prices have risen sharply due to a short cotton crop in 1950 and increased 
demands for cotton. On May 25, 1951, the speculative interest in cotton on the 
New York Exchange was at one of the lowest points on record. 

4. Secretary of Agriculture, Charles F. Brannon, admits that he now knows 
of no instance where an increase in margins for speculative trading on the 
exchanges is needed to help curb speculation. The National Cotton Council takes 
the view that no extension of Government authority over our economy should 
be authorized when the need for it cannot be clearly established. 


Mr. Carey, will you come up, please. 

The CuarrmMan. Without objection, I will ask to have printed as 
part of the record the letter I received from Mr. Ben Robertson, who 
has discussed the cattle situation with Senator Monroney and Senator 
Schoeppel. 

(The letter referred to follows:) 


. 


CoNGRESS TIED WAGE AND PRICE CONTROLS TOGETHER 
THIS IS WHY 


In World War II, at the request of the Administration, the First Emergency 
Price-Control Act contained no provisions giving OPA any power to place ceil- 
ings on wages. This act was passed early in 1942. Meanwhile, the War Labor 
Board inflated wage levels generally by adopting a rule of thumb for grant- 
ing 10 percent wages increases. By the fall of 1942 it was recognized that 
the price line could not be held without legislation on wages, and Congress 
granted authority to make wage regulations. As a result of union pressures, 
however, this function was not given to the agency having control of prices but 
to the tripartite War Labor Board. 

The result was that while OPA, under pressure from the Treasury, procure- 
ment agencies, and the consuming public, held the price line fairly rigidly 
at least on paper—the War Labor Board, succumbing easily to union pres- 
sures and threats of strike, invented all kinds of subterfuges to raise wages. 
Thus employers were squeezed by rising labor costs and rigid price ceilings. 
The effect of this policy on small-business men without large cash reserves was 
disastrous. Many of them went to the wall; others ceased to produce goods 
on which they could not make a profit: and, to the extent that small-business 
men managed to survive the war, it was largely because of reconverting and 
operating on cost-plus contracts. Another bypreduct of price rigidity and in- 
creasing labor costs was the Diack market in many scarce commodities. 
Congressional action 

When the Defense Production Act was pending in 1950, Congress made it clear 
that it had learned the lesson under OPA that you couldn’t get needed produc- 
tion under price ceilings if wage ceilings were not imposed and held equally 
firmly. It did this by providing that, if and when wage and price controls were 
imposed, both must be applied simultaneously and by creating a single inde- 
pendent agency under title IV to administer both price and wage stabilization. 
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HERE IS WHAT HAPPENED 
Nullification of this plan 

Despite the fact that Congress had placed control of both wages and prices 
in one agency, this unified plan of administration had gradually been frustrated 
by a series of Executive and administrative orders. The first step was Executive 
Order No. 1061, issued September 12, 1950, which created an independent agency 
known as the Economic Stabilization Agency. This aspect of the order con- 
formed with the intent of Congress, but the President created two subsidiary 
administrative units within the agency: (1) an Office of Price Stabilization, and 
(2) a Wage Stabilization Board. Both the director of the price unit and the 
members of the wage board were made by Executive order appointees of the 
President, thus depriving the Administrator of the right to uppoint his own 
subordinates and to establish his own administrative divisions. 

Administrator Valentine, however, sought to retain control over the set-up by 
reserving for himself the right to issue all wage and price orders and having one 
central legal, economic, investigating, and enforcement staff. The labor mem- 
bers of the Wage Board did not like being relegated to serving in a purely advisory 
role and got the public members of the board to join them in demanding complete 
autonomy for the Board. ,When Valentine refused to yield, the quarrel was 
taken to the President and Valentine’was forced out. 

The new Administrator, Johnston, then issued a new set of internal adminis- 
trative reguiations under which both OPS and WSB were given virtual autonomy 
to make their own price and wage policies and were permitted to have iegal, 
economic, and enforcement staffs of their own. Shortly thereafter they started 
issuing their own orders and regulations. In recent testimony all Johnston says 
that he does is retain veto power. Apparently no attempt is made to coordinate 
wage and price policies in particular industries or in particular cases. 

The general manufacturers’ price-ceiling regulations issued by OPS selected a 
pre-Korean base period for prices, but permitted mark-ups for increased costs 
of labor up to March 15, 1951. While there have been variations in price ceilings 
for particular industries, generally speaking, the March 15 date has been the 
cut-off date for wage increases. The presence of this cut-off illustrates the 
indifference of ESA to congressional intent, for wage increases within the 10 
percent formula and even in excess of the 10 percent formula have been going on 
steadily since March 15, thus cutting the margin between prices and labor costs. 


SO THEN WAGES STARTED UP 


Absence of any real effort to stabilize wages 


In contrast to OPS policies, WSB from its inception has made only half-hearted 
attempts to hold the wage line. When the first price-freezing order was issued 
last December with respect to automobiles, Administrator Valentine had to jog 
WSB into doing anything about wages in that industry—although this is a condi 
tion precedent to making the price order effective under the terms of the Defense 
Production Act itself. Finally, after one escalator clause had taken effect, WSB 
did recommend to him issuance of an order freezing Wages in the industry. This 
was an empty gesture, for the next escalator clause was not to take effect for 
another quarter and Reuther publicly announced that he would strike every 
automobile company in Detroit if the Government interfered with the operation 
of the escalator clauses. 

Just about the same time John Steelman of the White House indicated that 
the administration was voing to yield to labor pressure on escalator Clauses. 
Intervening in the switchmen’s strike he induced the carriers to sign a new 
contract which contained for the first time in railroad history escalator clauses 
based on the cost of living—a scheme described by Marriner Eccles of the Federal 
Reserve Board, in testifying before a congressional committee, as “built-in 
inflation.” 

(a) Coal increase—During the year 1950, many spectacular wage increases 
had been granted, most of them after the outbreak of the Korean War. An ex- 
ception to this rule was the coal industry which had been forced to grant a 
large wage increase to the mine workers just before the war. The WSB tenta- 
tively decided to adopt a percentage formula, with January 1950 as the base 
period. As Lewis at that time was negotiating for a wage increase with the 
operators which would have pierced any formula adopted, WSB obligingly with- 
held the effective date of its first general wage-stabilization regulation which 
required administrative approval of any wage increase made after January 25, 
1951, until this increase had been made effective, both in bituminous and anthra- 
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cite. The anthracite agreement was actually not arrived at until 2 weeks afte: 
the January 25 date, but was approved as being “in contemplation” before that 
date. In order to avoid any controversy with Lewis, the Board issued General 
Regulation No. 2, over the dissent of the industry members, permitting wage 
increases until lebruary 9, 1951, if the adjustment has been “contracted for” 
prior to January 25, 1951. 

(bv) Broad exceptions to “freeze.’—On January 26, Johnston issued an order 
redelegating the wage-stabilization functions vested in him by Executive order 
to WSB (ESA General Regulation No. 3). On January 31, 1951, WSB then 
issued an order authorizing wages to be increased above its own ceiling pursuant 
to administrative action by Federal and State authorities acting under minimum- 
wage laws. The practical effect of this order was to give the go-ahead signal 
to Secretary Tobin in his ambitious program to force an adjustment of wages 
upward in various industries by resort to the long-dormant provisions of the 
Walsh-Healey Act. 

(c) Adoption of excessive formula.—With complete power now in its own 
hands, WSB members wrestled in the month of February on the adoption of a 
formula, for even the industry members of the Board felt that the February 9 
wage freeze was unfair to employees in industries which had not received 
general wage increases during 1950 and the first 5 wetks of 1951. It was tenta- 
tively agreed to approve all future wage increases up to a certain limit above 
the level of January 1950. The industry members contended that this limit 
should be fixed at 7 or 8 percent, as the cost-of-living index had risen only 
7 percent since that date. The labor members argued that it should be fixed 
at at least 12 percent. Finally, the public members induced the industry mem- 
bers to come up to 10 percent and this formula was adopted by General Regula- 
tion No. 6, issued February 16, 1951, and subsequently approved by the Admin- 
istrator. The labor members of the Board then walked out at the direction 
of the United Labor Policy Committee and Emil Rieve, president of the CIO 
Textile Workers Union and one of the labor members who quit, called strikes 
for wage increases in excess of the 10-percent formula—first in the New England 
textile industry and then in the southern textile industry. The immediate efforts 
of the administration to appease the labor group, who had already obtained a 
formula higher than the rising cost of living justified, indicated that even the 
mildest restraints on wages were doomed unless the unions were willing to accept 
them. 

(d) Approval of escalator clauses.—For all practical purposes the WSB 
ceased to function after the labor walk-out. In an effort to please the unions, 
Johnston then, on his authority, issued General Regulation No. 8 on March 8, 
1951, which gave full effect to operation of escalator clauses in collective agree- 
ments. This meant that the UAW-CIO and the IUE-CIO would get wage 
increases in the automobile industry and electrical products industry in excess 
of the 10-percent formula. Even this gesture failed to placate the United Labor 
Policy Committee but Johnston made his regulation effective notwithstanding. 

(ce) Tandum wage adjustments.—As a result of the preferential treatment 
given the small minority of employees covered by union contracts having esca- 
lator clauses, ESA was almost immediately forced to make further concessions. 
These were incorporated in General Regulation No. 10, entitled “Tandum Wage 
Adjustments” under which approval was to be given to wage increases for 
employees whose wage rates were generally adjusted to conform with increases 
granted employees in other bargaining units of the same company, or in the 
same industry, or in the same labor market area. This regulation at first 
was rather narrowly drawn as it contained a cut-off date of February 9, 1951. 
The reconstituted Wage Stabilization Board, by resolution adopted May 8, 1951, 
however, directed its staff to disregard the cut-off date. 

(f) Open breaches in the formula.—Although Rieve’s southern textile industry 
strike was unsuccessful, the strikes in the New England textile industry and 
threats of strikes in the packing industry resulted in agreements being signed 
for wage increases in excess of the 10-percent formula. It should be noted that 
these strikes and strike threats were really not strikes against management but 
against the Government itself, as the 10-percent ceiling regulation purported to 
have the force of law. Nevertheless, neither Johnston nor the Department of 
Justice made any attempt to invoke the criminal or injunctive provisions of the 
act against the striking unions. 

Early in May, after the administration had surrendered to labor on most of 
its demands and WSB was reconstituted, the Board had awaiting it hundreds 
of applications for approval of wage increases exceeding the formula, many of 





190388 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 1937 


which had been negotiated as a result of strikes or threats of strikes. An indi- 
cation of how the Board would act on them was foreshadowed on April 25, 1951, 
when Johnston approved the recommendation of a temporary emergency rail- 
way wage panel, granting an increase to nonoperating railroad employees which 
exceeded the 10-percent-ceiling formula by 3 percent. The excuse assigned by 
the wage panel was that the switchmen and yardmasters, as a result of the 
Steelman settlement the previous winter, had been given an escalator contract 
which was bound to pierce the 10-percent ceiling. Therefore it was argued that 
it would be inequitable to give the nonoperating employees a less generous 
settlement. 

Acting upon this cue, the public and labor members of WSB then voted to 
approve the packinghouse settlement which was 5 or 6 percent in excess of the 
ceiling formula. This was done over the objection of the industry members 
and one of the reasons given was the desirability of averting a strike. Under 
this reasoning, consistency will force WSB to approve the increases in the New 
England textile industry and other agreements in which employers yielded to 
union pressure to wages in excess of the ceiling. In the light of these decisions, 
WSB will be forced to grant almost any wage increase if there is a strike or 
threat of strike. 

Disparity of enforcement 

The Defense Production Act confers no immunity upon either labor unions, 
employees or employers who violate the wage-ceiling regulations, yet neither 
Johnston nor WSB have promulgated any regulations prescribing any penalties 
for violations or attempted violations. This contrasts to the policies adopted 
under OPS, under which both criminal and civil penalties have been invoked 
against companies who have disregarded the price regulations. 


Hon. BurNet R: MAYBANK, 
Chairman, Senate Committee on Banking and Currency, 
Washington, D. C. 


Dear CHAIRMAN MAYBANK: My name is Ben Robertson. My home is Emporia, 
Kans. Iam a veteran of the Second World War, having served in the Counter- 
intelligence Corps of the War Department from January 1942 until May 1946. 
I have three children and they are under 5 years of age. I, together with my 
brother, a combat veteran of World War II, am in the beef-producing business. 

I am here representing the following people: 

Approximately 850 citizens of central Kansas in the area commonly known 
as the Flint Hills comprising some 50 towns. Members of this group include 
little farmers, big farmers, little stockmen, big stockmen, packers, bankers, the 
Chamber of Commerce of Emporia, Kans., and other affiliated groups. 

I am also representing a coalition of the several Oklahoma livestock associa- 
tions, namely, the Oklahoma Livestock Association, the Osage County Livestock 
Association, the Blue Stem Cattlemen’s Association, the Northwest Oklahoma 
Cattlemen’s Association, and others, 

These two groups were formed for the purpose of coping with our current 
emergency in the producing end of the livestock business in these two important 
livestock-producing areas. 

Our position is this: I have been up here for several days endeavoring to have 
an opportunity to state our position and have been informed by Senator Mon- 
roney, of Oklahoma, and Senator Schoeppel, of Kansas, that the proper way to 
bring this to the attention of the Senate Banking and Currency Committee was 
through this statement. I would like the opportunity to be heard verbally in 
addition to this. 7 

Our position is as follows: 

1. We, the producers, feel that an iron curtain has been drawn here in 
America between those of us in the producing phase of this business and the 
consumers. We feel that the mass of misinformation and verbiage disseminated 
by various groups between these two producing and consuming groups has greatly 
distorted our position, . 

2. We would like to bring to your attention the fact that the veterans of this 
country, and especially those of World War II who have just recently gotten 
out of the service and are endeavoring to set themselves up as proponents of 
free enterprise and individual businessmen, and the little producers who due to 
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their rather marginal situation have low reserves, are vitally and destructively 
affected by this OPS order concerning the roll-back. I have specific examples 
from these people which I will be glad to present to you or the committee. 

3. To show the utter unworkability of this order and the frustration which 
the producer faces in this matter, I would like to cite the following situation: 
Under the OPS order, we have been given to understand that the wide spread 
which exists between the price of good grade animals and commercial and 
utility animals is to encourage the feeder to place these cattle in the dry lot 
to add to the production of beef. I would like to state that in so doing their 
purpose was, as we understand it, to make. these cattle undesirable to sell from 
a slaughter angle due to their higher relative value as feeders. Paradoxically, 
in creating this situation, it also creates a situation as follows: The great 
majority of range cattle of this country if sold to the slaughterer would grade 
Commercial and Utility. There are certain groups of these cattle not suitable 
for feeding which must be sold as Commercial and Utility cattle. I am a 
feeder and thus appreciate the feeders’ position. I also have grazing cattle and 
thus appreciate the grassman’s position. To me, the fact that if these grass 
cattle not suitable for feeding are sold at current levels set by OPS and thus 
discriminated against, and there are, I might add, many cattle from the South 
and Southwest and most of the range country, in general, for that matter, in 
these classifications. Therefore, you come to this situation. If you should 
raise the cattle not suitable for feeding to a suitable level, you automatically 
raise the price of feeder cattle, theoretically, to where it is not desirable for 
a feeder to purchase them. This, as with many other phases of this order, is 
just not workable. 

4. We are faced with a rising population. We are faced with a current 
emergency. Production is of the essence. The greatest potentiality, should I 
say the greatest new frontier for production, is in conversion of the eroded 
lands of these United States to the production of livestock. Currently these 
lands are either lying idle or if they are cropped for several more years will 
be lying idle due to their marginal features, so the issuance of this order 
strikes directly at the small individual who would take advantage of this situ- 
ation to add to his productive capacity and immediately affects our production 
and the long-range welfare of our country. (Incidentally, I was on my way 
to Alabama and Mississippi on the date that this order was issued with the 
purpose of establishing there on some of their unusued lands, by turning them 
to grass, a winter proposition which, in my own immediate operation would 
add immeasurably both from the angle of economic stability and the actual 
production of beef to my personal situation.) I would be glad to amplify on 
these conditions should it be necessary. 

5. I would like to state that I, as a producer, and, incidentally, I believe that 
I am a qualified investigator due to my service with the Army over a period 
of several years, have diligently and thoroughly investigated the situation of 
the legitimate packing interests both little and big and this is my conclusion. 
I find that if this order were administered and the cattle were available, they 
would make a very fair profit: perhaps, if ample cattle were available, even a 
very large profit. But it is my opinion, due to the many unworkable ramifi- 
cations of this order, that these cattle will not go to the legitimate processors 
but will be hung on many trees and in many lockers in this country, thus taking 
out of the normal chain of supply those cattle which would go to these processors. 
I agree with the premise already stated by several individuals that there are 
not sufficient qualified investigators, or just plain investigators for that matter, 
in this country to control this situation. . 

6. I would like to state that this group I am representing is interested solely 
in nonpartisan and nonspecial interest in this matter, that we realize that we, 
as producers, cannot sell our commodity unless we have people in a position 
to buy it. If there are inequities in this proposition, we ask you, the members 
of the Senate Banking and Currency Committee, who I believe are in a critical 
spot in this situation to listen to all of the pleas, not only for the producing 
but also from the consuming side, and arrive at such a position as you should 
deem equitable and workable. 

7. Finally, I want to specifically state that it is our opinion that these controls 
will not work. 

Ben Ropertson. 


The CuatrrMan. Go ahead, Mr. Carey. 
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STATEMENT OF JAMES B. CAREY, SECRETARY-TREASURER, 
CONGRESS OF INDUSTRIAL ORGANIZATIONS 


Mr. Carey. The Congress of Industrial Organizations, with its 
millions of members, is completely in support of the program to arm 
our Nation and our allies to resist Communist aggression. 

We are prepared to do our full part in producing, fighting, sacri- 
ficing as we did in World War II. We recognize that if we lose the 
struggle to maintain peace, and war comes, the cost we all must 
pay will be many times the cost of arming for defense. 

We know that there must be higher taxes, more work, fewer things 
toerjoy. But these tasks must be met in the spirit of the democracy 
we are trying to defend, by democratic sharing of the duties, the 
responsibilities, the sacrifices, the leadership. The defense program, 
in our opinion, must be the best example of democracy at work, 
That does not mean phony appeals to patriotism, but down-to-earth 
teamwork and a sense of participation for everyone in the job to be 
done. 

All but a small fraction of labor in America are ready to do their 
part in our defense program. That small fraction consists of the Com- 
munist commissars who still retain some influence over labor organi- 
zations. Their purpose is to make us naked and defenseless in the 
face of Russian aggression. But neither we nor any other group 
can play our role unless Congress does its part. Congress must write 
the rules of the game that are to be followed, it must define the general 
v0licy of how sacifices are to be borne, it must set not only the economic 
ut also the moral tone in which this defense program is to be carried 
out. 

Frankly, we are disturbed to see that instead of efforts being 
directed toward correcting the glaring weaknesses and injustices 
in the present Defense Act, there is a tendency in certain groups in 
Congress to want to weaken the act further. This is proposed on 
two excuses. ‘The first is that the emergency is not as serious as 
had been expected, and therefore, we can relax our efforts. The second 
excuse is that the people of the country are apathetic and just do not 
care What happens to the Defense Act. 

If that is the kind of philosophy that is going to come from Congress 
then we might as well all relax. Not only labor and industry but our 
fighting men also, and wait for Mr. Stalin to deliver his knock-out 
punch some Sunday morning when we are sound asleep. 

It is true that at the moment we are in what might be called a lull, 
a breathing space between the first uprush of prices and inflationary 
forces, and the second wave which is but a few months away. Instead 
of this period being used to let down our guard it should be used 
to perfect our defenses, economic as well as military, and prepare 
our people for whatever emergency may arise. 

This is the time to write out in legislative terms the doctrine of 
equality of sacrifice, and to help each man and woman to find his 
place in the defense picture. 

[ want to speak very frankly on this matter. Labor agreed to 
support controls over itself in terms of wage stabilization. But its 
acceptance was based on the principle set forth by the Wage Stabili- 
zation Board that there must be a rounded program of controls over 
credits and prices, profits and speculation, and so forth. Instead 
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of that, a law was written that gave encouragement to every kind 
of speculator, that encouraged high food prices and deterioration of 
quality of goods, that prevented effective rent controls. 

The inevitable, for which Congress is responsible, was an orgy 
of speculation, pr rofit making, and extortion of not only the consum- 
ers but the Government itself, seen rarely in our history. 

1 will deal with some of these specific results later. 

No wonder there has arisen in the country an attitude which some 
Members of Congress mistakenly-call “apathy.” No, gentlemen, it is 
not apathy on the part.of the rank and file of the American people. 
It is a sense of disgust, of bewilderment, of frustration on the part 
of people who live on modest incomes, on the part of families of 
servicemen, on the part of small-business men, on the part of decent 
people in all walks of life who wanted to do their part but who saw 
others getting rich on this defense effort. 

Now, instead of having these glaring weaknesses of the Defense 
Act corrected and the doctrine of equ: ‘lity of sacrifice made a reality, 
we see attempts to weaken the act further. 

I want to illustrate what I mean by reference to the recently an 
nounced program of the National Association of Manufacturers and 
the United States Chamber of Commerce. They propose an almost 
identical program which calls for the ending of price and wage con- 
trols and dependence upon what they refer to as the “indirect. con- 
trols” of credits, taxation, and Government economy. 

We charge these gentlemen of big business with a complete irre- 
sponsibility and a narrow greed that could completely wreck our 
defense program if their ideas w ere adopted. 

They propose the ending of price and wage controls. Now, cer- 
tainly, we of organized labor do not care for controls for their own 

sake and certainly we have no love for controls over - wages we 
might bargain for. 

We know full well what the profits of our employers are, and the 
increased share of those profits and the increased standard of living 
we have a right to enjoy as our share of the fruits of production were 
there no controls over our wages. But we see in this big-business 
program simply a bribe offered to labor, a bribe that if we join with 
them in seuttling price controls, business would be willing to share the 
loot with us. Both of us together could then gouge the « consumer, be 
it individuals or Government, and labor could then get its cut in 
much higher wages. 

Implic it in this big-business proposal also is that there should be 
no control over profits. The decetas would be prices and profits 
as high as the traffic could bear. In other words, our outlay of toil, 
treasure, and blood of this defense program would have as its end 
result the enrichment of the American corporations. 

Naturally, the people least able to protect themselves would suffer 
the most; and the people who would suffer most of all would be those 
who are sacrificing most of all, the wives and children of our service- 
men trying to keep alive on a small allotment, or the millions of white- 
collar workers and pensioners with fixed incomes, or even the Govern- 
ment itself. 

We of the CIO reject emphatically this offer of a conspiracy against 
the public interest. We will have no part in this shameful deal. 
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Senator Moopy. May I interrupt you a moment, Mr. Carey! 

I notice in your advance release that you mention a deal which 
apparently someone has tried to make. Can you give any specific 
examples of such a deal ? 

Mr. Carey. One example, Senator, at the moment is the Westing- 
house Electric Manufacturing Corp. They offered the IUE-CIO, the 
organization of which I am president, a 9-cent wage increase pro- 
vided we could get for them, or they could get from OPS, approval 
on incorporating this 9-cent increase into their price structure. In 
other words, they said, “We will offer you 9 cents provided we get 
price relief.” Our organization rejected that proposal. In fact, 
Senator, a strike may ensue over it. We are meeting with the com- 
pany ina very few hours again, to see if we cannot get the « company to 
withdraw the strings they have attached—that is, the price strings— 
to the 9-cent proposal. A portion of that 9 cents will have to be 
approved by the Wage Stabilization Board, but we will not accept 
the proposal on the basis of passing it on to the consumers, in view of 
the present high prices required by that corporation and other electri- 

‘al manufacturing corporations for the products that are manu- 
factured. 

The Cuarrman. And what do the corporation’s profits show ? 

Mr. Carry. The corporation’s profits are extremely high. 

The Cuatrman. In other words, they could absorb the 9 cents with- 
out any difficulty, in your judgment ? 

Mr. Carey. Without any difficulty whatsoever, and still receive 
an unusually high profit. 

Senator Moony. They will give you that 9-cent increase providing 
you go with them to the Wage Stabilization Board and ask that the 
anti-inflation line be broken ? 

Mr. Carey. Not the Wage Stabilization Board, sir, the OPS. They 
want relief from Regulation 22 and Regulation 30, and they contend 
that other corporations—I believe they mean General Electric, in 
fact, I am certain they mean that—never would be able to put the 
§-cent increase it gave into the price structure, which, in our opinion 
or in our interpretation of the regulations, ae the views expressed 
by OPS, is not so. General Electric will not be able to use the 9 
cents for the purpose of gaining price relief. It has already been put 
into the wage envelopes, ‘of GE workers but Westinghouse is suggest- 
ing that it be withheld until such time as they get approval. 

Senator Scnorrren. Mr. Chairman, may I ask a question of the 
gentleman ¢ 

The CuHatrman. Certainly. 

Senator ScHorpreL. Mr. Carey, I note what you say about big 
business. Big business is mae up of hundreds of ‘thousands of small 
stockholders, i is not that true? 

Mr. Carey. Sir, lam spe aking of big business as being directed by a 
very few people, the people that my work brings me in contact with; 
the hundreds of thousands of stockholders are not the ones that 
manage or direct the enterprises I refer to. 

Senator Scuorrret. Just a minute, please. The question I am 
going to ask—is it not a fact that the corporations are owned by 
hundreds of thousands of small stockholders, people in the States, 
widows, orphans, and the average mine-run of the country as a whole. 
Is not that true? 
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Mr. Carey. Sir, it is not true that they have anything to say about 
the policies of the National Association ‘of Manufacturers or the cor- 
porations that I have been characterizing as big business. Big busi- 
ness, like General Electric and Westinghouse and United States Steel, 
is managed and directed by a very few individuals who set the tone 
and policy, and I do not care to reflect on the small stockholders when 
I refer to those that manage the society we live in. 

Senator Scnorrret. Mr. Carey, F-do not have any quarrel with 
your not liking the top management’s policy. I do not either, in a 
lot of respects, but I am still coming back to this one question: Is it 
not true that a lot of the stockholders are ordinary small people and 
whatever dividends are issued under that stock goes to those people; 
is not that true? 

Mr. Carey. It is largely true; yes, sir. 

Senator Scnorrren. After taxes to the Government ? 

Mr. Carey. It is largely true, but the largest percentage of the stock 
in the large corporations of this country is owned by a very few 
people, and they use this gimmick, this phony argument, that it is 
widows and orphans that own the stock in the large corporations. It 
is nothing but. a phony proposition presented to feel the people. The 
large ownership of American corporations rests with a very few people 
in this country. The whole direction, operation, and management 
rests with a very few people. 

Senator Dovetas. The issue at stake isa double one. It is true that 
there are large numbers of individual stockholders in American cor- 
porations, but if you go on the basis of the percentage of stock held 
you will find that the comparativ ely few with large holdings of stock 
own a major proportion of the stock. As I remember the Federal 
Trade Commission figures, subject to correction, the upper 2 percent 
own approximately 60 percent of the stock, and the remaining 40 
percent, encompassing large numbers of stockholders who own one, 
two, and three shares, does not have a controlling voice in the 
management of these companies; so there is concentration of owner- 
ship, and as Mr. Carey points out, there is still further concentration 
of actual direction of operation in the possession of the 15 or 20 
percent who have control, since the small stockholders seldom vote 
their stock. 

Mr. Carey. For instance, sir, I own some stock in a major corpora- 
tion of the electrical manufacturing industry. I am a trustee for that 
stock ownership; that is, our organization owns a few shares of stock 
for its pension fund for the employees of our union. The employees 
of Westinghouse own shares of stock in Westinghouse. ‘The same is 
true in General Electric. The same is true of other corporations, but 
when the stockholders of Westinghouse had a meeting the workers of 
Westinghouse, the employees, were not permitted to participate as 
stockholders, even though they own stock in that corporation. 

Senator Scuorrret. Mr. Carey, going back to that again, I think it 
would be interesting if we did have in the record some ‘compilation of 
figures that would show the break-down of the holding of the stock. 
I was impressed the other day by reading a newspaper article which 
related that one corporation had 1 million mobkhelders Some indi- 
vidual bought some shares of stock, and it was publicized that he was 
the one-millionth stockholder. To me that is rather significant. 
That is a pretty good spread, in my book. It shocked me. I did not 
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think they had that many. Certainly that goes throughout the length 
and breadth of this land. Now, how they participate in the manage- 

ment of the company is something I will not quarrel with you about. 

But I do want to get into this record the spread of the relationship of 
the average citizen of this country to these corporations and the man- 
agement of it and the profits they make after ‘axes, just the same as we 
must recognize, of course, that labor participates in making those 
things possible. Weare trying to figure out some calculated scale here 
that is fair to all of them in this defense effort. 

The Cuairman. Without objection, I will ask to have the Federal 
Trade Commission figures and facts referred to by Mr. Carey, Senator 
Schoeppel, and Senator Douglas inserted in the record. 

(The matter referred to is as follows :) 

The Federal Trade Commission advised that the most recent study of the con- 
centration of stock ownership was in TNEC Monograph No. 29, which in its 
summary of findings stated: 

“The ownership of the stock of all American corporations is highly concen- 
trated. For example, 10,000 persons (0.008 percent of the population) own one- 
fourth and 75,000 persons (0.06 percent of the population) own fully one-half 
of all corporate stock held by individuals in this country.” 

TNEC Monograph No. 29, the 200 Largest Non-Financial Corporations, 1940, 
p. xvii. 

Senator Moopy. I just wanted to comment on the remarks of the 
Senator from Kansas. I think it is very true that there is a broad 
ownership of stock in a minority way, and I might say that the broader 
it is the better for the country. I am sure that the Senator from 
Kansas will agree that whoever owns or controls a company, we should 
not take the advice of the company if it is against the national interest 
or if it would break the line against inflation and bring a spiral of 
prices that would be detrime ntal to the whole ee onomy. 

Senator Scuorrret. I will say to the Senator from Michigan I 
make no claim for that position whatever. 

Senator Moopy. Yes; I understand that, sir. Iam sure you did not. 
I just wanted to bring that point out. 

Mr. Carry. Big business tries to sell it to Congress, however, on the 
glib argument that we should depend on the law of supply and demand 
for prices. 

How many of you can remember the same argument used just 5 years 
ago for the ending of controls over prices? “Just let prices be free; 
they will reach their normal level and increased production will keep 
them down.” 

It is worth while recalling what happened then. Between June 15 
and November 15, 1946, a period of just 5 months, the cost of living 
measured by the Department of Labor went up 1214 percent. That 
was a rise at the rate of 30 percent in a year. Food prices went up 
28 percent in that 5-month period, or at the rate of 60 percent a year. 
With regard to meat prices, over which there is so much debate today ; 
let us recall, gentlemen, that in that 5-month period of 1946 meat prices 
under free enterpr ise measured by the Department of Labor went up 
64 percent. I repeat, 64 percent in 5 months, or at the rate of 154 
percent a year. 

That is the result of the 1946 gamble we took by scuttling price 
controls. What was the effect of this among our social groups? The 
averege worker who got $6 a week more in 1947 than in 1946 actu: ally 
ended with a spend: able income, due to the increased cost of livi ing, of 
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$1 per week less than in 1946. At the same time corporation profits 
before taxes rose by $7 billions, or 30 percent, and after taxes they rose 
by nearly $5 billions, or nearly 40 percent. Even if we deduct the 
increased “cost of living of corporations,” the gain of 1947 over 1946 
was 17 percent. 

That is the record of 1946-47, and now, once again, big business has 
the utter gall to offer to the American ‘people a similar program, and 
this is being offered at a time when its profits make the large figures 
of 1946-47 fade into insignificance. Let me illustrate what I mean. 

Between the first quarter of 1950 and the same period of 1951 the 
wages of manufacturing workers increased by 14 cents an hour, or 
9.8 percent. But the gross profit made on each hour of work of each 
nettles worker increased from 65 cents an hour in 1950 to an 
astounding 90 cents an hour in the 1951 period. In other words, out 
of an extra 40 cents an hour available for distribution between workers 
and management, the workers got an additional 14 cents and manage- 
ment kept an additional 25 cents. Both workers and Government paid 
for these profits in terms of higher prices. Meanwhile the number of 
production workers on which this high hourly profit was made in- 
creased by 1,500,000. 

In the second half of 1950, following Korea, manufacturing corpo- 
rations made in profits before taxes at the rate of 33 percent on their 
stockholders’ investment, and after taxes they made nearly 17 percent. 
My own industry—the electrical—had the distinction of being the most 
profitable industry in America in the fourth quarter of 1950 with a 
phenomenal 62-percent profit before taxes and 25 percent after taxes. 

Senator Dovcias. Mr. Carey, I want to ask whether your figures 
of profits before and after taxes include interest on bonds, or whether 
interest on bonds has been previously deducted. 

Mr. Carry. They have been previously deducted; yes, sir. 

Senator Doveras. So that this is return on stockholders’ equity. 

Mr. Carry. That is correct. 

Senator Dovaias. Thank you. 

Mr. Carry. These profits have been properly termed by Members 
of Congress, Republicans and Democrats alike, as simply “immoral.” 

All corporation profits which had been $30 billion before taxes in 
1947 rose by 60 percent to an average of $48 billion in the last half of 
1950. And after taxes they increased by 43 percent, from $18.5 to 
$26.5 billion. I attach at the end of this statement the detailed figures 
on_profits of American corporations by year and by industry. 

Let me refer to two other points in the NAM-Chamber of Com- 
merce program. ‘They want dependence upon credit controls. But 
have either of these organizations proposed to their own membership 
that the corporations stop hoarding scarce materials, stop building up 
inventories, and stop using bank credit for these purposes? We know 
that the big problem of credit today arises from bank credit for these 
purposes which have increased by more than $10 billions in the last 
year while inventories by $15 billions. 

Senator ScuorrreL. Mr. Carey, on this question of hoarding, did 
not the Congress pass a law providing machinery to stop just such a 
practice? 

Mr. Carry. It is an illegal practice, widely engaged in, that can be 
dealt with under existing laws. I am spet aking here, sir, about the 
cooperation of the employers and the employers’ associations, namely, 
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National Association of Manufacturers and the United States Cham- 
ber of Commerce doing their voluntary part to help administer this 
program. 

Senator Scuorrret. I would like to again refer to the fact that 
there is machinery that was placed at the disposal of someone to pre- 
vent just that, and I am curious to know why it was not done, irre- 
spective of the National Association of Manufacturers and the United 
States Chamber of Commerce, or anybody else. 

Mr. Carey. It could well be, sir, that their influence is such that 
they did not want those laws administered and enforced effectively. 

Senator Scuorrret. Then in that event you are saying that they 
have influenced public officials whose responsibility it was to enforce 
those laws. 

Mr. Carry. I go beyond that, sir, they not only influenced public 
officials but they influenced the public through the medium of the news- 
papers and the radio. 

Senator ScuorrreLt. We cannot stop here. We have to have free 
press, you know. 

Mr. Carey. We should have a free press; yes, sir. I think the free 
press is being destroyed by the undue and unusal influences exer- 
cised by the National Association of Manufacturers and the United 
States Chamber of Commerce. I cannot contend that on these sub- 
jects the press can be considered free. It is not free in the sense that 
it represents the public interest. 

Senator Scnorpret. I do not believe I would want to agree that 
they ought to be curtailed. 


Mr. Carey. We think, sir, the best way to do it is to answer effec- 


tively the arguments presented by the NAM and the Chamber of 


Commerce, and we provide here today one form for doing that. 

Senator Scuorrpen. I say let the press report the facts, whatever 
they are. The people are not so gullible that they will not discern 
not the American people, I do - believe. 

Mr. Carry. I would suggest ir, that the advertisers have a ae 
deal to do with influencing the on cy of the newspape rs, and it is 
difficult for a paper to exist wile the advertising, and t] ks baer a- 
tions are not going to be friendly to newspapers that t do not present a 
point of view that is pretty much their own. 

Senator Moopy. I may just say some newspapers do not, Mr. Carey, 

Mr. Carey, I would like to ask you a question on th is matter of the 
effectiveness of indirect control. Are you familiar with what has been 
happening in Canada? 

Mr. Carey. We have membership in Canada—— 

Senator Moopy. No. Canada has gone quite extensively into the 
technique of attempting to stop inflation by indirect controls only. 
They have a very heavy tax program. They have excess taxes, 
for example on automobiles of 25 percent, and a general sales tax 
which, of course, is a progressive tax of 10 percent. So to buy an 
automobile a person has to pay a 35-percent tax, which takes us out 
of the reach of a great many people, and yet Mr. Johnston, . believe 
it was, testified here that that program whiel *h is very similar to the 
program you are criticizing has been unsuccessful in stopping a price 
rise and the price rise in Canada has been very much sharper than 
it is in the United States. 
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Mr. Carry. I think we would have more confidence in their ideas of 
dependence upon credit controls if we would see some action by NAM 
and the chamber of commerce to restrain their powerful member 
corporations. 

Then they suggest dependence on increased taxation. But what 
kind of taxation? Oh, they simply want to shift the tax burden from 
themselves to the small man in terms of increased excise and sales taxes, 
The result is that the small man wilt not only be hit by the rising 
prices, but he will pay another 5 to-10 percent on what he buys through 
these additional taxes.. The theory is that money in the hands of a 
man who earns $60 a week is inflationary because he will buy bread 
and milk and meat and clothes and pay rent. And he might even 
have a dollar or twe left over. So if you take away those few extra 
dollars that he might have saved, you are helping to fight inflation. 
By the same token, according t to big-business spokesmen, if you thereby 

save the $50,000-a-year man $5, 000 in taxation by this process, that is 
sound economics. 

And, finally, the big-business groups propose governmental economy. 
Really, gentlemen, sometimes I wonder at the gall of these people. 
Let us say, for example, that by cutting deeply into existing services 
to health, welfare, education, veterans, ‘and so forth, we save $1,000,- 
000,000 or even $2,000,000,000. However, the big-business gr oups have 
also proposed an end to price controls. Our defense agencies have 
already complained that the high prices charged them to date have 
cost the Government an extra $3, 000,000,000. What do you think the 
cost would be if price controls went off ? 

Senator Bricker. Price controls are not on defense purchases at all. 

Mr. Carey. Defense purchases, sir, are affected by the prices that 
will exist in the field of copper, tin, aluminum, steel, and so forth. 

Senator Bricker. They are buying at much higher than the price 
ceilings now. 

Mr. Carey. Yes, sir; they are buying much higher than the price 
ceiling, and with no price ceiling the prices would even go higher 
than the present high level. 

é The CuHarrman. It is a good deal more than $3,000,000,000, Mr. 
arey. 

Mr. Carey. I think it would be much more than $3,000,000,000; 
yes, sir. 

The Cuatrman. I mean all that has been left. 

Mr. Carey. Secretary Marshall’s testimony was more up to date. 

Senator Moopy. Secretary Marshall said it was $7,000,000,000. 

The Cuarman. We have not touched the $62,000,000,000 yet. That 
is just on what has already been done. 

Mr. Carey. And I might say that the production program for 
defense has not yet found its way into the production line. 

Would it be $10,000,000,000 extra a year or would it be $15,000,- 
000,000? That would be the kind of governmental economy we would 
have by the NAM-Chamber of Commerce program. 

For 20 years since our Government began to frame legislation to 
protect the secur ity, standard of life and savings of the average man, 
the Chamber of Commerce and NAM have been screaming “dictator- 
ship.” So it is no surprise to find that cry again in the effort of the 
Nation to determine the rules by which our t hae! in this defense ef- 
fort will be spelled out. 
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There are no groups in this country except the Communists who 
have so little faith in our democratic system than the NAM. They 
are always seeing our Nation on the brink of dictatorship. Yet, we 
went through the depression, we went through 4 years of the most 
ot World War and we have emerged with quite a healthy demo- 

‘atic system. We have full confidence we can go through this new 
defense period, and if we have the proper rules, to emerge with our 
democracy strengthened. 

The CIO asks | Congress to emphatically reject that counsel of nar- 
row, irresponsible greed, We ask you to frame a rounded program 
dealing with materials, production, prices, wages, credits, which will 
be realistic in terms of our goals and in which each segment of the 
population can know what its responsibilities are for the next 2 years 
and can feel a sense of justice that other groups are bearing their fair 
share. 

We ask for a pengress that recognizes that, basic to national de- 
fense, is the health, welafre, and economic security of the American 
family and that anything that undermines it is contrary to national 
defense. 

We ask that this program be based on the ability to meet any emer- 
gency which might confront us. We ask that this program be such 
that the average man and woman will feel that his just interests have 
been protected and that if he does his part others will do theirs. 

We ask that it continue for the next 2 years, on the assumption that 
if we do properly build up our productive resotirces and we avoid 
war, we can then carry the defense burden and at the same time re- 
sume the expansion of our civilian life and aid our allies abroad to 
do likewise. 

While some of our recommendations can be handled administra- 
tively within the provisions of existing law, others may need legis- 
lative changes. However, we are offering our full program on what 
we believe is necessary for effective economic mobilization. I will 
present an outline of the major planks in this program, and my col- 
leagues, who will follow me next week, will amplify on particular 
points, 


I. DECLARATION OF POLICY 


We would like to see written clearly and definitely into the declara- 
tion of policy the prince — of “equality of sacrifice.” Declaring this 
guiding principle to the Nation, the Congress will set the mor: al tone 
for the defense effort. It will give warning to the profiteers and 
others who seek to throw the burden of sacrifice on others. It will lay 
the framework for the detailed operation of the defense program by 
the administration. 


II, MATERIALS, ALLOCATIONS, AND PRODUCTION 


I am treating these sections together, because to my mind they are 
interlinked. While we have made considerable progress in the last 
months in mobilizing our productive facilities, there are many im- 
provements that still need to be made so that the maximum of defense 
production will be obtained with the minimum of dislocation and suf- 
fering on the part of the civilian population or the various sectors of 


the business community. 
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We propose the following: 

(a) The provisions against hoarding of scarce materials be strength- 
ened and with power to name such materials and the limits on 
inventories, 

This hoarding of scarce materials is one of the worst evils we have 
at present. It enables groups with large financial resources to “hog” 
scarce materials which in many cases are held either for a speculative 
price rise or to keep others from haying it. It is wasteful, discrim- 
inatory, and promotes unemployment. By permitting it to continue, 
it undermines the whole concept of equality of sacrifice and confi- 
dence in the purposes of the defense program. 

Senator Bricker. Have there been any prosecutions under that 
section ? 

Mr. Carry. Not that I know of. 

The CuarrmMan. That is what I wanted to call to your attention. 
On the second page, you said Congress is responsible. Now, there 
is an illustration of where we tried to really write a tough law last 
year on this hoarding of materials, and, as Senator Bricker asked, 
have there been any prosecutions? Time after time I have called 
up to find out why something was not done. Certainly Congress can- 
not be blamed under the law that we wrote. We had a law that— 

Mr. Carry. You had a law that was very defective on that issue. 
It specifically prohibited the controls over commodity speculation, 
that stimulated the hoarding of materials. The law itself specifi 
cally prohibited any action bei “ing taken. 

The Cuarrman. Well, now. I do not understand that, how the law 
specifically prohibited any action against the hoarding of scarce mate- 
rials, with the power to take such materials and limit inventories. 

Mr. Carry. The law specifically prohibited action being taken on 
the « ontrol of commodity speculation. 

The Cuarrman. How about copper, steel, aluminum, has there been 
speculation on those ? 

Mr. Carry. There has; yes, sir. 

The Cuarrman. On the commodity exchanges? 

Mr. vesueeh ene re has been generally, sir. 

The Cuarman. In your statement where you show the tremendous 
rises Ae I aie looked into, it appears to be worse. As you say, 
prices are higher, and it is true about the commodity exchanges, but 
that has nothing to do with steel, copper, aluminum, and electrical 
equipment. 

Mr. Carry. An example I use is copper. The electrical industry 
uses 30 percent of the copper production of this country, but the 
copper is used in every bit of electrical production. Artificial scarci- 
ties are created in the field of production of copper. An effort was 
made to establish a law that would require a 2-cent-a-pound duty 
being placed upon copper coming from abroad, from countries like 
Chile. That was later dealt with. 

The CratmrMan. But that had nothing to do with this defense bill. 

Mr. Carry. No, sir. 

Senator Bricker. That has been taken off, too. 

Mr. Carry. It was taken off, but it was taken off long after it created 
artificial searcities of copper, in conjunction with the following. Now 
we are producing nearly 200,000 tons of copper less per year than we 
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produced in 1943. Four copper cor porations control the production 
of copper, and the artificial scarcities of copper, producing that extent 
less than in 1943, in addition to the addition: al restrictions on copper 
coming in from other countries, created gray markets in the copper 
field throughout all of industry. 

I think we need the cooperation of the industry, and the industry 
organizations, the corporations and associations to help deal effectively 
with this question. 

Senator Benton. How do you explain the 200,000 less tons, Mr. 
Carey? Are the mines less productive, or is it more costly to extract 
the copper? What is the explanation ? 

Mr. Carry. In 1943, Congress did permit—— 

Senator Benton. Do you know that factories today are closed i 
Connecticut because of lack of copper? Do you know that? 

Senator Moopy. The Government has not acted rapidly enough to 
allow the mines to open up. 

Senator Benron. Is it the lack of a subsidy program ? 

Mr. Carey. A subsidy program for submarginal producers. An- 
other expl: ination is that the y are holding back on the production of 
copper in order to get their demands, the terms and conditions that 
they desire, for development and expansion. 

Senator Bricker. Was that loss of production local, or in the other 
countries of the world? 

Mr. Carey. Loss of production to this country is in this country. 
The large production of copper is in the United States. 

Senator Bricker. Where has been the greatest loss in production, 
here or abroad ¢ 

Mr. Carry. Oh, here. Most of that is here. 

Senator Benton. And 200,000 is the domestic figure / 

Mr. Carty. We are producing now 200,000 tons less. 

Senator Benron. United States production ¢ 

Mr. Carey. Of United States domestic copper production less now 
than we did in 1943. 

Senator Bricker. What about the world production ? 

Mr. Carey. I think the world production of copper is just as high 
now as it was-in 1943. 

Senator Bricker. Have we been getting our proportion of that 
production into this country 4 

Mr. Carry. Well, as I cited earlier, we decided to enact legislation 
that would prevent us from importing copper—— 

Senator Bricker. What was that? 

Mr. Carry. That was the 2 cents a pound extra duty that was at- 
tached to copper. 

The Cuatrman. That was done to protect certain marginal mines. 

Senator Bricker. No; the opposition to it—— 

Mr. Carry. That was done solely to create an artificial scarcity of 
copper in order to get a higher price for copper in this country, in my 
opinion, sir. 

Senator Benton. I agree wholly with the witness, without question 
that was done to push the price up that extra 2 cents. 

Senator Moony. There is no question about it. 

Mr. Carry. That was to create scarcity by the absence of the neces- 
sary and essential copper, and to push it up to 24 cents a pound. 
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The CHarrman. Now, Mr. Carey, I do not know as much about 
copper as you do, but as I remember with the stockpiling so far as the 
Appropriations Committee was concerned we made arrangements with 
Canada to buy a lot of copper, you probably will recall. From my in- 
formation at that time, we were told that we were paying C anada a 
higher price for its copper than our own people were getting. Are you 

familiar with those facts, on the stockpiling program, we made an 
arrangement with Canada, which I was told turned out to be higher 
than our own producers? 

Mr. Carey. It would be. 

The Cuarrman. I was wondering if that was done? 

Mr. Carry. I am suggesting, sir, that it was possible that was true. 

The CuarrMan. We were told that was true. 

Mr. Carry. I would like to suggest that it was less expensive for our 
Nation to get the copper than what did happen here. 

The Cuairman. I am not questioning that, but we were told at that 
time that we were paying, as I remember, 2 cents more than our own 
people could get. 

Mr. Carey. I also would suggest, sir, that the price of copper, even 
when the Nation was prov iding subsidies for the submarginal copper 
producers, was much lower than it is today. Now, you wonder 

The Cuarmman. That is where I got mixed, the submarginal pro- 
ducers, we subsidized them, and at the same time were paying Canada 
2 cents more, so we were told. 

Senator Bricker. What has happened since the 2-cent tariff was 
taken off, has it increased production ? 

Mr. Carey. Very little. There has not been sufficient attention given 
to the essential needs of increasing production. The pressures have 
been tending to prevent increased production i in order to maintain an 
artificial high price. 

The Cuarrman. So far as this committee is concerned, though, we 
authorized those submarginal operations in section 303. We asked 
the departments last year to make certain the mines in the West would 
be developed, and Senator O’Mahoney, as I remember, made a report 
on it. Iam just wondering where we were short. 

Mr. Carey. No, sir, what happened was that the Mobilization 
Director appointed Mr. Fred Searles to seek to increase the copper pro- 
duction, and other materials. Fred Searles happened to be the pres- 
ident of not a copper mining corporation. It is known as the Newmont 
Mining Co., but they do not mine any copper. It is just a holding 
company, and people of labor were not led to believe that Mr. Searles’ 
interest was getting the production. So since then Mr. Searles has 
resigned. I would hope that the effort would be directed to increasing 
the copper production, and if need be, to go into a program of sub- 
sidizing the submarginal operations. 

The Cuarmman. Of course we all have our shortcomings and faults, 
but nevertheless on that we certainly did the best we could on this com- 
mittee to give the Administrator the right, we urged him to increase 
production in not only copper, but other metals too, through RFC, and 
soon. That is correct, is it not? 

Mr. Carey. I would say the opportunities for American industry 
were pretty well presented. 

The Cuatrman. I only meant that this committee had given au- 
thority to do it. We cannot appoint people to positions. 


“~ 
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Mr. Carny. The point I am trying to make, Senator, is the fact that 
if the four copper mining corporations are not interested in expand- 
ing the production of copper, they are not going to seek assistance 
from the RFC. Besides, they do not need it anyway, because they have 
the capital todo it. Now, 1am suggesting in the course of my presenta- 
tion that if American industry is unwilling, or unable, to get the pro- 
duction necessary to meet the requirements of our Nation that the 
Government be permitted to operate mines, or plants or facilities in 
the fields that are essential to the security of our Nation. 

Senator Brenron. Mr. Chairman, did the administrative officers 
have the needed appropriations so they could, if they desired, have 
subsidized the marginal producers ? 

The Cuarman. Yes. 

Senator Benron. They could have subsidized the marginal mines. 

The Cuarrman. The Interior Department and RFC had up to 
$600,000,000. ‘They cannot put the blame on us. 

Mr. Carey. Pardon me. In all fairness, and we have been awfully 
critical of the administration of the program as everybody knows, 
the labor movement withdrew their representatives from the mobiliza- 
tion effort. 

It is true that in the administration of this, the copper people that 
were in the Government in these positions were opposed to these 
subsidies to expand copper production. They were opposed because 
their corporations were opposed to it, and you could have the meney 
allocated by the Government, but if the corporations under the pres- 
ent arrangement do not seek to expand copper production, they will 
not seek to use their opportunities to expand the production especially 
in the submarginal areas. 

Senator Benton. Was any money allocated to the four big cor- 
porations to subsidize them on these marginal mines, or in line with 
Senator Moody’s interests, were new companies in the field of extract- 
ing copper subsidized from this $600,000,000 ¢ 

Senator Moopy. If I might expand the question, is it not true that 
there is now pending in the Bureau of Mines a request for an exten- 
sive improvement program for the mines of upper Michigan? It is 
$90,000,000 now pending which has not been acted upon. I would like 
to see it acted upon. 

Senator Benton. Is it for the four present corporations, or is it to 
underwrite some new men in this business ? 

Senator Moopy. I think it is one of the old companies. 

Senator Bricker. In the Survey of Current Business, I note this 
statement about copper, and let me state that a year ago in the last 
Congress some of us voted to take off the tariff on copper because of 
the domestic needs, and the increased production and importation 
of copper, and we were met with the adamant opposition of the min- 
ing interests of the country and also of labor. We could not get 
that off until labor and the mining interests themselves agreed in this 
session of Congress, as they did, to take it off. Then it came off. Now, 
that was what the opposition was, frankly, a combination of both 
management and labor in that case. 

Mr. Carey. I presented the testimony in behalf of the CIO on the 
subject, and I recall my very vigorous testimony in opposition to the 
imposition of that duty, and the reasons we gave, so we cannot say 
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Senator Bricker. Those unions in the mining industry 
the relief of the tariff, unless I am badly mistaken. 

Mr. Carey. Well, I might say to you, Senator, that the Mine, Mill, 
and Smelter Workers Union was expelled from the CIO as re- 
cently--— 

Senator Moopy. On what grounds? 

Mr. Carry. On the grounds that they were Communist-dominated, 
and were not operating as a union. 

Senator Bricker. I congratulate you on this, but I want to read 
from the Survey of Current Business, just this paragraph: 


opposed 


In the postwar years the demand for copper tended to taper off throug! 
1949 from the high wartime volume, although output remained well above the 
best prewar rate achieved in 1940. Last year the pick-up in demand, coupled 
with withdrawals from the stockpile account, boosted total consumption to : 
level only moderately below the peak war years. 

Do you agree with that statement ? 

Mr. Carey. No, sir; and I might cite this, sir, that the people in 
charge of that operation do not agree with it. 

Now, just a short time ago they announced a further cut-back in 
the nonmilitary use of scarce material, in consumer goods copper will 
be at the rate of 60 percent of the base period after July 1, which is 
about 50 percent of the rate at the end of 1950. Aluminum will be 
only 50 percent of the base period. Mr. Wampler was quoted in the 
Wall Street Journal as indicating “Copper production is even down 
a bit.” 

Senator Benron. Did you not say, Mr. Carey, that none of the 
subsidies set up by the Appropriations Committee, as described by the 
chairman, this $600,000,000, none of them were used in the field of 


onmpe 


Mr. Carry. So far as I know, sir, the industry is directed against 
the subsidies being used for the small producers, and are not being 
used to the best of my knowledge. 

Senator Benton. Your theory is if they had been used, we could 
have picked up this 200,000 tons? 

Mr. Carey. Yes. 

The Cuarrman. If the Senator will yield, I just want to keep the 
record straight, and I know Mr. Carey wants to, because he testified 
before us at length. 

In section 303, “for the encouragement of exploration development 
and mining of strategic materials and metals,” and we put in $600,- 
000,000. I want the record to show that. We have our shortcomings 
and faults, but other people ought to be blamed for these things. 

Senator Moopy. I would like to see action by the Bureau of Mines 
on this thing I have been discussing this morning. 

Mr. Carry. Senator, this is largely an industry responsibility. 

The Cuamman. We cannot run the industry. All we can do is pass 
a law, give them authority, and appropriate the money. 

Mr. Carey. Or you might, sir, I might suggest, in the event industry 
does not meet its responsibilities, that the Government does exercise 
the authority to operate the submarginal mines, provided the 
subsidies 
The Cuarrman. Well, I agree on that, and I think this committee 
does. 

Senator Benton. I agree with that. 
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Mr. Carry. Senator, I want to explain more fully the question you 
asked. If we provide subsidies for the small producers, would we be 
able to recover the loss of 200,000 tons a year? My answer is “Yes,” 
but I must qualify it, we can recover 100,000 tons of copper a year. 
The other 100,000 would be recovered by the expansion of the four 
big companies, 

Senator Benron. M: ay Laskif I am not right in my recollection that 
we have only taken off this 2-cent import tax as long as the price stays 
above 24 cents, so we have not really taken it off, we have just taken 
it off when it becomes flagrant. At this flagrantly high priced level 
the excise came off, but the minute it drops under 24 cents, am I not 
correct that it goes right back on again ¢ 

Mr. Carey. It goes right back on again automatically, I under- 
stand, Senator, but there is no limitation on the fact that the four 
interested copper corporations believe in having it increased over 
the 24 cents. 

Mr. Carry. From my information, Senator, they have already 
moved to increase that 24 cents a pound to 2714 cents per pound. 

Senator Bricker. What is the price now? 

Mr. Carey. ‘Twenty-four and one-half cents now. 

Senator ScHorrreL. Mr. Chairman, I would like to ask a question. 

Mr. Carey. The normal price would be closer to 12 cents. 

Senator Benton. And they want the 2 cents when it is even under 
271% cents? 

Mr. Carey. Whenever it goes under 2414 cents, they would want the 
imposition of the extra duty, and I might say, Senator, that I do not 
think you can operate mines on that basis. It throws the Chilean 
economy into a tail spin, for instance, and, if we are interested in our 
international relations, I think we had better take action in the light 
of the needs of our own people on a more regular basis. 

Senator Benron. That is one of the most absurd laws on our books, 
because we exhaust our own copper resources and re on to let these 
people give us copper in payment of dollars that we in all prob- 
ability are going to be giving them anyway. 

Mr. Carry. The question was asked of me, Senator, what has hap- 
pened since the 2-cent duty was removed. Now, it will take some time 
for the Chilean mines, or these other countries, to get into operation 
and start producing at maximum capacity, and this waste of time 
puts this Nation on its knees in meeting the situation we are now 
confronted with. 

Senator Scnorrrenr. Mr. Carey, I hope my memory has not failed 
me, but am I correct that in 1948 the Congress passed the law to 
develop its mineral resources, the resources of this country, and the 
President vetoed it ? 

Mr. Carey. I do not think the President vetoed it for that reason, 
sir. 

Senator Scuorrren. I want to recheck that for the record, but if my 
memory serves me eorrectly, I think that was the situation. 

Let us not get away—so far as I am concerned I would like a 
little more enlightenment on the paragraph you just finished reading, 
wherein you say the hoarding of scarce materials is one of the worst 
evils we have at present. It enables groups with large financial re- 
sources to hog these scarce materials. 
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Now, could you be more specific on that, or if you have information ] 
would appreciate having for the record what concerns and compamies 
are involved in this? 

Mr. Carrey. We can get the information, sir. It is so broad it in- 
volves practically all the large corporations, and in this particular field 
Charles Wilson, the Chief Mobilizer, just made an appeal to these 
corporations, asking them to stop hoarding the scarce materials. 

Senator Scnorrren. Do you not think this committee and the people 
of the country ought to know from séme authoritative source which 
companies are responsible for that kind of conduct, especially in 
view of the fact that we have a law on the statute books, and someone 
is responsible to enforce it ? 

Mr. Carry. I am sure that Charles E. Wilson, had he marshaled 
his facts and had the information available when he made the appeal, 
I am certain the Government has the information, and if the Gov- 
ernment does not have the information the CIO will be pleased to 
make that available to the committee for the purpose of putting the 
finger of responsibility where it belongs. 

Senator ScHorrre.. I think it would be beneficial to this com- 
mittee as far as this one member is concerned if this committee could 
have the benefit of that information. 

Mr. Carey. I might say, sir, the National Association of Manu- 
facturers’ representative will testify, and while we would like to supply 
this committee with that information, and I think you will find that 
these people engaged in those practices are members of that associa- 
tion, I think perhaps as we are required to do we have to make our 
record clear to the general public, and we think that these organiza- 
tions ought to be made responsible for their views that they express, 
and that is why we point up this situation. I think, sir, you should 
have the information, and the Nation should, but we are limited in 
getting these views right to the people of this Nation. We do think 
that the committee here and Congress itself would be making an im- 
portant contribution to our national unity if that real story of hoard- 
ing scarce materials is told. 

The Crairman. I wish we could find out. I asked the Justice De- 
partment some time ago, I asked the FBI, rather, to make some checks 
forme. I didn’t want to interrupt your statement, Mr. Carey, because 
I have read it, and it is so well thought and well prepared, but I did 
want at the end of your statement to have put in the record a letter 
from Mr. John Jones, who is from the Labor’s Nonpartisan League, 
of which Mr. John L. Lewis is the chairman, and the reason I want 
to put it in the record is that Senator Capehart put in a letter from 
Mr. Hutcheson of the carpenters union. I think it is my duty to 
insert this in the record. I won't ask you to comment on it, but if you 
care to comment later on we will be glad to have you do that. 

Mr. Carry. The only comment I would make is that the views I ex- 
press here represent the views of the Congress of Industrial Organi- 
zations. 

But, sir, I might also say this: I am a member of the United Labor 
Policy Committee, which represents the A. F. of L., the CIO, and the 
Railway Executives’ Association, and these views that are expressed 
here are within the program adopted by that group representing vir- 
tually all of organized labor in the United States. 
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My Carey No. sir: but it would be a matter of many months. 
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The Cuairman. Well, I am glad to know that, I am glad to have 
you say that, because I iknow Mr. Green, of the A. F. of L., is going 
to be here. Il was surprised to find out that Mr. Hucheson sent a 
memorandum here. Mr. Jones sent a memorandum, so I wanted to 
place it in the record. 

Senator Bricker. I would like to ask one more question about the 
9-cent tariff on copper; I remember the battle we had on it. 

Do you know what the attitude of the big companies in the mining 
operations was toward the 2-cent tariff, whether it ought to be left on, 
or taken off? 

Mr. Carey. The four big companies lobbied for it, and got it enacted, 
and then they engaged in a vigorous campaign to preve nt taking it off. 

Senator Bricker. What were those companies / 

Mr. Carey. ‘The Kennecott Copper, Phelps-Dodge, Ananconda, and 
Calumet & Hecla. 

Senator Bricker. You say all of them were in favor of retaining 
the 2-cent tariff / 

Mr. Carey. Well, not all to the same degree, Senator. Anaconda 
Copper owns a lot of these mines in Chile, and so forth, and their 
interest was sort of divided, but others favored it vigorously. I 
might say some of them talked with our members to have them come 
down like old Joe Pew used to bring some workers down to talk about 
the threat of foreign production, and have a few innocent workers 
come down to appear before congressional committees to say “if you 
don’t have this 2-cent duty we will be pushed out of work,’ and we 
have found that those arguments do not protect wage standards. They 
merely protect high prices. 

Senator Bricker. And you say, then, that all of the four big com- 
panies opposed the removal of the 2-cent tariff. 

‘Mr. Carey. With the qualified position taken by the Anaconda 
Copper, and, as I said, largely because of their foreign holdings in 
these other countries. 

Senator Bricker. And what was their position ? 

Mr. Carry. They were not for it so vigorously as the other cor- 
porations. 

Senator Bricker. Were they for it, though? 

Mr. Carey. It wasn’t very clear. I read very carefully their testi- 
mony—they were for and against it. 

Senator Bricker. Yes and no. 

Mr. Carey. That is a fact. 

Senator Benton. Can’t we induce the other three countries to invest 
down in Chile? That may solve the problem. 

Senator Moopy. Mr. Chairman, I would just like to say that I think 
Senator Schoeppel is absolutely right that we ought to have the figures 
on these things, and have them from official sources, if we can. If 
we can’t get them, I would like to have you, Mr. Carey, submit any 
figures on hoarding that you have. It seems to me that during this 
conversion period particularly, idle steel is going to mean idle men, 
and if there is any steel—since there is some material that is apparently 
being held off the market, I think this committee should have the 
information. 

I would like to ask you one question, Mr. Carey. 

Do you know how long it would take to put the copper mines of 
Upper Michigan into producti ion if prompt action were taken ? 
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Mr. Carey. No, sir; but it would be a matter of many months. 
Senator Moopy. Many months to start production ¢ 

Mr. Carey. That is right; not to start production but to get pro- 
duction that would be economic. 

Senator Moopy. Well, it will never be economic in the sense of com- 
petitive prices, because the mines are so deep, but I am assuming with 
a subsidy—how long would it take to get copper from those mines / 

Mr. Carey. I don’t know, sir, but we can develop that information. 

The Cuarrman. Without objection, if you develop the information, 
it will be placed in the record. You could hardly do that before these 
hearings close; could you? 

Mr. Carey. It wouldn't take us very long, sir. 

Senator SpearkMan. Mr. Carey, with reference to the hoarding of 
scarce materials, I take it that most of the discussion so far has related 
to hoarding for speculative purposes, but what about companies that 
have defense orders looking toward production in the future who 
have overstocked their inventories / 

They do not need it now; they are going to need it perhaps 9, 12, 
or 18 months in the future, but they have inventoried far beyond their 
present usage. 

Do you have any present requirement, any information on that? 
Mr. Caray. I treat that, sir, in a later part of this statement, and I 
think we are asking that that not be engaged in, and steps be taken 
to prevent the accumulation of these scarce items before they are 
usable, 

Senator SparKMAN. I might say that before the Senate Small Busi- 
ness Committee we have had many complaints about overstocking as 
against future needs rather than present needs, and I didn’t realize 
that you did discuss it further in your paper, but I would be glad for 
you to follow it up; and, furthermore, if in getting up this informa- 
tion you plan to get up you can get us some information on that, some 
statistics, I think it would be quite helpful. 

Mr. Carry. Senator, I would like to include in that the request that 
they received from the manufacturers directed to the CIO to ask the 
CIO to do something about that very problem. 

Senator SparKMAN. In what way? 

Mr. Carry. These corporations want to maintain their productive 
facilities; they want to maintain their labor force. They anticipate 
defense contracts, or have them, but they are not yet into production. 
They are on the drawing boards, or in the hands of the procurement 
agencies of the Government, the defense services. They are without 
the materials to continue the production of consumer goods. 
Now, it is not only that they want to be able to continue the pro- 
duction of civilian goods to make a profit; it is because they want to 
maintain their pr oductive institution. 

Senator SparRKMAN. Oh; you are talking about the businesses that 
are threatened to be cut off by reason of this overstocking ? 

Mr. Carry. By reason of the overstocking on the part of other cor- 
porations, and they are asking us to see wh: at we can do. They should 
be directed to go to their own unions, the NAM and Chamber of Com- 
merce, but they don’t. Itisa strange experience for me to receive so 
many letters from these corporations. 

Senator Sparkman. Well, a great many of them are threatened 
with not only the break-up of their organization but the financial 
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ruination of their companies. Just the day before yesterday, we had 
the whole jewelry business before us. They simply can’t get the 
copper, tin, and other materials that they need in making costume 
jewelry and novelties of that kind. That is the kind of business you 
are talking about ? 

Mr. Carey. That is correct; yes. But most of them make useful 
household appliances. 

Senator Benton. Mr. Chairman, I would like one more question on 
the copper subject, growing out of the comment from Senator Lehman. 

You are on the Interstate and Foreign Commerce Committee ¢ 

Senator Lenman. No; | am on Interior and Insular Affairs Com- 
mittee. 

Senator Benton. Senator Lehman heard Mr. Searles testify, and 
Mr. Searls said that to open these marginal mines through subsidies, 
in order to get this 200,00 tons of production, you would drain labor 
out of the present productive mines to the point where production 
wouldnt’ go up; it would just be substituting higher-cost production 
for lower-cost production. 

Do you recall that in Mr. Searles’ testimony, or do you want to 
comment on it ? 

Mr. Carey. Just that we do not agree. We contend that if they 
would open some marginal mines, and engage in a program of pro- 
ducing the copper that is required, that we could have workers being 
attracted to those operations. It is a little difficult on a feast- and- 
tamine basis—that is true—but we ought to have an orderly process 
by which they will be assured, and we are suggesting a 2-year arrange- 
ment, a continuity of employment, and expand the labor market in 
that field. The Labor Department report not long ago said there 
were lines of miners at the gates of many mines. 

Senator Benton. I agree that it would make a big difference to 
enter into a 2-year arrangement. 

Senator Scuorrret. May I ask one futher question ? 

Isn’t it true that our failure to expand our mineral production pos- 
sibly has been affected by importing these materials from foreign 
countries below the American cost of production / 

Mr. Carey. No, sir; this industry has ben very profitable every 
year without exception, since the war. There has been no reduction 
in the profitability of this industry. 

Senator Scuorrret. I don’t say exactly limiting it to copper, but 
thinking in terms of manganese, where we are short, and what we have 
done with reference to purchases in India, and situations like that, 
at the same time discouraging the mining of manganese deposits in 
this country, which we have definitely determined to be in 21 of our 
States, 

Mr. Carey. Sir, I am suggesting here that the Government interest 
itself in developing our resources, having them available to meet 
our needs. Iam opposing the arrangements by which artificial searci- 
ties are created for the purpose of incre asing prices. 

Now, I think we have to engage in a program of subsidizing the 
dev elopment of some of these industries such as m: inganese and copper, 
and so forth, and expand the capacity to produce, and in times of 
need, as of today, that we be in a position to gain the benefit for 
security reasons. 





DEPENCE PRONTTICTION ACT AMENDVIENTS OF 1051 1059 





1958 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Now, there has been no loss in these industries in terms of profit- 
ability. These scarcities are created artificially, and that is what we 
suggest is detrimental] to the interest of our Nation, especially in 
time of need. 

The prices are high in these fields. It is not that copper or other 
products coming from abroad have reduced the profits or reduced 
the prices. The prices are artificially high. 

The Cuamman. Mr. Carey, would you mind suspending for one 
minute ? 7 

Senator Sparkman has an engagement and has to leave immediately, 
and, while we have a quorum here, I want to say that I have the report 
on the B. & O. which we discussed yesterday morning; and, unless 
someone objects, with the committee’s permission, I intend to have it 
sent down to the Printing Office and have it printed, so the press and 
others can have copies of it. 

Senator Benton. Would it be advisable, Mr. Chairman, in the 
printing, or in any other way, to point out it isn’t actually a report; 
it was a proposed report ? 

The Carman. It was a proposed report. 

Senator Benron. I thought in listening to the discussion yesterday 
that it might be helpful to point out that it was a proposed report, 
and never became a report. 

The Cuamrman. It will be headed up “Proposed report,” and will 
be sent down this afternoon so the press may have it. 

Senator Bricker. I don’t know that it was ever actually proposed 
to the committee. It was never submitted to the whole committee. 

The Cuatrman. I just want to have the thing printed, as every- 
body wants it. 

Senator Benton. It was not a report, at any rate. 

Senator Bricker. It wasn’t a report to the committee. I don’t 
know whether it was ever presented to the subcommittee or not. 

The CuHatrman. It was a proposed report, submitted to the sub- 
committee. 

Senator Benron. It would be well to note that on the printing. 

The CuatrmMan. We will give it to the press. The committee can 
make any decision it wants, of course. I didn’t want to hold it over 
until next week. It was a proposed report which was submitted 
to the subcommittee. 

Go ahead, Mr. Carey. 

Mr. Carey. (0) If a substantial part of a material has to be allo- 
cated, all of it should be allocated. The idea that 60 percent or 70 
percent of a scarce material can be taken out of the market through 
allocations and the remaining part be left for the civilian economy 
to scramble over is like putting a few pieces of bread in a closed room 
with a group of hungry men, some of them strong and some of them 
weak. 

We are much concerned for the future of small business if this idea 
of “open end” allocations is continued. We believe that small busi- 
ness will suffer, that black markets will be promoted, that unemploy- 
ment will increase. 

(c) The Government must be armed with power to meet the re- 
fusal of producers to produce goods necessary to our defense and 
civilian economy. The Government should be empowered to build 
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and operate plants, or to lease them, if private industry fails to do 
its job or insists upon onerous terms. 

In this connection, we believe that the situation surrounding the 
issuance of tax- amortization certificates is nothing less than scanda- 
lous. The original basis of such “certificates of necessity” was that 
there were plants such as gunpowder or special-purpose plants that 
had only a war use. The certificates were to enable the owner to de- 
preciate them in 5 years, but these certificates have been granted on 
almost everything with no questions asked. All the producer has 
to do is to demand the certificates as a condition of expanding pro- 
duction and he gets them. In a large number of cases they were is- 
sued for plants “which had already been planned before the emer- 
gency began. 

The Cuatrman. They were issued for buildings, too. 

Mr. Carry. Over $5 billion of such certificates have been issued in 
the last 6 months. 

The Cuatrman. I don’t know whether you draw the same con- 
clusion I have, or not; but, after some were given certificates of 
necessity, I thought it would be a good thing to give them to all. I 
don’t see any other fair thing todo. That may be extreme; but, when 
I see who got them and who didn’t get them, I don’t think it is fair. 

Mr. Carey. I have a list of the large ones that got $2.152 billion in 
tax amortization. 

The Cuatrman. I was thinking of an amendment to this bill, and 
I have discussed it with the Finance Committee, some members of it. 
that before any certificates of necessity can be received that they 
must wind up the ones that they have already got. 

In other words, they have small firms who have had requests for 
certificates in since November and December. I can understand they 
couldn’t act upon them all one way or the other. I don’t know how 
you feel about it, but I was thinking of proposing an amendment that 
they would have to take these certificates of necessity from the date 
that they were applied for and act upon them in order before they 
issue any more. 

I can see some difficulty in that, because there might be something 
really urgent, but at the same time some people have been waiting so 
long that I do not think they should be told “Yes” or “No,” and some 
explanation given in some instances. 

Mr. Carey. I think, if they are going to cut out the issuance of new 
ones, it would be well to review those that have been issued. 

Frankly, this Nation needs this expanded ¢ ee and, rather 
than not ‘get the expanded capacity, we would prefer that even this 
scandalous method be adopted. We are not seeking to eliminate the 
expansion of the capacity which we so sorely need- 

The Cuarrman. Neither am I. I only suggest that the people who 
have been waiting a long time should first be given a final answer 
after review, to save them the expense of trips to Washington and 
continuous phone calls. 

Senator Doveras. When the head of NPA testified here, I made 
two suggestions to him. The first was that those who had alre ~ady 
received certificates of necessity for accelerated amortization should 
not be given a second helping before firms who had not yet been given 
such a certificate had received a first helping. 
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Secondly, I suggested that no future certificates should be issued 
for plants upon which construction had been started before the Korean 
attack. At that time they promised to let this committee have a list, 
both the applications for certificates of necessity for such plants, 
both those which have been approved, and those which were then 
pending. 

I should now like to inquire of the chairman whether he has heard 
from the NPA on this matter ? 

The Cuamman. At this time Lam | going to introduce this amend. 
ment so the Senators will have a chance to look it over. I start off 
first by requiring DPA to process pending applications on a product 
classification basis before it can process a second application by a man- 
ufacturer who has previously been granted a tax-amortization cer- 
tificate for the same product. I think that is what you suggested. 

Senator Dovetas. I think that is a very good amendment, but 1 
should like to ask: have we heard from NPA on this matter! 

Mr. McKenna. No, sir. 

Senator Dovetas. I want to point out that NPA made a promise 
that they would let us know, and their failure to report indicates eithe: 
delay or desire to flout this committee. 

I think the chairman is completely correct in what he is doing, but 
I would like to point out that NPA has apparently been guilty either 
of willful delay, or a desire to stall or postpone action. 

Senator Bricker. The same might be said of the Government people 
who were to report to us on credit controls, the ad hoe committee 
appointed by the President. That was promised to us about 2 weeks 
ago, and we haven't got it yet. 

(Mr. Gibson’s letter on the tax amortization policies will be found 
on p. 234. Mr. Murphy’s letter enclosing the report on private credit 
expansion and monetary policy will be found on p. 349.) 

Senator Brenton. Mr. Gibson also said he would immediately in- 
vestigate giving high priorities to examination of these certificates 
for the smaller independent businesses. Whether that report has 
come back or not. I don’t know, either. 

I have glanced a little ahead in your testimony. That would seem 
to be almost equally important with what you have just said. This 
whole policy automatically puts great productive capacities in the 
hands of great corporations who anticipate being in the excess-profits 
brackets and therefor are in here asking for these certificates, while 
the smaller manufacturers aren’t even going to have a chance to buy 
the plants after the war as they would have if the Government were 
building the plants. I think that the proposed act setting up this 
Government corporation is very weak in not more explicitly giving 
to the Government the power directly to build plants as indicated, 
when it is more in the public interest than doing it through these cer- 
tificates. 

Under what they are asking, they can’t even build the plants. I 
wonder if you are aware of that. They have just been asking for 
authority to build plants in strange, remote, out-of-the-way places, 
making products that are never going to be made again, where mani- 
festly no private individual could be induced to do it through giving 
him a certificate of necessity. The power being requested is much too 
narrow, in my judgment. 

Senator ScuorrreL. Mr. Chairman. 
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The CHarrMan. Senator Schoeppel. 

Senator ScHorrreL. In addition to what Senator Benton has said, 
and especially what Senator Douglas said a while ago, the speed with 
which these certificates were issued, a matter of days, and sometimes a 
matter of hours, to the exclusion of a lot of these small businesses 
that are already in this bill that have been whipsawed around here 
for months and months, is one of the injustices that certainly should 
be corrected, and the failure on the part of the agencies to get that 
information before us I think is preventing us from doing something 
constructive about it. I think that can’t be too strongly pressed. 

We ought to have that information here, and some definite policy 
ought to be determined, because it goes to the heart of “Mr. Small 
Business,” which when this emergency is over, permits them to move 
into that channel and have the same opportunity of acquisition that 
has been given these great groups that have the finances to do it. 

Senator Moopy. It may make a difference whether a business stays 
in existence or goes out of existence, and in line with what Senator 
Benton has said, I would like to add that I hope that will be taken 
as one good reason why we should strengthen this act and not merely 
extend it. I think we should strengthen the act and put our objective 
along that line. 

The CuatrMan. I was in error a moment ago. There was sent to 
me on the 26th or 27th a letter from Mr. Gibson setting forth the 
number of certificates granted, and total amounts, and so forth, but it 
doesn’t establish a policy. I do want to put that in the record, because 
I don’t want to be unfair about it. 

Senator Dovenas. I want to say to the chairman that we not only 
want a report on past certificates granted, but I believe he should 
report to us policies adopted in these two matters (a) whether big 
firms should get a second helping before the small firms had their first 
apprerecenne passed upon and, (6) whether it was going to be the policy 
of the National Production Authority in the future to grant certificates 
on plants upon which construction had started prior to Korea— 
plants which would have been constructed regardless of the emer- 
gency. If these pene are not covered in the present memorandum, 
I hope that the National Production Authority will be requested to 
declare its policy immediately, and in my judgment amendments 
should be prepared to this act to take care of these two points in 
any event. 

Senator Benron. And (c), the examination of the small business 
question. 

Senator Douglas, it was after you left the hearings that the small 
business question also came in as a third point, point (¢), and Mr. 
Gibson promised to review that. 

Mr. Carey. We are not particularly surprised at what is happening. 
The labor movement declared what it anticipated would result if big 
business was going to run the mobilization effort you would have 
results of this nature. 

More than $5 billion of such certificates have been issued in the last 
6 months. These corporations will save and the American taxpayer 
will pay about $600 million a year for the next 5 years for this priv- 
ilege. We, the taxpayers, will pay 60 percent of the cost of the plants 
in 5 years and they will belong to the corporation, free and clear. 
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These certificates are now being issued at the astounding rate of $200 
million a week. 

I wish that I could see among the economy advocates in Congress 
and the NAM, some indignation on this issue as an example of waste 
of taxpayers’ money. I wish some of the economy advocates who 
scream about funds for housing or health would get excited about this 
raid on the Treasury. 

This problem has not only a financial aspect. In granting 50 
percent of the total to some 20 cempanies there arises the promotion 
of monopoly—pure and simple. 

About one-third of these certificates have been given to the steel 
industry. This is the same industry that has beeh crying about over- 
expansion for 20 years, yet we never seem to have enough steel. 
Because of the policies of this industry we are always facing shortages. 

The Government should reexamine this whole problem and to stop 
this raid on the Treasury and the pocketbooks of the taxpayers. 

These corporations have come in demanding the certificates and 
yet after they have been granted we have no assurances that we will 
get the expansion of basic materials or productive facilities. For 
there is nothing to stop a company, after having gotten a certificate, 
from “sitting on it” for a time. 

The CuatrMANn. You are basing that on what has already been done? 

Mr. Carey. What these corporations will save, and what has already 
been done, issued in the last 6 months, the American public will have 
to make up in taxes to the extent of 4600,000,000 a year for the next 
5 years for what has already been done. 

‘Senator Moopy. Mr. Chairman, along that line, I hope this NPA 
report will include a complete justific ation of the certificates that 
have already been granted. 

The Cuairman. I didn’t read the whole report—it is a long re- 
port—but I have from time to time been getting the memorandums 
of what has been done. 

Senator Benton. Of course, in many cases in these big companies 
they get better than 60 percent. Your 60 percent is just an average. 
Some of these certificates will run higher than 60, up to 77 percent 
for a company that is in the top excess-profits bracket and has a full 
certificate. 

Mr. Carey. But this 60 percent I refer to is not the amount of 
amortization. It is the amount that the corporation would save 
in taxes. 

Senator Benton. It is an average, because some of the certificates 
are 50-percent certificates and some of them are full certificates, but 
a lot of the biggest corporations have certificates against which they 
will save 77 percent. 

Mr. Carey. There are other ways of doing it that they might even 
increase it to 80 percent. 

Senator Benton. Lagree. How high does the excess-profits bracket 
run now! I thought it was 77. 

The Cuatrman. I was thinking of the certificates. 

Senator Benron. What you have done in your 60 percent is take 
the average that it costs the taxpayer, but some cases do much better. 
Do you have cases of the kind that you mention of “sitting on it”? 

Mr. Carry. We have; yes. 
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Senator Benton. In steel? This is very important, may I say, 
from the standpoint of a proposed steel mill in Connecticut, because 
the question of whether we will get this mill built in New England 
depends in part on the actual promised productive expansion of steel 
elsewhere, and it now depends also on the fact that only a big com- 
pany in the 77-percent excess- ne tax allegedly can make a | profit 
out of building the proposed New England steel mill. So your point 
here has a very significant bearing on this one section of our economy, 
the New England industrial economy, and if you have evidence of this 
but don’t have it with you, I wish you would submit it. 

Mr. Carey. I would like to submit that you read the statement of 
policies in the business journals; the Wall Street Journal of May 1 
had an extensive article on it. What we are fearful, Senator, is that 
we will have a repetition of the show we had before. I was then a 
member of the Production Planning Board—— 

Senator Benron. That is exactly what I am afraid of, and notably 
in steel. 

Mr. Carey. They will soon be saying to us that they can’t expand 
in steel because to expand steel production you have to use steel, there- 
fore steel is in such scarce supply that they must delay the expansion 
of the stee] capacity. 

Senator Moovy. Mr. C Carey, I would like to point out to you that 
that was the very argument that was used—I as a newspaperman 
attended a luncheon very early in World War II, the purpose of which 
was to convince the Washington press that steel capacity in the United 
States was at that time adequate, and that was the very argument 
that was advanced at that time. 

Since then, the steel industry itself, of course, has done some ex- 
panding, so they have admitted that they were wrong about that one. 

Senator Scnorrrer. Mr. Chairman ? 

The Cuarrman. Senator Schoeppel. 

Senator Scuorrre.. Is it your position that once these certificates 
are granted, and assuming they do not make the expansion upon which 
they are predicated, that there is nothing the administrative depart- 
ments of the Government can do about it by way of canceling them ? 

Mr. Carey. So far, they have not, but they should have the power 
to revoke them, and they should revoke them. 

Senator Scnorpret. I agree with you thoroughly if that is the 
situation, and if the law isn’t adequate in that case, certainly it ought 
to be so provided. 

Mr. Carry. We should refuse to have these pistols pointed at our 
heads as they were at the start of World War Il. If private business 
refuses to expand on fair terms—which means that we will not give 
extravagant write-offs for plants that have postwar usefulness—the 
Government itself should undertake the ne cessary expansion. 

(d) We want to see a better dovetailing of the civilian and military 
programing. We believe that the requirements of security should 
not prevent the military from submitting requirements that they will 
have to justify. There should also be better programing for civilian 
requirements. We should know enough about our needs now to de- 
termine how large a civilian program of autos, refrigerators, and 
houses we can permit to meet civilian needs. Scarce materials should 
not be taken from the civilian market until the military is ready to 
use it either for necessary stockpiling or production that is ready to go. 
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We certainly support both the priority to military and urgent 
defense-supporting requirements. We support further the fullest 
necessary conversion from civilian to defense work that our military 
program requires. But I should like to call your attention to the 
situation in the electronics industry where, we believe, several evils 
exist that are causing substantial dislocations. 

Today, according to a survey made by the Radio-Television Manu- 
facturers Association, some 35,000-workers in radio-television, or 
nearly one-fourth of the work force are unemployed. I received 1 
telephone call from the President 

The Cuarrman. We had a hearing yesterday afternoon with Sec- 
retary Marshall. I don’t know whether any of your representatives 
were here or not, but that was brought up because of this last eee. 
mental appropriation bill for the armed services which showed suc] 

a great increase in costs of so many things connected with radio md 
with electronics. It was stated here by generals in charge of this 
project that they had negotiated all these contracts, and apparently, 
as best I could find out, the number of firms with which they negoti- 
ated was rather limited. I presume that would account for this 
substantial 36,000 you are talking about that are out of work i 
other firms that didn’t get under the wire. 

I wish you would read that testimony, if you get a chance to. 

Mr. Carry. Yes; we are interested. 

The Carman. By the way, at this time, I want another consent 
agreement to have the hearings printed through today, because we 
are getting way behind, we are going on every day, so the people 
might know what has been said in the previous meetings. 

Without objection, I am going to ask the clerk to send down the 
hearings up to date and have them printed. 

Mr. Carey. Senator, I want to point out that when the radio 
manufacturers appeared, their figures of 35,000 will be substantially 
larger, because their survey is 1 week later. In other words, they 
made the survey week by week. 

The Cramman. Do you think that has caused it? 

Mr. Carey. It is only part of the cause. 

The Cn re What are the other causes? 

Mr. Carry. I deal with them, and then I will comment, if I may. 

The Cuamman. Go ahead. 

Mr. Caney. i of this is certainly due to commercial and sales 

ctors, bi tv hat disturbs us is that materials that this industry might 
ave used have + en taken away for military purposes and yet sub- 
stantial electronics defense contracts for this industry is still months 
away. Every kind of business is trying to get into the electronics 
field—pirating skilled labor from the radio-television field, building 
new facilities where old facilities are not fully utilized. Meanwhile, 
$5,000 men and women with skills in this field are walking the streets. 
That is now 45.000. 

We would like to see a better, wider, and quicker distribution of 
contracts, an enforced subcontracting. We would like to see a stop 
put to the racket whereby some paper outfit with only a few drawing 
boards gets a prime contract and then holds a life-and-death power 
over the plants that do have power to produce. 

The Cuarrman. And they are all negotiated contracts. 
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Mr. Carey. These are negotiated contracts, sir, but in the elec- 
tronics industry you have engineering firms that license producers. 
They hold patents over certain ‘items. A lar ge number of the contracts 
that are produced by the Government go to these holding corporations, 
these patent organizations, and they sublet the contract to people that 
use their particular patents. It has created an additional level within 
the electronics industry that will cause the cost to be much higher. 

The Cuamman. The costs are a lot higher than when the armed 
services asked for its appropriations. 

Senator Benton. Yesterday General Lawton was here, and I sug- 
vested that with more ingenuity on the part of the armed services ‘it 
would be possible to cut through the present prime contractors. He 
took the Radio Corp. and pointed out that 40 percent of the work 
contrracted with the Radio Corp. is subcontracted, and my reply was 
that with greater ingenuity—the Radio Corp. is no paper outfit with 
just a drawi ing board—with more ingenuity and determination on the 
part of the procurement oflicers, 1 am sure a lot of that 40 percent could 
be directly contracted. 

Would you agree with that ? 

Mr. Carey. Yes; and I might say when we see a $10 million con- 
tract, or contracts amounting to $10 million, going to a certain part 
of our country where there are no productive facilities in that field, 
we look into it, sir. 

Senator Benron. Senator Schoeppel and I are deeply interested in 
this subject through our membership on the Small Business Commit- 
tee, and you have tended to confirm what I said to General Lawton 
yesterday—that most of the talk of the Government agencies and big 
departments about small business tends to be public-relations material, 
printed pamphlets and names on the doors, rather than real deter- 
mination on the part of these procurement officers to multi p ly the num- 
ber of prime contracts as much as possible : and to stimulate the smaller 
independent manufacturing plants; is that your experience? 

Mr. Carry. Yes. 

Senator Brenton. I would like, if the clerk will do so, to have this 
testimony forwarded to General Lawton for his comments, as con- 
firmation of the points made yesterday, because all of us on this com- 
mittee tend to the belief that our Government agencies and procure- 
ment officers tend to play safe, tend to do the easy thing, and don’t 
aggressively seek to implement the expressed will of the Congress in 
fostering and developing small and independent business. 

(General Lawton’s response apepars on p. 1980.) 

The CuHarrmMan. Without objection, that will be done. 

L might say again what I have been saying ever since we passed the 
bill last fall; it was testified here yesterday that in some instances 
they had to go to certain places w he sre they had skilled labor to hurry 
up this work. Do they ever consult your Gaunt or other labor 
organizations as to where { he skilled labor 1 

Mr. C ARE No. sir it 1s determ Lined by énlanee: We were hopin oO 
that we would be able to express some views in the programing 
defense and relate it better to the reduction in civilian pro duction. 

The CHatrman. You say there is a lot of surplus labo 
communities while others are short. The kal board w 
President recently appointed, have they not discussed w 
labor is? 





1966 DEFENSE PRODUCTION ACT AMENDMENTS OF 1951 


Mr. Carey. They haven’t reduced it down to that kind of detail. 
We have some corporations that handled contracts in World War II 
for certain instruments that are necessary now, and those plants are 
now not operating at capacity. 

It would be well if those same plants, where the people have been 
trained on the identical items, with some slight modifications, would 
have a chance at those contracts, and yet those contracts happen to be 
on the other coast of our country. 

Senator Scnorrret. Mr. Carey, at that point I am wondering if 
some of this distortion, and maladjustment in that line, hasn’t been 
enhanced by the policy of the negotiated contracts rather than putting 
them out for bids where concerns such as you have mentioned, with the 
skilled employees, and with the experience out of World War II, might 
not be ina position to expedite it, put bids on, and save a loss of time 
as well as getting it into channels of skilled w orkers and plants under 
competitive bidding that would do the job quicker ? 

Am I wrong on that? What is your theory on that? 

Mr. Carey. I would like to suggest that if these people in industry 
had moved more energetically, perhaps the dislocations would not be 
so great as they are now, and will be, but they contend to us, when we 
question them, that the Government is slow in putting out these con- 
tracts. It requires a general speeding up of the programing, and 
that is what we are suggesting here, that they move more energetically 
to get the defense agencies to get the contracts out, because “there is 
going to be a 6- or 9-month delay between the time they get the con- 
tracts to a prime contractor and the time that prime contractor puts it 
into production. There is a great deal of work that goes on prior to 
the time that the contract is let and the time that it is in production. 

Senator Scnorrret. Can they do that quicker by negotiated con- 
tract rather than abiding on it under speci ications? 

Mr. Carey. I am speaking now, sir, to the point that they can’t do 
it at all until such time as the defense agencies get the contracts out. 

Then we can push it at that point. “Now, for security reasons, or 
inability to determine what the military needs are, there seems to be a 
slow process in getting it out. Then when we do get it out there are 
reports made that so many million dollars’ worth of contracts have 
been let, and that is 9 months away in many instances to the time it is 
put in production, and that is some time ‘before it gets back to the 
defense agencies where they get their needs met, and I think there 
could be a speeding up of that process, and there could be a whole lot 
less planning to reduce the amount of dislocations, and it can be done 
a whole lot better, more efficiently, and certainly cheaper. 

The situation is much worse than in World War II when the impact 
of a tremendous defense program forced subcontracting into every 
nook and cranny of our industrial system. 

The Cuaiman. Do you have anything in this statement, Mr. 
Carey, about the Federal Reserve Board’s regulations? 

Mr. Carry. I have in my testimony, sir. 

Now, there is not that volume and'there is a tendency on the part 
of many prime contractors to either delay subcontracting or to at- 
tempt themselves to enter new businesses, duplicating existing facili- 
ties, and competing for the same labor supply. 

(e) Finally, we should like to see the penalties for violations of 
these sections made much larger. <As it now stands, the big corpora- 
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tions can well afford to pay the price for violations, but the little 
fellow cannot. We should like penalties made stiff enough so that 
everyone will think twice before he violates the law. 

Senator Moopy. How strict do you mean, Mr. Carey? How strict 
would you like to see them ? 

Mr. Carey. Well, to the extent that crime operates to the disad- 

vantage of the society, I think the punishment ought to fit. 

Just now I might be a little more harsh than w ould someone else on 
this subject, because I think the penalties should be severe merely to 
fit the crime. 

Senator Moopy. I agree with you. 


Ill, PRICE AND RENT CONTROL 


Mr. Carry. The heart of an anti-inflation program is the control 
over prices—to industry, business, Government, and consumers. And 
this includes control over rents. 

I have already indicated what happened to prices in 1946 when 
controls were lifted too hastily. The major beneficiaries were busi- 
nesses that gouged the public, and the result was a series of industrial 
disputes that exploded over the Nation as workers attempted to keep 
themselves from being overcome by the deluge of shameful price in- 
creases. We must not let that shameful episode of 1946, when meat 
prices rose by 64 percent in 5 months, be repeated again. 

It is 11 months since South Korea was invaded. We have seen 
prices skyrocket to new record heights. The prices of 28 basic raw 
materials are now about 39 percent higher than they were before the 
Korean War started. Wholesale prices have risen 17 percent in that 
period. The Consumers’ Price Index has jumped 8.5 percent from 
June 1950 to March 1951. 

There is no effective price-control program in existence. Most food 
prices cannot be effectively controlled under the terms of the act as 
it now stands, and neither are rents subject to effective controls. 

Yet foods and rents form more than one-half of the living costs of 
average city workers’ families. High prices are eating away large 
chunks of our defense ex cpenditures, and endangering the entire 
mobilization effort. 

The present act makes it impossible to place price controls on many 
food items, since no ceiling below the parity price can be placed on 
farm products. And parity is a sliding scale to provide a fair Bae 
to farmers. The prices of about one-half the food purchases of : 
workman’s family are now below parity. 

Retail prices of those foods can continue to rise. The only prac- 
tical way of stablizing food prices is by granting authority to the 
Government to use food- price subsidies which would permit effective 
controls over retail food prices while at the same time assuring fair 
returns to farmers. This procedure was used to hold the price line 
during World War II. There is no need to tamper with parity for 
the farmer if a subsidy program is authorized. 

The extension of the existing inadequate rent-control law does not 
meet the necessity for the effective control of rents. 

Senator Benton. Do you read the present law as giving adequate 
authority for subsidies in this area ? 

Mr. Carey. No, sir. 
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Senator Benton. I want to bring that out, because my interpreta- 
tion of Secretary Brannan’s testimony is that he doesn’t read it, eithe T', 
to give adequate authority for subsidies. So to make your statement 
here explicit—and it is one with which I concur—you believe the pro- 
posed law now before this committee should be strengthened so that 
subsidies for farm products will be authorized, remembering, of course 
that the administration and administrators must go to the Appro- 
priations Committee subsequently to get the money. 

Mr. Car ey. And I feel that wll, of course, reduce the resistance to 
the farmer's opposition to price controls if they fear that they couldn't 
get. subsidies, as a result of which he would take the shellacking. 

Senator Benton. There is nothing I regret more than subsidies. 
and I reach that conclusion with deep regret, but from my own study 
of our experience in the last war, I am convinced that this committee 
in this bill should give authority for subsidies with the hope that 
some of these witnesses here representing these various farm groups 
may be right in the belief we won't need to use them. If some of 
the witnesses are found to be correct, and this prophecy works out. 
we won't have to use them in certain fields. 

Mr. Carry. There is immediate need for the passage of an effective 
rent-control law as well as for housing legislation to provide adequate 
low-cost housing in military and defense centers. 

An effective price-control program requires grade labeling, the 
establishment of specifications and standards for different kinds of 
goods and services, and the limitation on the production and sale of 
high price lines. Without such a system of controls, the consumer 
would be faced with hidden price increases, despite the existence of 
a superficial price-stabilization program. 

The relative stability of prices at present is only a temporary lull 
before the storm. Inflationary fires up to now have largely been fed 
by speculation, business-hoarding, and scarce buying. New pressures 
will soon be felt as defense pr oduction takes an increasing share of 
materials out of the civilian economy. During the coming period 
of defense build-up, these pressures will grow “and remain with us 
until the economy is expanded to the point where it can produce 
abundantly for both our civilian population and our defense needs. 
Unless an effective over-all price control program is installed now, 
we will face a new and more dangerous inflationary pressure in the 
fall and winter of this year. We all would have to pay billions of 
dollars in tribute to profiteers and the racketeers of inflation. A 
mockery would be made of the concept of equality of sacrifice. The 
whole defense program would be rig ll 

This problem will be dealt with more fully by my colleagues. 


IV. WAGE STABILIZATION 


On December 18, 1950, the Wage Stabilization Board, composed of 
employers, public, and labor, unanimously adopted a statement of 
principles upon which wage stabilization should be based. All sections 
of the Board—labor, management, and public—agreed that wage sta- 
bilization could only operate within the framework of a larger eco- 
nomic and production program. All parts of it must operate together. 
The Board declared as a matter of policy the need— 


to achieve insofar as possible an equality of burden and sacrifice among groups 
and individuals. 
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It called for measures to increase production, to minimize the supply 
of credit used for nonessential purposes including control over com- 
modity exchanges. It asked for limitation of inventories, and firm 
control over prices. 


Properly conceived, integrated, and administered in a broad national program 
to prevent inflation— 


the Board declared— 
wage and salary controls have a definite and essential part to play. 
Partial sacrifice now shared as fairly as possible by all segments of the 
population— 
the Board continued— 
may well be the means of preventing total sacrifice later. 


It was within a framework such as that—with wage stabilization as 
being only one part of an integrated program involving equality of 
sacrifice, that we of the CLO agreed to support the principle of wage 
stabilization. We were well aware of the fact that the tremendous 
productivity of labor, the tremendous profits may be employers in 
1950, the fact that wages had been lagging behind profits and produc- 
tivity, and the shortages of labor, m: ade “possible demands for wage 
increases far in excess of those actu: ally made. 

Yes, we agreed to exercise restraint, on the understanding that other 
groups in the population would do likewise. 

The restraint exercised by labor has not been matched by a similar 
restraint by those who seek excess prices and profits out of this 
emergency. 

For ex xample, labor costs usually amount to about 30 percent of the 
cost of manufactured goods. Therefore, even if there is no increase 
in productivity of labor it takes a 3- percent raise in labor costs to 
equal a 1-percent increase in over-all prices. 

Average wages in manufacturing went up by 10 percent in the last 
year equal to 3 percent of costs. It is likely that the rise in produc- 
tivity more than equaled this increased cost of labor and that no in- 
crease in prices was necessary on that account. Yet wholesale prices 
went up by 17 percent, or six times the maximum possible increase in 
labor costs. 

Wages of workers in the food industry went up by 7.8 percent equal 
to 2.5 “percent of costs. Yet wholesale food prices went up nearly 19 
percent, or seven times the maximum cost increase. 

Senator Scnorrre.. That certainly was not passed on to the original 
producer, then, was it? 

In other words, that very increase that you mentioned there must 
have come about by mark-ups from the retail level, then. 

Mr. Carey. In view of the absence of a price control at retail levels, 
the mark-ups went all the way back through the proposition, not that 
the original producer of the food products got the benefit of that; 
no, sir. 

Senator Benron. When you take 30 percent on your over-all aver- 
age, I am surprised that that 30 percent applies to food. I would have 
thought the percentage would be even lower in food, and if my guess 
is right there, if you qualify that statement, it will soften it up a 
gret at deal further. 

Mr. Carey. You are correct with regard to that item, but I was 
taking it on the basis of the average. 
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Senator Benton. Your 7.8 percent wouldn’t equal 2.5 percent. It 
makes your point much stronger, though, because here you have an 
even more dramatic rise with an even lower labor cost, and the point 
comes out in sharper focus if you adjust it to the food field. 

Mr. Carry. Textile workers’ wages have gone up by 9 percent, equal 
to no more than a 3 percent increase in costs. Yet wholesale textile 
prices have shot up by a staggering 35 percent. That is ten times as 
much as the maximum increase in labor costs. 

And in chemicals, important to our Government’s defense as well 
as to civilians using either lipstick or plastics, wages went up by 10 
percent, equal to no more than a 3 percent increase in costs. Yet 
manufacturers boosted their prices by 25 percent. 

The Cuarrman. Mr. Carey, not to change the subject, but getting 
back to Senator Schoeppel’s s question on your table 1-B, you have here 
an increase of 11.6 percentage of profits. I just happened to know 
that it has gone up, but at least it didn’t go up so much as a lot of 
otner things, but at the same time, as you s said, 50 percent of the work- 
ing man’s pay goes for food and rent. 

Mr. Carey. I think the Senator is directing his question to me as to 
where did that increase go, to the farmer, and my answer was “no.” 

The Cuarrman. That is mark-ups all the way; that is right. 

Mr. Carey. That is right. Although workers in manufacturing 
were working almost 2 hours a week longer than a year before, and 
their wages had increased by 10 percent, the net result was increased 
spending power equal to 3 cents a week. In other words, the result 
of 1950 prosperity gave the workers of the Nation the ability to buy 
an extra 3-cent newspaper once a week. 

Yet it has been proposed to freeze them back at that January 1950 
level without sharing in the tremendous profits, the gains in produc- 
tivity and production they helped to create. 

I have already referred in the introduction to the tremendous profits 
made by the corporations of our Nation. We submit that it is not 
possible to ask the workers of America to accept wage stabilization 
while that kind of profiteering continues. We cannot ask wonders 
of America to remain frozen at a poverty living standard while our 
corporations insist that their own “standard of living” requires 15 
percent to 25 percent profits after taxes. 

Many of the other things proposed by the Wage Stabilization Board 
as a condition for wage stabilization were not done. Commodity 
speculation was not controlled, prices were not controlled until they 
had reached a level nearly 19 percent above Korea, businesses were able 
to engage in an orgy of speculation on inventories, using bank credit. 
Profits in the last part of 1950 went through the roof. 

In spite of the experiences of the last 6 months we are willing to 
support a flexible program of wage stabilization provided that the 
gapping holes in the other sectors of the stabilization front are ade- 
quately plugged. Our final attitude will be determined by the kind 
of a bill that comes out of Congress, and the kind of administration 
of stabilization that is provided. 

But wage stabilization cannot mean a wage freeze. To attempt 
to do that would simply defeat the purposes of stabilization, scala 
freeze into the system the most glaring injustice and inequities, would 
create serious hardships, would undermine industrial relations and 
ultimately defeat the very purposes of the defense program. In our 
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judgment, the very complicated problems of wage stabilization can 
only be handled if they allow for the existing provisions of collective 
bargaining contracts, if they provide for adjustments with the in- 
crease of living costs, for increases in productivity, for hardships and 
inequities, for substandards and for the defense needs for manpower. 

The extent to which adjustments will be required will depend in 
substantial measure upon what is done in the other sectors of stabili- 
zation. For example, if the cost of living is stabilized, the extent of 
any necessary adjustments for that purpose will be reduced or may 
disappear. 

We believe also that the word “compensation” as referred to wage 
stabilization should not include employers’ contributions to pension, 
health, and welfare programs or to profit-sharing programs for these 
are not inflationary. They are, on the contrary, a form of savings 
which may or may not be paid out to give individuals in the future. 

We believe also that workers should have an opportunity to share 
in the profits they help to create. The problem is not one of creating 
additional purchasing power, but simply a determination of how a 
given amount of profits shall be distributed between stockholders and 
the employees. We see no reason why that should not be left to the 
parties concerned. Workers have the same right to a saving wage, 
as to stockholders: they have the same right to have their savings 
form the basis for our investment funds as the savings of the wealthy. 
Therefore, there should not be one rule for workers’ participation 
in profits and an entirely different rule for the participation of 
stockholders. 

Senator Moopy. Are you proposing that some system be devised to 
share profits after they lave been earned with the workers ¢ 

Mr. Carry. Yes: we are contending that that should be permissive 
in the flexible wage stabilization program; that it is not inflationary. 

Senator Moony. In other words, you would, by collective bargain- 
ing under the stabilization program, have a wage, and then if profits 
were out of line, you would then work out, under bargaining, a system 
of dividing those profits ; in that correct? 

Mr. Carry. Yes; a better system of sharing between the stockholders 
and the workers that produce them. 

Senator Benron. Many progressive companies have done this long 
before this. 

Senator Moopvy. I was going to say that that is a device that has 
been used by a number of companies in the past, and it is a very 
interesting suggestion, coming from you now. 

Mr. Carey. Well, it takes its form in different ways. 

For instance, we have recent testimony from the General Motors 
Corp., and they are defending the integrity of their collective-bargain- 
ing contract. That may be new in the annals of American industry for 
General Motors to do it. but they vigorously defend their right to 
grant productivity increases, and we suggest the law should be so 
modified to permit that to be done. 

Senator Moopy. Are you talking here about the productivity in- 
creases, with which I agree you should be protected, or are you also 
referring to a division of profits, after taxes, with labor? 

Mr. Carey. That is one form of properly sharing the joint effort of 
management and labor and the investment of the stockholders. 
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Now, productivity increases would be one method. There are other 
methods, in terms of a profit-sharing arrangement, which may take 
one of many forms. One method would be to increase the wages. 

Senator Benton. Sears, Roebuck does it by buying stock in its own 
company. 

Senator Moopy. If you increase the wage out of line with the gen- 
eral stabilization program, then I am sure you, as a veteran in 
negotiating wages, know that you may dislocate wages all along the 
line. af 

As I understand your position here, you are suggesting that not 
only the cost of living increment but also the productivity increment 
be calculated in the wage, and after a profit has been earned some 
negotiation be opened to share that profit with labor; is that your 
point ? 

Mr. Carey. We are suggesting that they not be limited, a corpora- 
tion not be limited to giving its workers a share in the profit-sharing 
form, especially at a time where they are limited in granting in- 
creases in the wages. 

We are speaking now that there are other forms of compensation 
for services that are rendered. 

Senator Moopy. The point I am seeking to bring out here is that 
you wish to see this shared not in a way that will increase prices; is 
that correct ? 

Mr. Carey. That is correct; and also it would be preferable to do 
the profit sharing in a way that will spread out the purchasing power 
into the post-defense period. 

Senator Moopy. How would you do that? 

Mr. Carey. Well, one method, of course, would be encouraging 
voluntary savings, bond programs. 


Another method would be on the basis of not denying the employer 
the right of translating this sharing of the prone into a health 
t 


program, or insurance program, or pension bene 
program that would have payment at a later date. 

Senator Moopy. You mean a deferred benefit? 

Mr. Carry. That is right; I might suggest a severance wage would 
be a good example of that. 

Senator Benton. Do you not agree that many new ways are going 
to be developed in the future, that is one of the great frontiers of the 
future to work out these new techniques! I mentioned Sears, Roe- 
buck only because of the phenomena of American business slowly 
mutualizing itself, turning into a company owned largely by its em- 
ployees out of its profit-sharing program. 

Mr. Carey. It is coming closer to my definition of free enterprise as 
a very workable arrangement, where you diffuse the ownership and 
responsibility. 

Senator Benron. It is one of the great enterprising companies of 
our economy. 

Mr. Carry. I am more attracted to General Motors, because they 
have a better union contract. 

Senator Benton. I think the picture of General Motors up here 
slugging it out with the National Association of Manufacturers is a 
most encouraging development in the history of American industry. 

Senator Moopy. It is very healthy. 

Senator Benton. I agree with you. 


s, or a profit-sharing 
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V. CREDIT CONTROLS 


Mr. Carey. In no field has the concept of equality of treatment and 
sacrifice been more violated than in the area of credit controls. 

Those who have sought to engage in speculation on the wyrg: 
of life and on the national defense have been left free to use the Na- 
tion’s credit ; but the small man who wanted only to participate in the 
decen¢ies of life by the purchase of a refrigerator, a radio, an auto- 
mobile, or a home, found the full weight of the Government turned 
against him. 

“We recognize the importance of credit controls in a defense period 
but maintain with all the sincerity we can convey that the present 
situation with different rules of treatment for different groups not 
only violates every concept of justice, but in itself injures the defense 
program. 

The small holes have been plugged but the big holes in the credit 
meer have been left relatively free. 

Congress exempted from control the commodity exchanges which 
deat in the necessities of life and materials for our de ‘fense. The result 
has been an orgy of speculation with the entire year’s supply of many 
commodities traded in three or four times over, each time at rising 
prices. Profits of 100 to 400 percent were made in a short period by 
these speculators, set free by Congress. In our opinion these specu- 
lators on the necessities of life are the worst kind of racketeers. They 
should be controlled. 

Let me make it perfectly clear that I make a big distinction be- 
tween legitimate hedging operations and speculation. It is obvious 
that farmers, processors of commodities with volatile prices, and oth- 
ers have a perfect right to protect themselves against unusual price 
changes. But there is a world of difference from the speculation of 
those who do not produce or transport any commodity or render any 
services. They simply want to make profits on the Nation’s necessities 
and we believe that Congress should take action to control them. 

We cannot convince the rank and file of our people that this Nation 
must make sacrifices for our defense when Congress gives its blessing 
to such speculation to go unchecked. 

Senator Benron. Am I not right that this was not done during 
the last war, that these controls you suggest on commodity exchanges 
were not enacted during the last war, or am I wrong on that? 

Mr. Carry. There were some enacted; yes, sir; a little late, but they 
were enacted. 

Senator Benron. I wondered if you had any recollection out of 
your experiences at that time to apply to what you see lies ahead? 

Mr. Carey. We could secure information that would be pertinent to 
that question. 

Senator Benton. It would be pertinent if you gave it to the com- 
mittee. 

Mr. Carey. Second. Corporations were left free to speculate in in- 
ventories, to hoard scarce materials and finished goods, hoping to sell 
them at rising prices and make a speculative profit that had nothing 
to do with the processes of manufacture. 

As a result inventories have climbed by $15 billion over a year ago, 
financed by a rise of $10 billions in bank credit. 
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A part of this inventory building, in the fourth quarter of 1950, 
‘ame at a time when there was an actual decline in consumers’ spen< 
ing. This should have called a halt to price rises. Instead, pro 
pelled by this hoarding and inventory building, financed by bank 
credit, prices continued their upward movement. 

The use of bank credit for these speculative, inflationary purposes 
should be controlled. 

Third. There is no control over the credit that can be used for old 
housing. I heard personally of a man who bought 20 houses on credit 
and sold them at rising prices Within a short time. He financed this 
with bank credit and he served no useful purpose in either our econ 
omy or the housing problem. 

The credit regulations favor this kind of operation on the vita! 
necessities of the people. While we attempt to control credit over 
perhaps a million houses a year that may be built, we leave free the 
credit over 40,000,000 houses already built. 

As contrasted with this failure to control the use of credit for specu- 
lation the Federal Reserve Board has borne down heavily on the smal! 
man who wanted to purchase some decency of life. For example, you 
can go into a brokerage house in any city, and for 7 to 10 percent 
down buy carloads of wheat, corn, cotton, tin, rubber, and so on, and 
hold them for a speculative rise. But if you want to buy a house to 
live in, Federal Reserve Board Regulation X requires you to pay 20 to 
50 percent down, something out of the reach of the average man. 

If you are a large company making refrigerators and you want to 
speculate on a rising market for the copper, aluminum, and semi- 
finished parts, you can get bank credit without limit to hold these 
things off the market. But if you want to buy a refrigerator, you must 
pay 25 percent down, instead of 15 percent as formerly, and pay off 
the balance in 15 months instead of 21 months. 

This is known as Regulation W. 

If you want to raise the prices of your houses by 20 percent you can 
do so without any difficulty. But if you want to buy a house to live in 
you are warned not to contribute to the danger of inflation. 

Senator Moopy. Mr. Carey, do I understand by inference you are 
proposing to repeal those regulations ? 

Senator Benton. No; the opposite, he approves these regulations. 

Mr. Carey. I favor easing of these two regulations, and an imposi- 
tion of strict regulations on the other items. 

Senator Benton. You do favor the easing? 

Mr. Carey. Yes, sir. 

Senator Benton. I thought you were using them to illustrate we 
needed similar controls in these other areas? 

Mr. Carry. Certainly there is no justice in the fact that you let one 
run wild while you have tight control. I speak specifically on that 
subject in a minute. 

Senator Benton. Are you specific on how much to ease ? 

Mr. Carry. We are not very specific on that. We are just suggesting 
that if the warehousee are stored up with television sets, they are al- 
ready produced, they ought to get them to the consumer so they can 
have use of them, and ease the requirements on the down payments— 
for instance, they might ease it to the extent of applying the same 
provisions you have for automobiles, that an old radio or television 
set could be used as a down payment on the purchase of a new one. 
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Senator Moopy. It does not help in the control of inflation to allow 
manufactured goods to lie in warehouses while the money that might 
be used to buy them over a period goes for other things. 

I would like to ask you, Mr. Carey, whether it is not true that some 
of these speculative gains you are t talking about are subject only to the 
25 percent capital gains tax rather than the ordinary income tax? 

Mr. Carey. That is the information we have, sir. 

Senator Benton. Well, I think your illustration is good on tele- 
vision sets, but take housing, which is the other regulation. Would 
you ease that j in the face of the shortage of new housing? 

Mr. Carey. In defense areas I would certainly ease it; yes, sir. 

Senator Benton. That is a good point. 

The Cuarrman. They testified for the defense housing bill here in 
January and February. 

Mr. Caer: The application of this is that the people who have got 
the money do not need the credit, but somebody who needs the house 
is denied the opportunity of living in that house. 

Senator Benton. Your two illustrations I think are good. What 
you mean more than easing is that there should be flexibility for 
exceptions? Would that be a better way to put it? You would like 
to see flexibility for exceptions, and maybe a tightening up in certain 
areas ? 

Mr. Carry. I would say yes, definitely. 

Senator Benron. Flexibility would be a better word than easing, 
perhaps, while at the same time in these other areas much tighter con- 
trols should be put in to provide justice all the way around? 

Mr. Carey. Yes, sir. 

I should like to illustrate the problem of this Regulation W, specifi- 
cally because I have some familiarity with it in my own industry—the 
electric industry. 

As you are aware, there is today a vast unemployment in the radio 
and television industry. Many causes contribute to it—arising from 
both industry and Gov ernment. But one cause undoubtedly is ‘the in- 
crease in the down payment required by Regulation W. I think 
that this is discriminatory because it simply means that a man’s ability 
to buy a set is determined by whether he has the down payment. It 
does not stop sales, it only Stops sales to the poorer man who wants 
to enjoy that machine. Also the Regulation W was made more drastic 
last fall to stop inflation and save materials. Yet the problem in that 
industry today is not inflation but, with 35,000 people walking the 
streets, the problem is one of deflation. 

We took our case to the Federal Reserve Board and after explain- 
ing all the problems and difficulties got simply a form letter in reply. 
The Federal Reserve Board seemed unaware of the discrimination 
involved, or of the facts of life as related to the problems of employ- 
ment and national defense. 

The intention of the Federal Reserve Board was to help the de- 
fense program. Yet the effect, in disorganizing the labor force in 
this vital electronics industry, will be to harm the defense program. 
Some 50,000 to 100,000 more people will be needed in this industry 
next year. By this unemployment, the people will drift away and 
stay away and when they are needed they will not be available. 

This double standard of conduct in the field of credit should be 
ended. In fact, we propose a complete reversal of the present situa- 
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tion. We propose that there be a more rigid control on the credit 
that is used for speculative purposes where it serves no useful social 
end. On the other hand, there should be a loosening of the credit 
restrictions on the average man who simply wants to buy a useful 
product. 

In our opinion, this credit situation presents to the average man 
an Alice-in-Wonderland atmosphere. The Congress, in our opinion, 
should take action to bring more sense, reason, and justice into the 
picture. 7 

For example, the Regulatien W is an instrument which declares 
that any person who nas enough cash to purchase an auto, refrigerator, 
or washing machine can do so. But if you are not rich enough to 
have the 25 percent down payment, you must do without. 

The Federal Reserve Board’s survey of consumer finances shows 
that 20 percent of American families with the highest income in 1949 
made 41 percent of all expenditures for consumer durables and 38 
percent of other consumer expenditures. As of early 1950, the highest 
income, 20 percent of our families held 83 percent of total liquid 
assets. 

The large margin of spendable income and of liquid assets is at the 
top of the income structure. The wealthy have the means to con- 
tinue large expenditures for consumer goods. Regulation W = can 
have but little, if any, effect on them. It is the low- and middle- 
income groups who are seriously affected by such inequitable regula 
tions. Yet, among low- and middle-income groups, the major por- 
tion of income is spent for food, rent, and other necessities of life. 

The Federal Reserve Board provides rigid regulations over every 
across-the-counter sale of these goods, but that same Board when 
facing the much simpler problem of regulating bank credit sets up 
a committee of bankers to regulate themselves. What would happen 
if the labor unions were to propose that they set up a committee to 
regulate their own wages? What a howl would arise from Congress 
and the press? Yet the gentlemen of the Federal Reserve Board, 
who have not only been so apt in framing Regulation W and X, and 
who have protected every percentage figure in those regulations as 
though they had divine inspiration, seem utterly unable to do more 
than tell the member banks to be good lays and regulate themselves. 

It is our belief that Congress should either fix the terms of these 
credit regulations itself or take power over consumer credit away 
from the Federal Reserve Board and give it to the President. 

It is obvious that the tremendous inflationary pressures come from 
the vast holdings of marketable Government securities held by the 
commercial banks—amounting to about $60 billions. At least part 
of this vast potential for inflation should be immobilized. Rules 
should be established for issuance of bank credit just as rules are 
written for wage and price controls, and administered by Govern- 
ment and not by the people to be controlled. 2 

The CHarrMan. I might say that the Federal Reserve Board, 
through the Wilson committee, has released a report of the study 
they have been making—the so-called Wilson committee that was 
established to study Regulations X and W. 

What about second-hand automobiles? That has been quite an 
issue here. People appreciate the fact that you have to be a rich 
fellow to buy a new car, but what about used automobiles, the regula- 
tions on them ¢ . 
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Mr. Carey. It is going to have to be controlled as they see it. 

The CHarrRMAN. Do you not think the time payments ought to be 
lengthened a little ? 

Mr. Carry. Yes; I think they have to be dealt with in many cases 
on the basis of the usefulness to the defense effort and to the Nation. 

The Cuarmman. There are a lot of poorer people, as you suggest 
here, that are unable to get what they need in relation to their defense 
work, such as an automobile. 

Mr. Carey. Yes, sir; they certainly need these cars, and the wor kers 
in the defense industries would be the ones that would buy the second- 
hand cars, and they should be encouraged, where it is an essential 


need for transportation. 
VI. CONSULTATION AND REPRESENTATION 


In a program of this kind, so vital to our democracy and our 
defense, there should be the broadest kind of consultation and repre- 
sentation in the formulation and administration of policy. 

This defense program cannot and must not be the property of any 
group—to be successful it must represent all the people. The groups 
who represent the various sections of our population should feel a 
sense of partic ipation atevery level of oper ation. 

The labor movement insisted upon this principle in the admin- 
istrative agencies. We believe it should be incorporated into the 
legislation and be a guiding policy. As the matter now stands the 
law requires only consultation with business and industry. We be- 
lieve that this should be broadened to include a requirement for 
consultation with labor and consumers’ groups on matters affecting 
their interest. 

The Cuatrrman. We thank you very much for your statement, Mr. 
Carey. 

Before you leave, let me ask this: The American Textile Workers 
are here. Who might represent them this afternoon / 

The Quality Courts United, Inc., 1 understood were here and wanted 
to file a statement with us. 

Mr. MacKay. That is correct, sir. 

The CuairMan. We are sorry to have kept you waiting, but if you 
will come up 

Senator Brenron. I have one brief comment, if I might take a 
moment. : 

The Cuarrman. I wanted them to know we would take them next 
before lunch. 

Senator Benton. I would like to remind Mr..Carey and tell the 
colleagues on the committee about my first coe with Mn. Carey 
when Senator Flanders, Paul Hoffman, and I called on him when 
we were setting up the Committee for Economic Development. I 
spent an hour ‘and a half with him, and I remember the profound 
impression he made on all three of us, and as a result of that visit 
a quite friendly peace between the CED developed. I have tried to 
keep up with him these past 10 years, but this statement today is 
lucid, clear, and I think the most provocative and important state- 
ment that has been presented to this committee. There is not a word 
that can be misunderstood in it, and I particularly like the vigor of 
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its language, as well as its eloquence. I congratulate you on your 
statement. 

Senator Moopy. I might add it shows a much greater grasp of 
national interest than some of the other witnesses that have appeare« 
here. 

Senator Dovetras. I think it is a good statement, too. 

Mr. Carey. It represents the views of the CIO, and I appreciate 
the fact that the members of the CIO make it possible for me to make 
such a statement. Pa 

The Cuatrman. I want those remarks to be unanimous. 

Mr. Carey. Thank you. 

(The tables attached to Mr. Carey’s statement follow :) 


TasLE I (a).—Relation of profits before and after tares to stockholders’ equity, 
private manufacturing corporations, by industry group, 1948-50 


BEFORE FEDERAL TAXES 


Percentage ratio of profits (annual rate) to stock- 
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Industry group 1950 
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Source’ Securities and Exchange Commission and Federal Trade Commission. Through third quarter, 
1950, as quoted by the Council of Economic Advisers in their Annual Economic Review, January 1951, as 
table A-34, p. 204; fourth quarter, 1950, from the SEC-FTC quarterly report; entire year 1950, computed 
from above. 
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TABLE I (b).—Relation of profits before and after taxes to stockholders’ equity, 
private manufacturing corporations, by industry group, 1948-50 


AFTER FED 


Industry group 


All private manufacturing corporations 


Food 

lobaceco manufactures 

rextile mill products 

Apparel and finished textiles 
Lumber and wood products 
Furniture and fixtures 

Paper and allied products 

Printing and publishing (except newspapers) 
Chemicals and allied products 
Products of petroleum and coal 
Rubber products . 

Leather and leather products 

Stone, clay, and glass products 
Primary nonferrous metal industries 
Primary iron and steel industries 
Fabricated metal products 
Machinery (except electrical and transportation 
Electrical machinery 

Transportation equipment 

Motor vehicles and parts 
Instruments, ete 

Miscellaneous manufacturing 


Source: Securities and Exchange Commission and 
1950, as quoted by the Council of Ecouomic 
table A-34, p. 204; fourth quarter, 
from above, 


TABLE II.—Profits of 


Advisers 
950, from the SEC 


ERAL TAXES 
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Percentage ratio of profits (annual rate) to stock- 
| holders’ equity 

| 


Total 1950 


First | Second! Third | Fourth 
quarter) quarter; quarter! quarter 


1949 | 1950 


iS at ae * is 
! 16.4 


| 


SSCNONGONGAT He ke OZSeS 


Fe tS 


Fe leral lrade ( imi 
in their Annual Economi 
FTC quarterly report 


manufacturing corporations, by 
and 1950 


industry groups, 


26.8 


[Amounts in millions of dollars] 


Industry group 


Food 

Tobacco 

Textile mill products 
Apparel and finished textiles 
Lumber and wood 
Furniture and fixtures 
Paper and allied products 
Printing and publishing 
Chemicals 

Petroleum . 

Rubber 

Leather 

Stone, clay, and glass 
Primary nonferrous metals 
Primary iron and steel 
Fabricated metal 
Machinery (excluding electrical) 
Electrical machinery -- 
Transportation equipment (excluding autos) -- 
Motor vehicles and parts 
Instruments, ete.....--- 
Miscellaneous... --- 


All manufacturing - 


Profits befors 


1949 


$1, 600 
250 
56 
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14, 437 


1950 


$1,912 
281 
1, 100 
197 
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187 
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279 
2, 496 
2, 508 
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taxes 
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Source: Securities and Exchange Commission, release No. 1006, Apr. 27, 1951. 


Profits after taxes 
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TABLE IIT 
[Billions of dollars] 


| 
Corporate | ; 
profits | 
before 
taxes 


Corporate profits after taxes 


Yorporate ——_—_— ——— 

tax 
liability ete | Dividend 
Total payments 


Period Undistrit 


uted 
profits 


rr... F ; 5 3. 5 | 1.5 
1944__ ; 3 13.5 
1946_.._- ; j 9. 

1947 A 30. £ 11 

1948___. : 33. ¢ 13. 
1949___ Saal : pens . j 

ae | f 18, 


ANNUAL RATES, SEASONALLY ADJUSTE 
1949 
First quarter ‘ wd 10. 17 
Second quarter. 26. 10 
Third quarter : 10 17.3 
Fourth quarter 27. 10. 
1950 
First quarter _- 13. 16. 
Second quarter , 3 16.5 20 
Third quarter ‘ 20.6 25. 
Fourth quarter a 22.0 27. 
1951: First quarter......... suasivncde 50. 26.0 24. 


Source: Council of Economie Advisers, Economic Indicators, May 1951, p. 23. 


TABLE 1V.—Analysis, plant, and equipment accounts, General Electric Co., 
1946-50 


{ Millions of dollars] 
1949 1950 


1. Cost, beginning of year 
2. Added during year 
2a. Adjustment 


3. Total 
4. Disposed of during year 


5. Cost, end of year 


6. Depreciation reserves, beginning of year 
7. Added by charges to income during year 
8. Proceeds from sales, etc., during year 


Sa. Adjustment 


9. Total, items 6, 7, and 8 
10. Cost of items disposed of during year 


11. Item 9 less item 10. 


12. Net book value, end of year (item 5 less item 11) 276.5 


Millions 


Total additions to plant and equipment, 1946-50 : ties $411.9 
Net book value, end of period . Gattaiota a woe i 276. 5 


Source: Fifty-fifth, fifty-sixth, fifty-seventh, fifty-eighth, and fifty-ninth annual reports and yearbooks 
General Electric Co. (1946 to 1950, inclusive). 


(The following was received from General Lawton in response to 
Senator Benton’s request for comment on Mr. Carey’s testimony :) 
JUNE 6, 1951. 
Hon. Burnet R. MAYBANK, 
United States Senate. 
DraR SENATOR MayspaANK: I have read the transcript of the testimony given 
by Mr. Carey before your committee on May 30, 1951, on the Defense Production 
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Act amendments of 1951, which was sent to me for comment at Senator Benton's 
request. 

The gist of Mr. Carey’s testimony is that between 35,000 and 45,000 workers in 
the radio-television industry are now unemployed because of a decline in pro- 
duction brought about, among other things, by existing credit controls and the 
slowness of the defense production program in finding its way into the defense 
production line. 

The Signal Corps, of course, has no function with respect to credit control. 
Whenever necessary to assist producers to increase their production of signal 
matériel, we do what we can te give them financial assistance; we do this with- 
out regard to the size of the contractor. In placing contracts with industry, 
the Signal Corps has proceeded with the utmost of dispatch in an effort to place 
industry in a position to proceed with expeditious performance of contracts. 
In the present procurement program, we have issued S70 letter orders in the 
amount of about $1,000,000,000 in order that manufacturers could proceed 
promptly with necessary production planning and subcontracting, without hav- 
ing to await execution of definitive contracts. You will recognize that it takes 
more time to plan the preduction of complicated signal equipments which 
have never been built before than it does for production of broadcast receivers 
and TV sets. 

In some instances large procurements have been placed with the larger manu- 
facturers ; but in such cases this was necessary to ensure efficient production and 
prompt delivery of equipments not susceptible of production by small business. 
In many other cases, procurements have been directed to smaller manufacturers 
because they were most suitable for production of the material involved. Mr. 
Carey would like to see enforced subcontracting. The Signal Corps accomplishes 
the same end by strongly encouraging subcontracting by its prime contractors 
to as large an extent as is possible and still produce well-made signal equipment. 
Also, by negotiation of its contracts, designated portions of an equipment are 
required by contract provisions to be subcontracted. Senator Schoeppel com- 
mented, during the course of Mr. Carey's testimony, that he thought negotiating 
contracts instead of letting them out for bids was responsible for concentration 
of procurement in the hands of a few contractors. It has been the experience 
of the Signal Corps that the opposite is true. Under formal advertising, pro- 
curing agencies are obligated to place their contracts with the lowest bidders, 
other factors being equal, irrespective of whether the successful bidders are large 
or small. On the other hand, by means of negotiation, procuring agencies are in 
a position to direct contracts to those small business concerns able to manufae- 
ture the required equipments and components. Also by negotiation the procur- 
ing agency may provide in its contracts for subcontracting. 

With respect to the issuance of tax-amortization certificates, the handling of 
which Mr. Carey calls generally “scandalous,” the Signal Corps has also been 
careful in its recommendations. Expansion at Government expense or at the 
contractor’s own expense is not recommended except in cases where this is neces- 
sary to obtain increased production of signal equipment. 

Mr. Carey has also stated that negotiation of contracts has been limited to a 
small number of firms; that large contracts have been placed with “paper com- 
panies” thereby adding another layer in the levels of the radio-television in- 
dustry; and that contracts have been placed with patent-holding corporations 
who have subcontracted in a limited manner to those companies who agree to 
manufacture according to their patents. The Signal Corps must plead not guilty 
in each of these instances, The Signal Corps has not limited its negotiation to 
a small number of large companies. On the contrary, the records show that in 
the 9 months, July 1, 1950, to March 31, 1951, 76.2 percent of its negotiated pro- 
curement actions were negotiated with small manufacturers, This does not take 
account of the large amount of procurement placed with small business on a 
formal advertising basis. Signal Corps is proceeding to spread its procurements 
among small-business concerns because it recognizes that only with as large a 
productive base as possible can the Armed Forces be sure of receiving the sup- 
plies and equipments they require in time. This is not “public relations” ma- 
terial, as the figures I have quoted will show. 

The Signal Corps has placed its contracts with bonafide manufacturers or 
dealers in their respective fields. We do not recognize “paper companies,’ nor 
do we find it necessary to place contracts with patent-holding companies. The 
patent situation in the electronics field is extremely complicated; sometimes, 
with respect to particular items, it may not even be known when procurement 
is undertaken. It has accordingly been the policy of the Signal Corps to use 
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criteria other than the patent situation in determining the sources from which 
material is to be procured. In cases where we know the patent situation, we 
investigate the desirability of obtaining licenses. If a claim for infringement 
of a patent results from production under a Signal Corps contract, it is processed 
according to applicable laws and departmental regulations. In short, while we 
respect patents, we do not permit their owners to dictate our sources of supply. 

You will recognize that the foregoing is limited to Signal Corps procurement. 
There are other agencies which have dealings with the radio-television industr) 
We cannot speak for them. 

I trust that you will find the foregoing comments to be helpful to set the record 
straight so far as the relations between the Signal Corps and the radio-tele 
vision industry are concerned. If there is any further information which you 
would like to have from me, I shall be more than happy to furnish it to you 

Sincerely yours, 
K. B. LAwWTon, 
Major General, USA, Deputy Chief Signal Officer. 


The Cnarrman. Mr. MacKay, will you come up? I understood you 
wanted to file a brief. 


STATEMENT OF A. J. MacKAY, PRESIDENT, QUALITY COURTS 
UNITED, INC., ACCOMPANIED BY C. EDMUND WORTH 


Mr. MacKay. Mr. Chairman and gentlemen of the committee, my 
name is A. J. MacKay. I own and operate a tourist court in Florida. 
I am president of the Quality Courts United organization, all of 
whom have tourist courts lying from the Canadian border down to 
Key West, from the Atlantic to the Mississippi River. 

I first wish to thank you gentlemen for the extension of the time 
granted us from your scheduled hearing on May 22. We do not in 
tend to take vour valuable time in presenting our views orally, as we 
agreed if the extension were granted we would merely file our state 
ment. This we have done. I would like only the privilege of intro 
ducing our delegation to this committee. 

The Cuatrm:N. We appreciate that, because as you can readily re 
alize we are rather rushed for time. I want to make your statement 
officially a part of the record, and without objection that will be made 
a part of the record. 

Mr. MacKay. As I make the announcement, I would like the 
various members of our delegation to stand. 

Mr. B. A. Shomaker, from St. Petersburg, Fla. 

Mr. Hal Orr, from Rocky Mount, N. C. 

Mr. Graham B. Squires, from Alexandria, Va. 

Mr. Jack Nelson, from Myrtle Beach, S. C. 

The CHatrMan. I am glad to have a fellow South Carolinian up 
here. . 

Mr. MacKay. Mr. George Davis, from Daytona Beach, Fla. 

The CHatrMan. We are glad to have you, sir. 

Mr. MacKay. Mr. Victor Rogers, from Tuscaloosa, Ala. 

Mr. L. Verburg, from F redericksburg, Va. 

I am sorry, Mr. Ornduff, from Terre Haute, Ind., had a scheduled 
plane, and due to our delay this morning had to leave. 

The Cuatrman. I am sorry about that. We got delayed here yes: 
terday, running from early in the morning until late in the evening. 
We had a meeting of the committee before we got under way with the 
hearing, and had to put the National Cotton Council off until the first 
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thing this morning. I wish you would tell him that I regret exceed- 
ingly that we did delay so he could not be here. 

Mr. MacKay. In addition to that gentleman I have Mr. Edmund 
Worth, who owns a Quality Court in Tampa, Fla. Mr. Edmund Worth 
was one of the originators of the Quality Courts United, and, hav- 
ing served as its secretary during the last rent control heard, I 
brought him in case any of you gentlemen saw fit to ask questions 
relative to that period as affecting our industry. That is all we nave 
to say. 

The Cuarrman. I think your statement will pretty well cover that. 
The committee will have it, and the Senators who are not here will 
read it. 

Senator Dovetas. Mr. Chairman, I should like to move that the 
report by the Defense Production Administration in reply to the 
questions which we asked be made a part of the record at the conclu- 
sion of the testimony here. 

I would like also to comment, if I may, to point out that of the 791 
certificates of necessity for accelerated tax amortization, which have 
been granted, in the total amount of $3.8 billions, 231 certificates with 
a total proposed investment of $2,046,000,000 were for companies with 
over 10,000 employees. These larger companies comprise 54 percent 
of the total amounts granted. 

There were 80 more granted to firms which employ from 5,000 to 
10,000 employees, and they amounted to $466 billion, or 12.3 percent 
of the total, so that, in all, 66.3 percent or virtually two-thirds of the 
total amount of amortization approved has been for firms employing 
over 5,000 employees. 

The CHarMan. Without objection: that will be placed in the record. 

(The material above referred to will be found on p. 236.) 

Senator Dove.as. I find I was somewhat in error in my memory of 
what happened. I have searched the proofs of the hearings, and 
I do not find that the NPA or DPA were requested to report what 
their policies were going to be in the future about the two points, but I 
should like to move that they be now requested to reply within a 
reasonable amount of time as to what the policy of NPA and DPA 
will be in respect to (a) refusing to grant second requests of companies 
which have already obtained tax-amortization privileges before others 
have been granted such similar privileges for the first time, and (4) to 
inform us what their policy will be in the future in respect to plants 
upon which construction had been started prior to July 1, 1950. I 
hope that they can come to a decision very quickly; and, if the amend- 
ment discussed earlier in the meeting does not include provision (}), I 
would suggest that it be redrafted to include it. 

The CuarrMan. I will ask the staff to see that that is included, and I 
will ask the staff also to get the two questions from Mr. Gibson that 
you asked for. 

Senator Benton. If the Senator will yield, will you add to your 
motion the point (¢), which I was intending to point out—it came up 
after you left the hearings—on what progress has been made with a 
view to giving quick, immediate, and higher priorities to the applica- 
tions from web en independent businesses ? 

Senator Doveras. I will be very glad to add that. 

The Cuairman. The staff will do it. 

Mr. MacKay, let me ask you one question. 
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Most of the people, what is the percentage of transients ? 

Mr. MacKay. , Practically entirely, sir. 

Mr. Worrnu. Mr. Chairman, may T be permitted to say the essen- 
tial point of our position is primarily tourist courts which has no 
relation to the cost of living. We do not deal with housing of perma- 
nent residents. We deal purely with tourists, motoring vacationists. 

The Cuamman. You do not have people living in these places 
who work in the city ? i 

Mr. MacKay. No. The very economic factors which tend to in- 
crease costs in other lines automatically tend to reduce our own prices. 
In other words, it is a segment of the economy that is not tending 
to inflate, but tends to deflate with wartime conditions and restric- 
tions, if they are put on. We feel that regulation of rentals in tourist 
courts is an unnecessary predicate, and has no bearing on controlling 
inflation. 

The Cuarrman. I understand that, but the question is whether 
there are workers who work in industrial plants who live in these 
Quality Courts? 

Mr. MacKay. No: they are entirely tourist courts. The other point 
is that, should they be controlled, they should not be regulated by 
the test period applicable to others, which comes in a season of the 
year which is neither winter nor summer, but is an off season to all 
tourist courts. 

The Cuarrman. Are there any further questions ? 

(The prepared statement of Mr. MacKay follows:) 


STATEMENT OF QUALITY Courts UNITED, INC., OCALA, FLA. 


Gentlemen, this statement is respectfully submitted by Quality Courts, United, 
Inc., a cooperative association organized under the laws of Florida. Its stock- 
holder members are the owners of some 250 tourist courts situated in the area 
bounded on the west by the Mississippi River, on the east by the Atlantic Ocean, 
on the north by Maine and Wisconsin, and on the south by the Gulf of Mexico. 
A booklet listing most of these members is attached. By requiring of its stock- 
holder members extremely high standards with respect to facilities, cleanliness, 
service, and operation upon a high moral plan, Quality Courts United Inc., seeks 
to secure for motoring vacationists the ultimate in comfortable transient 
accommodations, 

It is the position of Quality Courts United, Inc.— 

1. That S. 1397 should, by amendment, be made inapplicable to tourist courts. 

2. That, if the bill is to remain applicable to tourist courts, it should be amended 
to require the President, in fixing maximum rents with respect to any tourist 
court, to give consideration to the seasonal nature of the business of such court. 


8. 1397 SHOULD NOT APPLY TO TOURIST COURTS 


Rent control is necessary and, therefore, justified only when some national 
emergency occasions a dislocation of the country’s economy to such an extent 
that the normally operative laws of business competition will not neutralize infla- 
tionary tendencies. If the emergency occasions no inflationary trend in one 
segment of our economy, such segment should not be controlled. 

It is submitted that the presently existing circumstances which may dictate 
necessity for establishment of maximum rents on certain types of housing ac- 
commodations will, in and of themselves, tend to stabilize or reduce previously 
existing rental scales charged by tourist courts. 

Though tourist courts possess some of the characteristics of ordinary rental 
housing and some of the characteristics of commercia! hotels, they are different 
in very substantial respects from both ordinary rental housing and commercial 
hotels. Tourist courts, unlike ordinary rental housing, cater only to transients ; 
and, unlike commercial hotels, they cater only to transients traveling by private 
motor vehicle. Persons traveling by train, airplane, bus. or ship do not patronize 
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tourist courts. Further, the tourist court, because of its location usually far 
distant from the business centers of large cities, does not appeal to the average 
commercial traveler. It is designed for and seeks its patronage among motoring 
vacationists. 

So long as a tourist court maintains its basic identity as a tourist court, 
there is no necessity for placing controls upon rentals charged by it. The fac 
tors which, in an emergency, tend toward inflation of rents charged for ordinary 
rental housing or commercial hotel accommodations—e. g., concentration of 
population in large municipal and industrial areas and increased travel by 
train and plane—actually tend to reduce rentals charged by tourist courts. In 
such a period of emergency, travel by motor vehicle and vacation travel are dras- 
tically curtailed, thereby restricting the market within which the tourist court 
operates. So long as its operation remains basically that of the typical tourist 
court, decreased demand will prevent the charging of excessive rentals. Of 
course, if the court changes its basic operation, by taking in primarily non- 
transient persons, it then places itself in the category of the rooming house or 
apartment house and shoud logically be governed by the same rent-control con- 
siderations which apply to ordinary rental housing. 

In view of the above, .it is respectfully submitted that tithe IV-—A, section 
452 (f) (1), of S. 1397, which said subsection defines “housing accommodations,” 
should be amended by deleting the period at the end of subsection (1) (1), by 
substituting a colon, and by adding the following: “Provided, however, That the 
term ‘housing accommodations’ shall not include tourist courts. ‘Tourist courts’, 
as used herein, shall mean any building, structure, or part thereof, or land 
appurtenant thereto, rented or offered for rent for sleeping or sojourning pur 
poses primarily to persons engaged in transient travel by private motor vehicle.” 


AMENDMENT OF 8. 1597 IF IT IS TO APPLY TO TOURIST COURTS 


The business of tourist courts is seasonal in nature and is therefore subject to 
terrific fluctuation. Further, the busy season of the tourist courts in one State 
is often different from the busy season of the tourist courts in another State. 
Generally speaking, tourist courts in the northern part of the country enjoy thei 
best business in a summer season extending from July 4th to Labor day, and 
tourist courts in the southern part of the country enjoy their best business in a 
winter season extending from Christmas to Easter. But even tourist courts in 
the same State do not experience the same pattern of business fluctuation. For 
example, though most tourist courts in Florida and South Carolina enjoy their 
greatest business between Christmas and Easter, tourist courts in certain parts 
of either State enjoy their greatest business between July 4th and Labor Day. 

It is interesting to observe that S. 1337, as presently written, designates as 
presumptively fair the rents prevailing during the period May 24 to June 
24, 1950. This period falls neither in the summer tourist season nor the 
winter tourist season. Past experience of tourist courts demonstrates beyond 
any question of doubt that such period is “off season.” To use such a period 
as a criterion in fixing maximum rents for tourist courts could not help but 
result in gross inequities. 

Any individual tourist court is required, as a general proposition, to take 
in sufficient receipts during its “season” to pay expenses for the entire year 
and to yield a reasonable profit. Receipts during the “off season” are rarely, 
if ever, suflicient to pay the expenses of operating the court during such “off 
season.” 

In view of the above, it is respectfully submitted that, if S. 1897 is to remain 
applicable to tourist courts, the bill should make it abundantly clear that the 
maximum rent for any individual motor court shall be fixed on the basis of 
the particular economic circumstances which apply to that motor court. Thus, 
the maximum rent during such tourist court’s “season” should be fixed at a 
higher figure than the maximum rent for such court’s “off season.” Further, 
if the particular tourist court’s “season” is relatively short, its maximum rent 
applicable during that period should be relatively high. 

‘To accomplish the proposed result, section 452 (a) (2) of S. 1397 should be 


amended by deleting the period at the end of subsection (a) (2), by substitut- 
ing a colon, and by adding the following: “Provided jurther, however, That, 
if the occupancy of any housing accommodation is predominantly by transient 
tourist patrons and is subject to seasonal fluctuation, consideration shall be 
given to such season's fluctuation, in fixing the maximum rent for such housing 
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accommodation, and the President may establish higher maximum rent for 
such housing accomodation during its busy season than he establishes for 
such housing accommodation during its slack season.” 

Respectfully submitted. 


Qvuatity Courts Unrrep, INC., 
By A. J. MacKay, President. 

B. A. SHOEMAKER, Secretary. 

Morris E. Wuite, Attorney. 

JoHN J. TRENAM, Attorney. 


The Cuarrman. Mr. Birthright, will you come forward, please? 


STATEMENT OF JOHN B. ROBINSON, DALLAS, TEX., REPRESENT- 
ING JOURNEYMEN BARBERS, HAIRDRESSERS, COSMETOLOGISTS, 
AND PROPRIETORS’ INTERNATIONAL UNION OF AMERICA 


Mr. Rosrnson. I am here in place of Mr. Birthright. I am John B. 
Robinson, Dallas, Tex., 22 years a barber, 15 years a journeyman 
barber, and 7 years a shop owner, owned and operating a shop in 
Dallas, Tex. I am vice president of the Barbers, Hairdressers, Cos- 
metologists and Proprietors’ International Union of America. 

The petitioner, the Journeymen Barbers, Hairdressers, Cosmetolo- 
gists and Proprietors’ International Union of America, is a labor 
union composed of approximately 75,000 members engaged in the 
barbering and beauticians’ industry. Its principal offices are located 
at Barbers Building, Twelfth and Delaware Streets, Indianapolis 7, 
Ind. 

A large number of the members of petitioner (approximately 25 
percent) own and operate one-chair or copartnership shops, and as 
such sell the usual type of service rendered to the public in a barber 
or beauty shop. The barber and beautician business is highly per- 
sonalized, and the charges for the various services rendered vary 
greatly from place to place. Approximately 75 percent of the per- 
sons engaged in the industry are members of the petitioner union. Ap- 
proximately 60,000 of the members of petitioner work as employees in 
barber and beauty shops as barbers, beauticians, manicurists, and at 
similar work. All wages earned by the barber or beauty operator are 
directly related to the prices they receive for their service, such wages 
being negotiated with employers by local unions affiliated with the 
petitioner. The average employer receives for the service he renders 
at the chair the same prices, works the same hours, and pays himself 
on the same basis as his employees. It is the only industry where 
the employer and employee are equal and interdependent upon one 
another insofar as the service they render is concerned. 

Petitioner’s membership is directly affected by the General Ceiling 
Price Regulation of January 26, 1951, which fixes the maximum prices 
which may be charged for services rendered, especially by operators of 
one-chair shops. The formula prescribed for determining such maxi- 
mum prices should not be apphed to the highly personalized services 
rendered by petitioner’s membership, and because of the fluctuating 
nature of the services rendered and the variation in costs of operation 
it is impossible to equitably apply a general regulation. Moreover, 
the difficulties and costs of administration of such regulation are pro- 
hibitive and constitute an unreasonable and unnecessary interference 
with and hindrance to the operations of petitioner’s members. 
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The members of the barber and beauty industries are not paid by 
the hour or day for the service rendered, their income depending en- 
tirely upon the’ number of patrons they serve and the price they receive 
for such service. No commodity or article of commerce is involved, 
and no need exists for the establishment of price controls either in 
connection with defense production or in the public interest. 

The Cuarrman. Mr. Robinson, would you mind filing your state- 
ment for the record so the other Senators may have the opportunity 
of reading it? 

Mr. Rostnson. We would be glad to. I have only one more page 
to read. 

The Cuairman. All right, go ahead and read that page. 

Mr. Rosrnson. The standard minimum prices established for these 
industries through collective bargaining must not be confused with 
commodity-price fixing. A haircut, shave, permanent wave, shampoo, 
or set cannot be preproduced and placed on the shelf as stock, pending 
fluctuation of the stock market. Prices depend solely upon the skill 
of the operator who performs the service. 

The Journeymen Barbers, Hairdressers, Cosmetologists and Pro- 
prietors’ International Union of America for the past 64 years has 
sought to improve the economic life of the members of the barber 
and beauty professions. The necessity of establishing a minimum 
price through collective-bargaining agreement for the purpose of 
stabilizing the industries has been recognized. If, however, these 
industries are to be placed under price-control legislation it will create 
a chaotic condition. 

The Cuarrman., Is it not a fact that the average man—I know down 
South the barber shop is more nearly what you say it is: a place of 
friendship. ‘The average fellow goes to some friend he knows, and it 
is more than just, as you say, a “place of business; it is a place of 
friendship as well as business. Why should you want to control a 
price when a fellow might want to go to one barber and perhaps pay 
more ¢ 
- Isn’t that a fact throughout the country? That is the way it is 
down home. 

Mr. Roprnson. Yes, Senator; you are quite right. It becomes 
highly personalized. 

The CuatrMan. I spend money on gasoline to go to my friend 
rather than go in a barber shop where I don’t know the fellow. It 
is personal: it is to me. 

Mr. Rosrnson. The Clayton Act passed by Congress in 1914 states 
that “the labor of a human being is not a commodity or article of 
commerce.” The members of the barber and beauty industries render 
a personal service—that is, a service to pet rsons—and, as it is rendered 
in connection with no commodity or article of commerce and does not 
affect inter or intrastate commerce, it is our opinion that the barber 
and beauty industries should not be under price control. 

We have barber-license laws in 46 States and the District of Co- 
lumbia, administered by a board of barber examiners, established by 
law, setting up regulations in the interest of public health, public 
safety, and further providing for promoting and conserving fair 
competition and sanitary practices. Each barber, before being is- 
sued a license to practice, is required to take a practical and scientific 
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examination conducted by the barber board in these 46 States and the 
District of Columbia. The applicant must likewise furnish a certifi- 
cate of health showing that he is free from all contagious diseases, 
venereal diseases, tuberculosis, and so forth Said license is renewed 
from year to year and is proof that the operator is free from any and 
all contagious diseases. 

This legislation was sponsored and passage secured through the 
legislative activities of the Journeymen Barbers, Hairdressers, Cos- 
me etologists, and Proprietors’ International Union of America. 

In 45 States there are similar laws regulating the practice of beauty 
culture, all of which are patterned after the barber-license law. 

In addition to such laws, 14 States have enacted laws that give to 
the barber and beauty boards authority to establish minimum prices 
upon petition of 65 percent or 75 percent of the members licensed and 
actively engaged in the industry. 

The Carman. Most of the States have a board of barbers; do they 
not ¢ 

Mr. Ropinson. Yes. 

The States having such laws are Arizona, California, Colorado, 
Connecticut, Kansas, Louisiana, Minnesota, Montana, Nebraska, New 
Mexico, North Dakota, Oklahoma, Oregon, and Rhode Island. 

In view of the foregoing, we feel that your honorable committee 
should amend the Defense Act, exempting the barber and beauty in- 
dustries from price control inasmuch as they are not industries which 
will process or handle commodities of any kind. 

The Cnatrman. We thank you very much for your testimony, sir. 
We are sorry Mr. Birthright was absent, gentlemen, and appreciate 
your coming. 

The meeting will stand recessed until 10:30 tomorrow morning. 

(Whereupon, at 1:30 p. m., the hearing in the above-entitled matter 
was recessed until 10:30 a. m. of the followi ing day.) 








